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Can: you tell me who Codan Management is .or
where they are located?

No. Actually I don't remember writing that
check although it's my handwriting.

Would it refresh your recollection if I were

‘to tell you that Codan Management is located

in the Cayman Islands, British West Indies?

No.

Let me show you what's been marked as C-137,
C-138 and C-139. Would you look at them and
tell me if you recognize them, please?

C~137 is a check that I sent to Laidlaw,
Adams & Peck for -—- to obviously pay for
that stock.

The check is in the amount of $113,106.45,
dated March 13th, 19787

Right. Check dated March 29 is to Hilland
Properties for $51,000 and 1t was a loan to
Hilland Properties.

The third one?

Dated April 2nd, 1978, for $574.37 to Codan
Management Cayman Limited.

Are these three checks répresentative of the
information contalned in the cash
disbursements book for March of 1978 that we
talked about a few moments ago?

Yes.

Do you recognize what's been marked as
C-1507

Yes, My bank statement for Néw Jersey
Financial and General for the month of
March, 1978. ' .
Opening balance?

$8,193.31.

How many deposits were made that month?

Four.

What was the total, roughly, of those four
deposits?

$206,242.29,
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The disbursements for the month amounted to
what, approximately?

$31956,606.45. In my book it was a hundred
and eighty~four but checks came in from a-
prior month that totalled 196.

As I understand it, there is 200,000 in the
bank that month?

Right.

Aand including part of that, the major part
cf it being a hundred and seventy-five
thousand dollar deposit, with that amount of
money, obviously had you not had the hundred
and seventh-five thousand dollar deposit
that month, you wouldn't have been able to
draw that 163,000 the next day or what have
you, isn't that c¢orrect, without getting
further money? '

That's correct.
You didn't get further money?
Right. That's why it's so obvious.

We agree, then, without that hundred and
gseventy-five thousand dollars all three of
those checks could not have been written?

Unless I got the money from somewhere else,
Sounds picky."

Would youzturn back, please, for a minute to
the cash receipts book for May of 19787

Okay.

Specifically lines three and six. What do
they show?

They show a receipt from Laidlaw, Adams &
Peck 20,000 on May 18th and the second one
for $104,665.12 on May 24th."

Can you tell me from the records that you
have in front of you from the cash receipts
book what was that total of a hundred and
twenty-four and some-odd thousand dollars
credited to? :

Credited to what I call margin, meaning when
you have a credit in your stock account you
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can draw money and that was excess money
that we had and I drew it.

"0, Did anyone instruct you to credit that to a
margin account?

"A. To call 1if specifically margin, that's
probably my own thought to call it margin.
It's not a sensible term, I realize now, but
that's what I called it then.

"o, What would you have called it today?

"A. Today, stock proceeds.

No Record of Premium Payment to London & World

"O. Is there anywhere in your records there or .
in the exhibits that I have shown to vyou
where you c¢an show this Commission that the
hundred and seventy-five thousand dollars
that V & G paid to New Jersey Financial and
General in March of 1978 went towards the
payment of insurance premium to London &
World Assurance, Limited?

"A. Did I disburse any money to London & World?

"Q. Is there anywhere in there that indicates
that hundred and se e~'--five thousand
dollar check, specifically this check that
was marked as C-86 -- . '

"A. I took those funds and disbursed them?

"Q. Is there anywhere vyou can show this
Commission that these funds were disbursed
to a company known as London & World
Assurance, Limited for the purposes of
paying - a 1liability insurance premium on
behalf of Vernon Valley Recreation
Association, TIncorporated? Or any form of
insurance. :

"A. No.

Did She Use Dasti's Signature Stamp?

During Joseph Guy Dasti's executive session testimony at the
SCI, he .indicated that, in addition to. himgelf, others in
Mulvihill's Chatham office may have used his signature stamp to
affix his name as "authorized representative" to London & World
certificates of insurance. He stated, as previously noted, that
"my stamp is always in my office and my ﬂesk is not locked,"
indicating thus its general avallablllty.



-1l61-

Debra Evers, however, contradicted Dasti's testimony during
her executive session appearance at the SCl. She claimed she never
used his signature stamp in processing London & World insurance
certificates out to varicus state agencies. Counsel Coppola and
Accountant Klagholz read the following excerpt from Evers'
executive session testimony:

0. Mr. Dasti never asked vyou to £ill out a
certificate of insurance for him?

"A. No.
"Q. Let me show you a certificate of insurance
that's been filled out, It's been marked as

C-35 for identification. Would you look at
that and tell me if you have ever seen that
document?

"A. I might have.

0. Can vyou tell me, do vyou recognize the
' signature stamp on the bottom right-hand
corner? A

"A. It's Joseph Dasti's.

"0. Does he have a signature stamp in his
office?

"A. Yes.

"Q. Have you ever used that signature stamp?

"A. Did I ever stamp his name? Never.
"0. Did he ever request you to use it?

"A. No. He keeps it locked in his drawer.
Nobody has access to it but him.

"Q. Did you ever see anyone other than Mr. Dasti
use his signature stamp?

"A, No. I'm sure he would not allow that.
SCI's Probe of London & World Assurance

SCI Special Agent Raymond Schellhammer testified next, about
the numerous steps the Commigsion took in an effort to verify the
existance and validity of London & World Assurance, Ltd., as a
liability insurance carrier. Schellhammer recalled that the
Commission contacted bbth the Police and the Insurance Departments
"of the government of the Cayman Islands and he read into the
hearing record two letters to SCI counsel James A, Hart, the
attorney who headed the SCI investigative team.
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One letter was from E.J.E. Btowers, Grand Cayman police
commissioner, dated January 4, 1983, which confirmed that London &

World "does not occupy office accommodation on the island."  The
other 1letter, - dated January 5, 1983, came from Insurance
Superintendent John Darwood of the Cayman Islands. Darwood's

letter, which revealed that London & World never applied for an
insurance license, stated in part:

"From the information disclosed, it seens
that such c¢riminal activity as may have
taken place occurred mainly in New Jersey
and mainly before our insurance laws hecame
effective. Since the company has never
applied for an insurance license here, this
office has very little knowledge of its
affairs.”

SCI Sends Agent to Cayman Islands

Counsel Hart questioned Agent Schellhammer about his visit to
the Cayman Islands on March 21 and 22, 1983, on an assignment by
the Commission t£o inguire into the status and activities, if any,
of London & World on the islands:

Q. and while yvou were there, did you -have a
meeting with Superintendent Darwood, the
Superintendent of Insurance?

A, Yes, I met both with Superintendent .John E.
Darwood and Deputy Superintendent Steve E.
Butterworth. '

Q. Could vou tell the Commission what you
learned at that meeting? i

A, Yes, sir. They reaffirmed that London &
World has never been a licensed insurance
company on the Cayman TIslands. They
indicated, as is represened in the letters,
that London & World Assurance, Limited, was
and- is an exempt company within the
provisions of the corporation law of the
Cayman Islands.

Q. pDid they tell you what aniexempt company is?

A. Yes, sir. It is a company incorporated upon
the islands which can operate in whatever
area the corporation deems it proper to
operate for thelr own benefit. :

Q. pid you speak to Commissioner Superintendént
bDarwood about the insurance laws of the
Cayman Islands?
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Yes, sir, I did.

What did he tell you about the insurance
laws?

He informed me that during 1979 legislation
was worked upon and passed which was to
become the insurance law for the Grand
Cayman. The law became effective on March
16th, 1980, and required certain things of
insurance companies that were operating on
the island or from the island.

Did the insurance law also require certain
things from exempt companies that had been
doing insurance business?

That's correct, sir. The Attorney General
of the Cayman Islands indicated that not
only were companies presently doing
insurance business required to register, but
that  companies that were at risk for any
insurance liability in a previous period of
time would also be required to file the data
that was required under the law.

Did Superintendent Darwood tell you whether
or not London & World had ever registered
pursuant to that law with the Department of
Insurance?

Yes, he affirmed his gtatement that they had
not registered as an insurance company.

Did barwood advise you that, in order for
London & World to write any insurance after
June 14th, 1980, the company would have had
to have been licensed in the Cayman Islands?

That's correct, sir.

pid he tell you whether or not they were
licensed in the Cayman Islands?

They were not licensed in the Cayman
Islands.

pid he  tell you that the 1licensing
reguirement of the law also applied to the
writing of performance bonds as well as the
writing of liability insurance?

It would have applied to the issuance of
any type of insurance or surety.
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While vou were in the Cayman Islands did vou
have oc¢casion to go to the Barclays Bank
Building in George Town, Grand Cayman?

Yes, sir, I did.

Why did you go there?

bocuments that were in the possession of the
Commission indicated that the London & World
Assurance, Limited, would be housed in the
Barclays Bank Building. In addition, there
was an address of Cardinal Avenue, George
Town. It happens that Barclays Bank: is
located on Cardinal Avenue in George Town.

What did vyou observe when vyou got to that
bank building? '

In the 1lobby of the bank building was a
directory posted on the wall. Tt indicated
that on the upper f{loors the offices of
W.S. Walker and Company and Cayhaven could
be found, '

Was there any listing on the directory that
London & World Assurance was housed in that
building?

No, sir, there was not.
What is the significance—of Cayhaven?

The proper name 1is Cavhaven C(Corporate
Services, Limited. Cayhaven is the
registered office for Codan Management,
Codan Management is the registered office of
London & World.

A1l right. Do you recall the chart that was
exhibited a short time ago? Mr. Cayson
testified that a five-~hundred-seventy-four-
dollar check was drawn to Codan Management
from New Jersey Financial and General?

Yes, sir.

Is ﬁhat the same Codan Management?

As far as I understand it, it is.

Were there any s8igns 'or indicia on the
outside or the inside of the bank building
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indicating that London & World Assurance,
Limited, had offices within that building?

There was nothing, sir.

Did you speak to anyone from Codan
Management?

Yes, sir, I did.-
Who d4id you speak to from Codan Management?

I interviewed Mr. Malcolm S. Davies, who is
the managing director of Cayhaven. I
explained, when I made an inquiry, was I not
speaking to the wrong people, that I wanted
to speak to someone either from London &
World or Codan. He said that London & World
had the registered office at Codan and Codan
had the registered office at Cayhaven, so I
was in the right place.

Did Mr. Davies answer any of the questions
that you posed to him that day?

A few of them.

Did he give you a reason for not answering
other questions?

Yes, sir, he did.
What was the reason?

He told me that the information was
protected and that he was not at liberty to
give me that information.

Did the insurance law of the Cayman Islands
prohibit him from giving you information on
London & World Assurance, Limited?

Not the insurance law so much as the
corporation law, the Privacy Act.

This Commission has received documents
indicating that persons with the name of
Alice Mae Co, and Averill Bleasdale and
Margaret White were the original subscribers
of the London & World Company. pid you
learn anything about those persons from Mr.
Davies?

If I might explain, sir, that a management
corporation such as Cayhaven or Codan
provides, at the request of individuals who
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might request their services, the placement
of shareholder nominees on record in the
Cayman Islands so that that organization

might incorporate. Mr. Davies would tell me

that there were at that time people working
for or still working for that company,
meaning Cayhaven, but he would not explain
to me whether those people were the nominees

for the incorporation of London & Worild

Assurance, Limited.

THE CHAIRMAN: Are you saying that that
company down in the Cayman Islands, that
management  group, Jjust provided names of
incorporators for the benefit of anvbody
that might inquire?

PHE WITNESS: Sir, if I was of a mind to sat

up a corporation down there and I
communicated with them by letter or by
telephone, they would provide the

shareholder nominees and the stocks would he
placed in their names as bearervr.

BY MR. HART:

Q.

poes Cayhaven or Codan run the business of
the corporation that they provide the
shareholders for?

As best I could learn from speaking with the
police, the Commissioner, the Superintendent
of Insurance, and from what I could glean
from Mr. Davies, they don't function as the
business operation. They are a management
service.

Agent Schellhammer was also asked about. other actions by the

SCI to determine whether TIondon & World

company :

0.

~

Did the Commission take any steps by way of
contacting Vernon Valley Recreation
Assocliation during the course of the
investigation to determine whether or not

London & World was an existing or a bona

fide insurance company?

Yes, sir.

What did the Commission do?

On three separate occasions the Commission

has communicated with McCarter & English,
the attorneys representing Vernon Valley

was a valid

insurance
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Recreation Association. On the three
occasions, which were a letter dated
November j5th, 1982, December 9th, 1982, and
January 17th, 1983, we requested that we be
authorized by Vernon Valley to review the
books and gather information in the Cayman
Islands concerning London & World Assurance,
Limited.

Q. pid vernon valley ever provide this
Commission with such an authorization?

A. No, they d4id not, sir.

THE CHAIRMAN: Now, as I understand it,
those letters were addressed to +the law
firm representing --—

THE WITNESS: Yes, sir, they were addressed
to counsel representing Vernon Valley.

THE CHAIRMAN: What response did you get?

THE WITNESS: We received no - response to
them. )

Surplus Lines Insurance Tax Problems

The next witness was Jerry M. Porcelli, assistant chief
examiner of the State Insurance Department's Surplus Line Examining
Office. He was dquestioned about the manner in -which FEugene
Mulvihill, on behalf of Vernon Valley and other Mulvihill -
connected companies, submitted state insurance tax payments in
connection with purported 1liability coverage by London & World.
SCI counsel Hart initially asked Porcelli to describe how the
Insurance Department through his office regulates insurance
companies that are not licensed to write insurance in the State of
New Jersey:

Q. Companies that are not licensed to write
insurance in New Jersey nevertheless can-’
write insurance in this state if they are
approved by your department. Is that right?

A, Yes, that's right.

Q. Can a company that 1is not licensed and not
approved by your department write insurance
in the state of New Jersey?

A, Yes, they can, under certain conditions.

Q. Could vou tell us how that works?

A. Right. The assured would have to go
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directly to the insurance company and he
cannot go with any broker or agent licensed
in the State of New Jersey.

Q. S0, for example, if I were to desire
insurance and I couldn't get . it from a
licensed company and I couldn't get it from
an approved unlicensed company, I could go
directly to the unapproved insurance company
and purchase insurance for property here in
New Jersey?

A. Yes, you can.
0. But I'd have to go directly to the company,
I couldn't go through a broker or an agent?

A, That 1is right, you cannot go through a
broker or an agent.

0. When one does go directly to such a company,
is there a tax or penalty of some sort that
the insured must pay in order to qet such
insurance?

A. Yes, it's a three percent tax on the
premium.

Q. The tax is figured as a three percent of the
premium figure?

A. Yes, it is.

. 0. 1f the insurance that's purchased is
liability insurance and it's purchased from
an unlicensed, wunapproved company, where
does that tax get paid to?

A, Tax is paid to the State of New Jersey.

0. What about if the insurance is Eire
insurance; who is the recipient of that
three percent tax payment?

A. State Fire Relief Asscciation.

Got Anonymous Mailing of Insurance Certificates

Porcelli testified that prior to 1980 he had never encountered
an insurance company by the name of London & World:

Q. I take it sometime in 1980 you came across
the name London & World Assurance, Limited?
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A. Yes, that's true,
Q. Could you explain how that came about?

A, Around April of 1980 I received four
certificates of insurance in the mwmail.
There was no address name or otherwise, just
anonymously addressed to myself, Surplus
Line Examining Office, Trenton, New Jersey.

Q. What was the name of the insurance company
on those four certificates of insurance?

A. London & World Assurance, Limited.

The witness identified the certificates as certifying coverage
of $100,000 bodily injury liability and $50,000 property damage
liability €for 1980 for Waterhill, 1Inc., Western Formula, Inc.,
Dunehill, Inc., and T.R.C. Internatiocnal. The certificates had
heen addressed to the State Department of Labor & Industry. After
receiving the certificates in the mail, Porcelli said he went to an
address in Westfield that was listed on the insurance certificate
for Dunehill: :

Q. why did you go to Westfield, Wew Jersey, to
.that office?

A. Well, as I explained before, we collect
~taxes in the State of New Jersey for
policies that are issued on surplus lines.
Not knowing that I received any taxes on
that particular item, I decided to go to
Westfield to £ind out who these people were.

At Westfield, Porcelli was referred to an officer at Vernon
Valley or to a 215 Main BStreet, Chatham, address, as listed on
three of the certificates. At Chatham he was introduced to Eugene
Mulvihill:

0. pid you spéak to Mr., Mulvihill about these
- certificates of insurance?

A. Yes, I did.

0. What did you tell him and what did he tell
you? )

A. T explained that T received these
certificates in the mail and since London &
World Assurance, Limited, is not a licensed
company I was seeking to find out if he had
placed insurance with this company or
somebody in his organization, '

0. What did Mr. Mulvihill reply?
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He said he had went directly to the company:
because he couldn't get insurance elsewhere
in the market. 1I proceeded to explain under
our law there's a three percent tax due from
the assured.

Did vou provide Mr. Mulvihill with blank tax
returns so he could file them to pay the
three percent tax?

Not at that time. I didn't have them with
mne. Subsequently, when I went back to my
office a few days later, I did send Mr.
Mulvihill some tax returns and ask him to
complete them and send the three percent tax
to the State of New Jersey or to the Fire
Relief Association if it was fire insurance.

What was the date of this meeting with Mr.
Mulvihill?

It was on May %th, 1980.

Mulvihill's Insurance Tax Checks and Tax Returns

Q.

pid vyou receive anything back from Mr.
Mulvihill after you sent him the blank tax
returns?

Yes, I did. I first received a check for
$3000 made out to the State of New Jersey
with no tax returns. I proceeded to contact
Mr. Mulvihill by phone indicating that we
have to have the tax returns completed and

" submitted to the department.

Would you 1look, please, at Commission
Exhibits 222, 223, and 224 and could vyou
tell me what those are, please?

These are direct placement tax returns which
are usually filed by an insured when they go
directly to a unauthorized, unapproved
surplus line company.

Are those the tax returns Mr. Mulvihill sent
back to you?

Yes, they are.

‘Now, how many tax returns did you receive

from Mr. Mulvihill?

I have received three.



-171-

Q. Shouldn't vou have received four, one for
each of the companies listed on the four
certificates of insurance?

A, Yes, I should have received four.

0. Did you take any steps to check with Mr.
Mulvihill concerning a fourth tax return?

A. No, not at that time.

Q. Could you tell me why you didn't check with
him?

A, I just don't know, really, why. At the time
I was operating by myself and it didn't
occur to me to look into the matter any
further.

Although Porcelli had questioned Mulvihill about the four
insurance certificate sent to him anonymously, he soon began to
receive tax returns reflecting liability coverage from 1878 through
1680 for Vernon Valley, which created €further problens. His
testimony continued:

0. Would you look at Exhibit 2227 What's the
name of the insured on that tax return?

A. Vernon Valley Recreation Association.

0. What type of coverage is indicated on the
tax return?

A. The problem here is that they didn't
indicate what type of coverage, it just

showed the total forty-five-thousand-dollar
premium.

2. Is the +type of coverage supposed to be
listed on that tax return?

A. It should have been identified.

0. What's the amount of coverage?

A. The amount of cover is $1 million.

0. What's the term of the policy?

A, One year, January 2nd, 1979.

0. The name and the address of the insurer?

-

A. London & World. The address is George Town,
Great Cayman, British West Indies.
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Does the tax return indicate the amount of
the premium paid for that million-dollar:
policy? ' :

Forty-five-thousand-dollar premium.

What would the three percent tax be on the
forty—-five-thousand-dollar premium?

$1,;350.
Is that total indicated on the tax retiurn?
Yes, it is.

Does WMr. Mulvihill's sigdature appedar at the
bottom of that retdrn over the words

"Chairman of the Board"?

A signature appears. I could not detprmlné'
if itfs Mr., Milvihill's.

Immediately above the sgignature are- the

words "I declare under penalty of perjury I
have examined this retutrn to the best of my
knowledge and believe that watters and
information set forth Hetein are true,
corvect and complete." I8 that right?

Yes, they appear there.

Now, looking at Exhibit 223, for the most
part, it contains the identical information
as did 222 that we were just talking about
other than the term and the explratlon of
the oollcy Is that correct?

That is ture.

What's the premium shown on the Etax return?
45,000.

and the tax due&?

Does that tax return dJdescribe the type of
insurance?

It does not describe the type of insurarnce?

Does it indicate that the insuvance is
liability and fire? ' R ' :

No, it doesn't indicate that.
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Q. Would vou look, please, at Exhibit 224, and
again the information is pretty much the
same as it is on 222 and 223, other than the
term and the expiration of the policy. Is
that right?

A. Yes, that's true.

Q. The premium is again listed as $45,0007

A That's right,

Q. And the tax again is listed as $1,350?

A. Yes. There's something elge here, though, I
should point out.

Payments To Fire Relief Association

The witness then observed that two of the tax returns
contained the notation, "less paid to the Fire Relief Association”
-- $5,265.75 in one year and $6,265.75 in the second year. The
testimony on this development follows.

Q. Assuming the amounts were right, would that
satisfy the three percent surplus lines tax?

A. It would have 1f thls was fire insurance,
ves. -
0. Do you have any idea whethexr or not it was

fire insurance?

A. Not from their tax return. I can't
determine that.

Q. DpDid Mr, Mulvihill show vyou the London &
World policies when you met with him in his

cffice?
A, No, he did not.
Q. Tf he had shown them to you, would you know

that they were not fire insurance?

A- Yesl

Did Not Question Vernon Valley Submissions

Q. Now, all of those tax returns named Vernon
Valley Recreation Association as the
insured. 1Is that right?

A, That's right.
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0. The four certificates that you recelived in
the mail and you spoke to Mr. Mulvihilil
about were for companies. other than Vernon
Valley Recreation Association?

A. That's true.

0. pid you ever ask Mr. Mulvihill why he sent
in tax returns in the name of Vernon Valley
when you had questioned him about these four
other c¢ompanies, those being Dunehill,
Waterhill, Western Formula and T.R.C.?

A No, I did not ask him specifically why.

Was Insurance Premiuvm $175,000 or $45,0007%

Counsel Hart showed Porcelli a 1979 insurance policy by London
& Worlid covering Vernon Valley rvrisks. the exhibit raised a
gquestion as to whether Mulvihill had failed to subunit an adequate
.tax return for the premium listed on the policy:

Q. Al right. What is the expiration date
listed on that tax return?

B, Bxpiration date is Januvary 2nd, 1979.

0. Now, if you look at the policy I showed you,
which was -C-158, what is the expiration date
on the policy?

A The expiration date is January 2ud, 1979,

Q. That's the same as the tax return?

A. Yes, I said so.

Q- So the tax return goes with the policy we're
talking about?

A, I would say so, ves.

Q. All right. Poes the policy indicate what
the premium was that London & World charged
for the policy?

A, Yes, it does,.

0. What is the amount of the premium?

A-_ $175;00-

0. So the policy shows a premium of 175,600 and
the tax return shows a premium of 45,0002
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A, Yes, 1t does.

Q. What would be the effect of underreporting
the amount of the premium of $130,0007

A. There would be less tax due to the State of
New Jersey.

Q. So 1f the premium, in fact, was $175,010,
the State of New Jersey would  Thave
additional tax monies coming to it?

A, Yes, it would have.

Q. That would . also mean, would it not, that the
individual who swore to the truthfulness of
Exhibit 222, the tax return, was not being
truthful when he placed the information in
the return that the premiuom was only
$45,0007

A, I would say that is true.

Other Insurance Premiums Were Under-Reported

Q. Would you look, please, now, at what's been
been marked Exhibit 159. That purports to
be another insurance policy issued by London
& World Assurance, Limited. What is the
name of the insureds under that policy?

A. Vernon Valley Recreation Association, Great
Gorge, Inc., and E.T.A.L.

0. Does that policy set forth the amount of the
premium?

A. Yes.

Q. what is it?

A, $140,000.

Q. What is the term of the policy?

A. Term of the policy is January 2nd, 1979, to
January 2nd, 1980.

Q. All right, Now look at Exhibit 223, the
second tax return. The term that's listed
on that tax return is what?

A, The term is one year, expiring December the
15th, 1979. .
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In effec¢t,; then, but for a couple of weeks
we're talking about the ecalender year 1279
that each of these documents purportedly.
covered. Is that correct?

That's correct.

The premium listed on the policy is 145,000,
the premium listed on the tax return was
45,000. The effect of underreporting the
amount of that premium I'm assuming would be
to decrease the amount of taxes paid to the
State of New Jersey, Isn't that correct?

That 18 correct.

and 1if, in fact, the premium was under-
reported, the state would have additional
monies coming to it?

Yes, they do.

There's an endorsement to that policy
Cc~-159. Does that endorsement include
T.R.C. International as a named insured?

It doeg include T.R.C. International, Inc.,
as a added insured.

Would vyou 1look, please, at Commission
Exhibit C-160 which also purports to be a
London & World 1liability insurance policy.
Is the entity insured under that policy also
Vernon Valley Recreation Association?

Yes.

What's the term on the policy?

Term 1s December 15th, 1979 to December
15th, 1980. - :
What's the amount of the premium?

$105,000.

Now, looking at Exhibit 224, which is the
third tax return, for the one-year peériod
from December 15th of '79 to December 15th.
of '80; that's the sams period coverad by

the policv. Right?

Yes, it is.
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And the tax return shows a premium of
$45,000, so here again the state would have
additional tax monies coming to it because
of the underreporting of the premium on the
tax return. TIs that correct?

That 13 correct.

The Fire Department Checks

Porcelli was asked to clarify the listing in the insurance tax

returns of payments by Mulvihill to the Firemen's Relief Fund.

He

said Mulvihill sent him copies of checks made out to the Vernon
Valley Fire Department of Vernon Township:

Q.

aA.

What did you do when you received those
checks?

When I reviewed the checks and the tax
returns and came to a conclusion that
something was wrong, I couldn't figure out
why there would be a forty-five-thousand-
dollar premium on a tax return and adding up
the 54,050 in tax and yet I had a group of
checks that totalled up to over $11,000.

It would appear from the cancelled checks
that Vvernon valley had paid more than they
owed based upon the tax returns?

That is true.

Pid you communicate with Mr. Mulvihill about
that discrepancy?

Yyes, I did.

All right. Would vyou look, please, at
Exhibit 231 and tell me what that is?

T™is is the letter dated November 7th, 1980,
when I wrote to Mr. Mulvihill and I have
indicated that I made a review and I just
didn't understand the ©particular items
whereby he had sent the tax returns with
$45,000 in each tax return adding up to a
tax of $4,050 and I have checks adding up to
11,531, and I qgquestioned why Mr. Mulvihill
was paying that amount to the Fire Relief
Assgociation.

pid you request in your 1letter a meeting
with Mr. Mulvihill to discuss the
discrepancy?
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Yes, I did.

pDid vou receive a response from  Mr.
Mulvihill? '

I received a telephone call from Mr,
Mulvihill which indicated that he couldn't
he available at that time,.

Did he explain to you in any way at any
time, either over the phone, or by letter,
or by perscnal meeting, why he had
apparently overpaid the tax that was due?

He never explained, no.

When you first met with Mr, Mulvihill in the
Chatham office, did he tell you at that time
that he had already paid the tax that was
due?

No, he did not.

In fact, you had to explain to him what the
tax was and that it was due?

Yes, I did,

Can you tell me from looking at Exhibits 225
to 230 the dates of the c¢hecks that were
presented to you by Mr. Mulvihill as proof
that he paid the tax?

You cannot determine by the check face if
these are tax amounts or not. It's just
made out to the Vernon Township Fire
Department.

I understand that, Can you make out the
dates that are on those checks?

The dates? Yes, one date is Aungust 11th,
1980; one date is July 18th, 1979; one check
has October 19th, 1979, The other dates are
difficult for me to read although it’s 1880
and one 1is 1979

8o most of those checks were written prior
to your meeting with Mr, Mulvihiil? In
fact, as much as a year prior. Is that
@orrect?

That is correct.

He didn't tell you at the meeting that he
had already paid the tax?
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A, He never indicated that he had paid the tax,
no, '

Q. You just mentioned a few monents ago, T
think, the answer to this next question. 1Is
there any way from looking at the checks
that one can tell whether or not they were
payment of the tax or whether they were a
charitable contribution or a payment for
services rendered by the Vernon Township
Fire Department?

A, There's no way of telling, no.

"Authorized Representative" Was not Authorized

The four certificates of insurance Porcelli received in the
mail, as. noted 1in previous testimony on such certificates,
contained the signature of Joseph Guy Dasti as the "Authorized
Representative" of London & World. Porcelli's testimony on this
issue follows:

Q. Is there any way that an individual named

Joseph Guy Dasti could be an authorized

. Yepresentative of London & World Assurance
Company in the State of New Jersey?

A, No, it cannot be,
0. Why is that?

A, Because, number one, you won't have an
authorized agent in the state of New Jerssy
for a company that is not licensed or
approved as an unauthorized company.

0. Did vyou ever check the files of the
Department of Insurance to determine whether
or not there was an individual by the name
of Joseph Guy Dasti who was licensed to
write insurance inthe state of New Jersey?

A Yes, we did check our license division.
Q. And what were the results of your check?

A, We found that this gentleman is licensed as
a life and health agent.

0. So he can't write liabbility insurance from
any company in the state of New Jersey. Is
that right?

A, That is correct.
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London & Wbrld-Performance Bonds Questioned

Q.

A.

A,

0.

A,

Could you tell us what a performance bond
is?

Performance bond 1is issued to wusually a
contractor who 1is, has a contract with
either a municipality or a private concern,

- and the performance bond purpose is that in

case the contractor does not complete the
contract properly or within the time frame,
then the insurance c¢ompany has to turn
around and pay for the completion of the
job.

They're generally used in the construction
industry. Is that right?

That is correct.

Is your department regponsible for
regulating the use of performance honds in
the State of New Jersey?

If they are issued by a licensed company,
yes.,

Now, 1look at the four bonds that are in
front of you, Mr. Porcelli, and I'm assuming
now during your career yau have had ogeasion
to see many performance bonds. Is that
COrrect?

I have seen some performance beonds, ves,

The bonds that you have seen, how do they
compare appearance-wise with the bonds that
you have in your hand right now?

Well, they appear to be siwmilar in context.

Pbo performance bonds genérally have a date
on them? :

Yes, they usually do.
Do those performance bonds have any datesg?

These performance bonds have dates, although
there's no year on these performance bonds,

Iet's take them one at a time. What's the
top exhibit you have there? What's the date
on that bond?
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February 28th,

What's the year?

There's no year shown.

How about the next exhibit?

The date is February 28 with no year shown.
How about the next one?

The next one there's no date shown at all
when it was signed, sealed or dated.

How about the fourth one?
The fourth one, no date shown ...

Who 1is the surety on each of those four

performance bondsg?

Surety on  the four, London & World
Assurance, Limited.

And the entity purchasing those bonds from
London & World is Stonehill, TIncorporated.
Is that correct?

That is correct.

A}l right. Aren't performance honds
generally preprinted forms that would
contain the name of the surety, that is the
insurance company, printed at the top of the

page?
Usually, ves.

These particular performance bhonds have no
such name of the surety printed on them, do
they?

No, they do not, other than on the bottom;
they're signed by an individual.

But the name ¢f the company is not printed
on the paper. Is that correct?

No, it is not.:
All right. In fact, these four are

typewritten, they're not even printed
forms. TIs that correct?
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They're not prlnted, they're typewritten,

yes.

They don't contain any seals or ribbens or
any other indicia that a normal performance
bond would they have, do they?

They do not have any ribbons or seals or
anything.

pid you search the records of the Department
of Imsurance in order to determine whether
or not the three percent surplus lines tax
was paid on these performance bhonds?

We searched the records. We didn't find any
place where the payment of taxes were made
on these performance bonds.

Who would owe the tax on those performance

“ bonds?

Thé‘.insuredsu Stonehill of vernon Inc.,
which is the insured here.

En. your experience, Mr. Porcelli, have you
ever come across the gituation where a
municipality has allowed a construction
company to  self-insure a construction
project?

No, wot in my experience.

Hawve youw taken any steps to ascertain the
bowma fides of London & World Assurance,
Limited?

Yes, I did.
Would you tell us what steps yeu have taken?

At the time I tried to verify if Tondon &
World was a company. What steps I took was
I went to Best's Statistical Reporting
Service. Secondly, I contacted an attorney
in New York, called LeBeoeuf, Lamb & Levy.
They are attorneys for Lloyd's of London in
the Umited States and they re also attorneys
for many alien companies. And, rhlrdly,“-”
checked with the National &
Insurance Commisgioners

Wisconsin, a Mr. Jim Ryan,

.was executive director. Each ca

no place where Londonm & W0rld hddﬁ“ﬁy -— was
anythlnq, :

P



~183-

Q. To this date have you been able to determine
whether or not London & World is actually an
ingsurance company?

A. To this date I still don't know if they're
in existence or not,

Firemen®s Relief Tax Payments Denied

Robert G. Baldwin, the 1981-82 chief of the Vernon Township
Fire Department, was the next witness. He recalled that he served
as treasurer for four years through 1980 of the Vernon Township
Firemen's Relief Fund. He testified on the issue of whether Vernon
Valley had made tax payments to this fund as part of its surplus
lines insurance tax obligations. Chief Baldwin was questioned by
5CI counsel Hart:

Q. Are you aware of a New Jersey statute that
requires the payment of a three percent tax
to the Firemen's Relief Fund when a company
purchases insurance from a surplus 1lines
carrier?

A, I know of 1it.

Q. Can you tell me, during the time you were
the treasurer of the Firemen's Relief Fund,.
did you ever receive any tax payments from
Vernon Valley Recreation Association or a
company known as V & G Management?

A. Most of that was generally sent into the
state office and distributed to the £fire
companies from the state office.

Q. 'pid you ever receive any funds from the
state office?

A, Yes, from the state office 1 d4id, ves.
Q. pid you receive any such funds from the

state office initially paid by Vernon valley
Recreation Association or V & G Management

Company?

A. It's grouped into one lump sum and given to
us. It's not, it's not handed to us by way
of designated -- it' not given to us and, in

other words, we're not told.
Q. You're not told who paid the money?

A, Exactly.



-184-~

Okay. At the request of this Commission,
did you check the records that you might
have to determine whether or not there were
any such payments made directly to the
Firemen's Relief Fund by Vernon Valley or Vv
& G?

I didn't know. I didn't have any records to
check because they were all turned ower to
Mr. ILabar (his successor).

Let me show you what’s been marked as
BExhibit C-232. Do you recognizée that? What
is that?

It's a letter addressed to you on the
donations that vernon Valley donated to the
fire department from '79 to '81.

The contents of that letter are based upon
the records of the ¥Vernon Township Fire
Department, I8 that correct? ‘

That's correct.

Would vyou 1look, please, at Exhibit 225,
which is a copy of a check made cut to the
Vernon Township Fire Department in the
amount of $5000, dated July 18, 1980,
Looking at that check and looking at the
letter that you sent to the State Commission
of Investigation, can you tell me whether,
or can you tell me for what purpose that
check was received by the fire department
from Vernon Valley Recreation Association?

Donation  from the VvV & G Management
Corporation to the fire . company for
operating expenses and so forth.

Does your letter indicate that it was
connected in some way with a country-western
show?

Yes, it does.
Would you explain what that is?

Well, they more or less assist us in the
form of a donation. 1In offering our annual
western show, we use their facilities and so
forth and they give us a nice donation -in
those regards.
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Q. So this five-thousand-dollar check was a
donation and was not payment of any tax due
to the Firemen's Relief Fund. Is that
correct?

A. Not that I know of. This was a donation,

0. All right. Would vyou 1look, please, at
Exhibit 226, which is a copy of a check made
out to the fire department in the amount of
5420, dated August 11, 198B0. Does your
letter reflect a purpose for which the
department received that check?

A, Yes.

Q. What was the purpose of the department's
receipt of that check from Vernon Valley?

A, To stand by and help out at one of their
festivals,

Q. That again was not payment of a three
percent surplus lines tax, was it?

A. Not that I know of.

0. Your letter shows that the fire department

received a total of 14 checks from Vernon

~Valley between July the 2nd, 1979, and

August the 28th of 1981. Did the fire

department receive any of those checks for

the purpose of a payment o¢f the three
percent surplus lines tax?

A. No, I don't believe so0.

COMMISSIONER PATTERSON: Mr. Hart, were
thege checks that you are talking about now
the same checks a prev1ous witness testified
to?

MR. HART: That's correct, Mr. Patterson.
COMMISSIONER PATTERSON: and he testified
that copies of these checks were sent to him
by vernon Valley as an indication that they
had paid the three percent tax on the excess
lines. 1Is that right?
MR. HART: That's correct.

Further Firemen's Relief Fund Testimony

Bruce LaBar, who succeeded Baldwin as treasurer of the Vernon
Firemen's Relief Fund, testlfled next:
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Q. Are you aware of a state statute that
requires the payment to the Firemen's Relief
Fund of a three percent tax on fire
insurance premiums where the insurance has
been purchased from a surplus lines carrier?

A. Yes.

0. In your capacity as treasurer of the Vernon
Township Firemen's Relief Fund, have vyou
ever receilved payment of such a tax from any
source?

A, Yes.

Q. Did you ever receive any checks which
purported to be payment of the three percent
tax from vernon Valley Recreation
Association or V & G Management Company?

A, No.

Q. Would you look at Commission Exhibit C-223
and tell me what that is, please?

A, It's a letter.
Q. To whom is that letter addressed, Mr, LaBar?
A, No one in particular.
Q. Who sent that letter?
A. I did.
Q. Would you read that letter into the record?
A. "To the best of my knowledge during the time
periocd of '77 to present the Vernen Township
Firemen'’s Relief Association has never
received for deposit any checks issued by
Vernon Valley Recreation Association, Inc."
State Firemen's Relief Association Comment
SCI counsel Hart concluded the second day of testimony by
reading into the nearlng record a letter from the New Jersey Btate
Firemen's Association in East Orange:
MR. HART:  Ietter is dated February 23rd,
1983. It's addressed to Mr., James A.. Hart,

Esq., State Commission of Investigation.
Re: V & G Management, McAfee, New Jersey.
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"Dear Mr. Hart:

"As per our telephone conversation of this
morning, February 23rd, 1983, please refer
to our letter dated November 8, 1982. Our
research to thisg date indicates that we have
received no funds for the above-captioned
organization nor do we have any knowledge of
funds being received by them.

"You indicated you were in touch with Mr.
Jerry Porcelli. If any monies arrive at
this late date it would be still in the
surplus lines examining office.

"If vou feel that we could be of further
service please let us know." And it's
signed by Louis Pulasty, Treasurer.
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THE TESTIMONY —- THIRD DAY
WEDNESDAY, MARCH 30, 1983

Transition Statement

SCI Commissioner Robert J, DelTufo opened the concluding
session of the Commission's public hearing with the following
statement: . :

We will continue with Ffurther testimony on
Vernon Valley's efforts to deceive the State
of New Jersey about insurance coverage at
its ski resort and amusement park leasehold:
in Sussex County. Before this final day of
our hearing concludes, we also will take
additional testimony on the failure of the
State to make certain that it was adequately
protected against death, injury and property
and damage c¢laims as required by the
insurance provisions of the State's lease
with Vernon Valley.

Performance Bonds Faked

The 8CI's investigation of vVernon Valley's utilization of
Iondon & World Assurance, Ltd., for liability insurance purposes
led to the disclosure that fake performance bonds with London &
World as the indicated surety were foisted on Vernon Township by a
Vernon Valley subsidiary. fThe subsidiary was Stonehill of Vvernon,
Inc., and the performance bonds related to a condominium project
Stonehill was building in the township.

The first witness of the day was John L. Kurlander, a
consultant for both Vernon VvValley and its Stonehill company and the
president of Stonehill between Februaryv, 1978, and the summer of
1982. Kurlander, who was one of the required signers on the
performance bonds as the corporate president, recalled these
documents during questioning by SCI counsel Morley:

Q. I would like you to look at Exhibit C-137, a
performance bond naming Stonehill of Vernon
as principal, Vernon Township as obligee and
London & World Assurance Company, Limited,
as surety; is that correct? '

A..  Yes.

Q. Now, there is a signature, two signatures on
the bottom of that performance bond. The
first gsignature appears below the typed
words Vernon Valley Development. Do vyou
recognize that signature?

A. Yes, that's mine,
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Po you recall who asked you to sign your
name to it?

No, I don't.

pid you sign your name to it in the course
of your responsibilities as president of
Stonehill?

Yes.
Who normally would have given you things for
you to sign in your capacity as pregident of

Stonehill?

Either Roger Scott, Mr. Mulvihill or his
secretary.

His secretary's name is?

Mary Mevers.

-Will wyou also look now at C-136, another

performance bond. The parties named thereon
are the same parties as were named on C-137
and this one is in the amount of $131,400;
is that correct?

Yes, 1t is.
Once again there is a signature at the
bottom under the typed words Stonehill of
Vernon, Incorporated; is that your
signature?

Yes, it is.

Once again, do you recall who asked you to
sign it?

No, I don't.

Would it also be your supposition that it
was either Mr. Scott, Mr, Mulvihill or Miss
Mevers?

Yes, it would be.

Would you take a look now at C-135. This is
another performance bond naming the same
parties as the other two, and it's in the
amount of $72,900., Is that correct? -

Yes, it is.
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Q. Is that vyour signature below the words
Stonehill of Vernon, Inecorporated? ‘ :

A, Yes, it is.

Q. Would it be accurate again to say that you
probably signed it at the request of either
Mr. Scott, Mulvihill or Miss Meyers?

A Yes, that's correct.

Bonds Were Supposed to Protect The Township

Q. okay. With respect to the three performanice
Bonds that you just identified as having
sigrned as president of Stonehill, have vou
evey seen performance bonds othnr than those
three before?

&, Not that I recollect, no.
0. Do you know what a performiance bond is?
A, Yes .

Q. What's your understanding of the meaning or
the purpose of a performance bond?

A, These were to make sure that the work was
performed by the company at the town's
request. In other words, the town wanted to
make Ssure the roads were put 1in and so
forth, and they needed a bBond to guararitee
it that if we defaulted or if we didn't do
the work that there would be a recoutrse back
to, I guess, the bonding c¢ompany to make
sure that it was performed

Q. Other than placing your 91ghature on these’
three performance bonds, did you play any
role in the obtaining of the bonds on behalf
of Stoneh1117 : :

A, NoG .

Qs Did you read them before you signed them?

A . NG .

Q. Will you look at them again, at the three
performance bonds, and 1s it correct that
there 1is another signature other than your
owh on edch of those bhonds?

A Yes.,

Q. he yvou know whose signature that is?
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Michael Teschner's.
Do you know Michael Teschner?
No, I don't.

With respect to the surety company named on
those bonds, London & World Assurance,
Limited, have you personally ever had any
communication with London & World?

No.

Have you ever had occasion to direct some-
body at Vernon Valley or at Stonehill to
communicate on behalf of either one of those
entities with London & World?

No.
In the course of operating Stonehill of
Vernon, do you know who was responsible for

obtaining performance bonds that you would
sign?

No, not specifically.

He Was a Figure-ﬂead President

Q.

A,

pDid vyou personally make any executive
decisions as president of Stonehill?

‘No; it went to the higher echelon, Mr,

Mulvihill,

Did Stonehill have 'any employees other than
yourself?

No.

Do vyou know who +the other officers of
Stonehill were, if any?

I believe Roger Scott was a vice-president
and I believe Wes Smith for a short period
of time was an officer. He might have been
secretary or vice-president. I am really
not sure. '

Do you know who any of the directors of the
corporation were?

No, I don't.

Were you a director of the corporation as
well as president?
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A, Net that I know of,

THE CUAIRMAN: You don't know whether or not
you were a director?

THE WITNESS: Right.

0. nid vou ever attend a board of dlreotorq
meeting? oo

A. Not that I know of.

Q. And it's  your unéerstanding that Mr.
Mulvihill was really running 3tonehill of
Vernon and you were a figure-head pr951ﬂent,
in effect. Would that be accurate?

A, Yes.
Bonds Came From Mulvihill's Office

The next witness, Wesley Smith, an executive of a New York
developing company, was general manager of Vernon Valley Recreation
Association from July, 1979, until early 1981, He also was the
designated assistant secretary for Vernon Valley's condominium
developer in vernon Township, the Stonehill corporation.
Questioned by S8CI counsel Hart, he gave additional details on the
London & World performance bonds that Stonehill gave to the
township:

Q. Will vyou look, please, at Commission
Exhibits C-135, 136, 137 and 138 and tell me
if you recognize those documents, please,
Mr. Smith? What are those documents? i

A, Those are.performance bonds that were issued
to the township as part of the requiremént
passed down by the. planning board for
certain aspects of the Btonehill
Development.

Q. Bach of those bonds 1is signed by John:
Kurlander as an officer of Stonehill,
Incorporated. Can you tell me who John
Rurlander is? © g :

A, John Kurlander ‘served as president of
Stonehill Corporation. :

Q. Those bonds are also signed by an individual
with the name Michael Teschnér on behalf of
Iondon & World Assurance, Limited. Do you
know who Michael Teschner is? : -
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No, sir.

Do you know who signed Michael Teschner's
name to each of those performance bonds?

Michael Teschner. I don't know.
You are assuming it was Michael Teschner?
That's the name I see in front of me.

COMMISSIONER PATTERSON: You hever saw him
sign it? :

THE WITNESS: I don't know Michael Teschner.

COMMISSIONER PATTERSON: You don't know what
his handwriting looked like?

THE WITNESS: No, sir.

Do vou know an individual by the name of
Mary Meyers?

Yes. Mary Meyers is a secretary to Mr.
Mulvihill. -

Can you tell me what role, if any, you
played in obtaining the performance bonds
for London & World Assurance, Limited?

When the planning commission would come to
an approving resolution, part of my duty was
to see that whatever requirements were
satisfied; whether performance bondg,
letters of credit or cash deposits were
required, I would request the performance
bond from the Chatham office and would
initiate the request through Mr. Roger Scott
of the company for either the letters of
credit or a cash deposit.

This - Chatham office that vyou made the
request to, is that at 215 Main Street,
Chatham? a
Yes.

Is that Mr. Mulvihill's office address?

Yes.

Did you speak to Mr., Mulvihill personally

about obtaining these bonds for TLondon &
World? '

I would initiate the request either by a
telephone c¢all to Mr. Mulvihill or Mary
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Q.

Since Smith, in .describing his duties as general manager at
had stated that he supervised group ski salegs and
the Commission asked him what he knew about the
ploy that Vernon Valley used to divert income
from ski revenues on which its state rent was calculated:

Vernon Valley,
ski schooling,
"mandatory lessons"
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Mevers, perhaps Debbie Evers or it would he
in a memo or letter that I would initiate
and mail to that office. e

I take it you would receive the performance
bonds from that office then in the wmail a
short time later; would that be correct?

Either in the mail or someone from the
Chatham office would be coming up and it
would be hand-delivered.

When you received thoge bonds from the
Chatham office, was Michael Teschner's
signature already affixed to those hondg?

To the best of my memory, ves.

What 1is Mr. Mulvihill's connection with
Stonehill, Incorporated?

If I recall, Mr. Mulvihill was on the board
of directors of the Stonehill Corporation.
The Stonehill Corporation for all intents
and purposes, as I recall, was a wholly-
owned subsidary of Vernon Valley Recreation
Association with Mr. ZKurlander as the
designated president. Mr. Mulvihill is a
major - stockholder in vernon valley
Recreation., : :

Do you recall Vernon Township requiring a
communication from London & World setting
forth Mr. Teschner's authorization to
execute performance bonds on behalf of
London & World?

I recall that a request did come from the
township or the township attorney at that
time. I passed that information over to
Mr. Rurlander and I don't know what happened
to it from that point.

BY MR, HART:

Q.

If group attendees did not desire lessons,
they didn't have to take them; is that
right? R o
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that Vernon Valley had constructed on Hamburg Mountain,

violation
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That's correct.

Suppose a group was coming to its slopes,
the package they had was simply a 1ift
ticket; when they got to the slopes, some of
the members of that group desired a lesson.
Would they have to pay extra toc get that
lesson?

They would go to -- or the group Ileader
would go to the special activities office
and make an arrangement for ski school
lesson if a prior arrangement had not been
made, and there would be an additional
charge on a group rate discounted basis.

the Commission questioned Smith about the man-made lake

in

of it lease with the State. He recalled an early morning
alarm over a break in the dam at that Lake:

BY MR. HART:

0.

How did you become aware of the existence of
that lake? '

I first bhecame aware of the existence of
that lake after having received a phone call
very early in the morning, four-thirty, five
o'clock, that there was some water coming
down the mountain and the night watchmen
weren't exactly sure where it was coming
from. T went to the area and followed the
water to find that there had been some
erosion around an overflow pipe, a small
break in the dam and there was a small
stream bed, bhut part way down the mountain
where the stream went under one of the ski
slopes in a pipe, the pipe was blocked which
caused the water to run down the ski
slope...

THE CHAIRMAN: Have you fixed a time for
that approximately?

THE WITNESS: I seem to recall it was in the

fall, and I don't remember whether it was
the fall of '79 or the fall of '80.

 whom did you notify about the water running

over the dam and coming down the mountain,

if anyone?

One of supervisors from the mountain.



~196-

0. Did you ever speak to an individual named
Charles O'Brien about the water coming over
the dam or through the dam and down the
mountain? »

A. Later that worning,
0. Who is Charles O'Brien?
a. Charles O'Brien is the president of Vernon

Valley Recreation Association and serves as
the mountain manager and outdoor supervisor.

Q. Was Mr. O'Brien surprised when you told him
about water coming down the mountain from
that lake?

A. Not that I recall, no.
*They bidn't Look Like Performance Bonds®

Margaret O'Dowd, assistant municipal clerk for Vernon Township
since 1978, was the next witness. She said at the outset that her
duties included maintaining files on performance honds which were
posted in connection with construction projecks in the township,
8CI counsel Morley questioned her about the Tondon & World
performance bonds that Stonehill had posted:

0. Could you describe for us briefly what the

- process is once vyou have received a

performance bond that’s being posted by a
developer?

A. I would turn it over to the township
attorney for review and he would give his
recommendation as approving or disapproving.

Q. Upon the completion of a project which is
covered by a performance bond, what must
take place 1in order for a bond to be
releaged?

A. The developer or the owner would regquest
that the bhonds be released and the engineer
would then go out and inspect the area to
see that all the reguirements were met in
accordance with the bond and based upon the
engineer's recommendation the bond would be
released.

0. Is it your experience as assigstant clerk of
the township that devalopers are anxious to
get bonds released once they have completed
projects?

A. Yes, it 1is. It's money that's tLthere and
they usually want it back,
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I will ask you to look at please, Exhibits
C-135, 136 and 137. Each is a performance
bond naming Stonehill of Vernon as the
principal, Vernon Township as the obligee
and the Iondon & World Assurance <Company,
Limited, as the surety. Each is signed by
John ZXurlander on behalf of Stonehill of
Vernon and a Michael Teschner on behalf of
Iondon & World Assurance Company, Limited;
is that correct?

That's correct.

Were these performance bonds obtained from
your files in Vernon Township?

Yes, they were.

They were, in fact, posted by Stonehill of
Vernon with the township?

Yes.

Now, in the course of your five years or so
as assistant municipal clerk, is it correct
that you have had occasion to handle and
process other performance bonds?

At least over 50.

Looking at these performance bonds, at the
time that vyou received them was there
anything remarkable about them as compared
to the other performance bonds that you had
processed?

Well, +there was no seal, £first of all.
There is no indication of -- usually bonds
that I received have insurance papers
backing it which this didn't.

Are there dates on these three performance
bonds?

There are dates but no year.

On C-135 and 136 each one -says "signed,
sealed and dated 28th day of February," but.
no year; is that correct?

Yes.

On 137 in the same space "signed, sealed and
dated" and simply a blank space?

Right,
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Now, you have already testified that the
three performance bonds were unusual, looked
unusual to you, looked different to you £rofm
others you have processed. Did you express
any reservations about those bonds to any
official in the township?

When I turned them over to the township
attorney, I said they didn't look like bonds
that I had been hormally receiving.

These bonds were, in spite of your reserva-
tions, ©processeéd and dccepted;y is  that
correct?

Yes, they were.

Would you look now at Exhibit C-248. ‘This
is a letter dated February 20, 1980. It's
on the letterhead of the then attorney for
Vernon Township who 1is no longer the
township attorney; is that correct?

That's correct.

And it refers to Stonehill bond ih the
amount of $6720 dated February 15, 1980; is
that correct?

Yés.

The letter is addressed to the Township
Committee of Vernon Township. Would you
read into the record the second paragraph of
that letter?

"The bond, however, should have attached to
it or added to it the address of the bonding
company and certification that the gentleman

who signed the - bond, that 1is Michael.

Teschnetr, whose name should also be typsd on
the bond, is authorized to execute the bond
on behalf of bonding compariy.”

There is a copy indicated on that letter;
it's indicated that a copy was sent to a
person named Wes Stiith. Do yvou khow wha Wes
Smith is?

Yes. He worked for Vernon Valley.

Mulvihill's Partner Vouches for London & World

It

should bhe noted here that during the tegtimony

of

Stonehill's "figure-head president," John Xurlandet, he recalled
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an incident that was to become significant in Agsistant Township
Clerk O'Dowd's testimony. The incident involved Tino's, a New York
City restaurant financed by Mulvihill but operated by Agostino
Scarpa. Kurlander recalled that he ate at that restaurant once at
Mulvihill's suggestion and met the operator, who identified himself

only asgs "Tinc." Kurlander also recalled Mulvihill saying he was
part owner of Tino's "when he mentioned that I ought to try it
out." The name of Mulvihill's restaurant partner, Scarpa, figured

in Assistant Township Clerk O'Dowd's testimony. She was asked if
she ever received any formal certification that Michael Teschner
was authorized to execute a London & World performance bond, as the
then township attorney's letter had reguested:

0. Do you know whether there was any evidence
of the type reguested in that letter
submitted to the township?

A, I don't believe so. I probably would have
attached it to the back of it if there was.

0. Will you 1look at Exhibit C-134. Have you
ever seen that letter before?

A, Yes.

Q. - That 1is a letter typed on a piece of

staticonary that has printed on it London &
World Assurance Company, Limited; is that

correct?
A. Right,
Q. Is there an address for London & World on

the letterhead?
A. 2 World Trade Center, New York, New York.

0. Is there a 1line that appears before the
words "2 World Trade Center?"

A, Care of Davis, Dorland Intermediaries.

Q. The addreseg, is that printed in the same
face as London & World Assurance, Limited?

Al No.

Q. Is it, in fact, typed onto the stationary?
A. Yes, it is.

0. Is there a date on that letter?

A. No, there is not.

Q. The letter is addressed to Vernon Township:
is that correct?
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A, Yes.
0. Would you read the contents of that letter?

A. "Gentlemen, please be advised that Michael
Teschner is an officer of London & World
Assurance, Limited, and is authorized to
execute bonds on behalf of the company. The
main office of the company is located in the
Barclays Bank Building, Georgetown, Grand
Cayman. '

Q. It's signed by an individual on behalf of
London & World Assurance, Limited; is that
correct?

A, Yes.

Q. What is the name of the person who signed
the letter?

A, Agostino Scarpa.

Stonehill Never Requested Release of Performance Bonds

Normal business practice would dictate that Stonehill request
a release of the letters of credit and performance bonds once they
were no longer needed. However, although the letters of credit had
finally expired, Stonehill never initiated the required release
procedures, a lapse that in itself suggested the actual worthless-
ness of the bonds. Ms. 0'Dowd's testimony on this issue:

Q. Do vyour files -- have vou searched your
files to see if Stonehill of Vernon has made
any request for the release of the bonds?

A. Yes, I did. They didn't.

Q. Is there any evidence in vyour files that
Stonehill of Vernon had taken any steps to
obtain any reports or .inspections which

“would be necessary as a preliminary step to
release the bonds? ‘

A, I don't believe so.

Q. pid you check your files for that %ind of
evidence, ' :

A, Yes.
Q. Did you £ind anything like that?

A. No.
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The “"Assistant Secretary of the Corporation™

Mary Mevyers, a secretarial employee at Vernon Valley
companies, was the next scheduled witness but she did not appear
because, as the Commission stated for the record, "she has
indicated in advance that she would, on the basis of the claim of
privilege, be unwilling to testify."™ As a result, the Commission
authorized that her prior testimony at SCI executive sessions be
made a part of the public hearing record. This was accomplished by
SCI counsel Hart reading certain gquestions that had been put to
Meyers at the executive sessions and by SCI Special Agent Wendy
Bostwick reading Meyers's answers to those questions. -

According to her prior testimony, Mary Meyers worked for six
years for Mulvihill and wvarious Mulvihill companies and, as she
confirmed, was sometimes referred to as "the asslstant secretary of
the corporation."

Questioned About Signatures

Meyers was questioned primarily about the signatures that
appeared on various London & World documents that she processed.
The ~ issue was whether she had forged certain names and her
responses at the SCI on September 9, 1982, had repercussions. 5he
was summoned back in Novembher so the SCI could obtain samples of
her handwriting and she returned in January to recant. Following
are relevant portions of the transcript of her testimony at the SCI
in September, as read by counsel Hart and Agent Bostwick:

"Q. Do you know an individual by the name of
Joseph Peterson associated with London &
World?

"A. No, I never heard of that.

"Q. How about Michael Teschner; do you know that

name?
"A. I've heard that name., Michael is -- I don't

know 1if he's associated with ILondon &
World. I know Michael,

"Q. You know Michael ‘reschner?

A, Well, I —--

"Q. Where do you know him from?

"A. He's called the office, I don't know, you
know, more than that. He speaks to Mr.

Mulvihill,

"THE CHAIRMAN: You mean you don't know him
as a person? But you know the name?
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“A.

"Qo
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"A.

IIA.

IIQ. .

"a.

IIQ.

IIA.

. "Q'

T!A
-

. IIQ.

"A.
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"THE WITNESS: 'Throuqh calling, yeah.
Is he a business associate of Mr. Mulvihill?
I think they do business.

No you know what type of business Mr.
Teschner is in? '

I have no idea.

Did you ever correspond with the London &
World Assurance, Limited, down in the @Grand
Cayman Islands, the British West Indies?

I don't remember if I did.

Did you ever receive any letters from them?

I don't remember.

How did you come to know London & World was
the insurance carrier for Vernon Valley?

I just remember hearing the name.

Who 4id YOU hear the name from?

I guess from Vernon Valley.

Did'you hear it frbm Mr. Mulvihill, perhaps?
Maybe I did., I don't know.

Is Mr. Mulvihill associated in any way with
London & World Assurance, Limited?

I don't know.

Was he responsible for the formation of that
company? : :

I don't know.

Denies Writing Teschner's Name

IIQ.

‘Miss Meyers, let me show you what's been
marked as C-20 for identification. Would
you look at that and tell me if you have
ever seen it before? That purports to be an
insurance ©policy issued by the ILondon &
‘World Assurance Company. :
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I may have. I don't remember seeing it.

. "A.

“A-

"O. Do you recognize -the signature on the
bottom of the first page?

“A. It says 'Michael Teschner.'

0. Have you ever seen Michael Teschner's
signature hefore.

"A. No.

"O. Did yvou write that name 'Michael Teschner
on the bottom of that page?

"A. No.

"Q. Did you ever write Michael Teschner's name
on anything?

"A. I may have. I don't remember.

"Q. Under what circumstances? .

~"A. I can't say whether I did or I didn't
because I can't remember. I doubt very much
if I did because I don't, you know, sign his
name unless I am authorized.

"Q. Well, has Mr. Teschner ever authorized you
to sign his name? '

"A. Not that I remember.

"Q. Let me show you what was marked as C-36
which, again, purports to be another
insurance policy of Verneon Valley issued by
the London & World Assurance Company. Have
you ever seen that document?

"A, I don't remember. T may have.

Also Denies Signing Peterson's Name -

"Q. And the signature at the bottom of the first
page which purports to be that of a Joseph
Peterson, do you :eCOgnize that signature?

"A. ‘No, I don't.

.IIQ- .

Did" you sign ‘that name  Joseph Peterson

there?

No.
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"THE CHAIRMAN:. Does it 1look .like vour
handwriting?

"THE WITNESS: No. I never heard of Joseph -
Peterson. T

"Q. Did you ever sign the name Joseph Peterson

"A. .No.

"O. ~= on any document?

"aA, No, I.don‘t even knbw Joseph Peterson,

"n. How about on Exhibit C-38, again, we have
Michael Teschner's name. Did you sign his

name there?

"A. No. I never signed 1it. I don't remember
seeing it.

Handwriting Exemplars Obtained

After portions of Meyers's transcript were read into the
record, including a detailed description by Meyers of her
processing of London & World insurance certificates and other
documents to State agencies, counsel Hart made the following
statement:

I would like the record to reflect that in
view of some of the answers that Mary Meyers
provided in that transcript in her
appearance in Executive Session, she was
recalled to executive session on November
17, 1982, for the purpose of this Commission
obtaining from her handwriting exemplars.
Those exemplars were obtained on WNovember
17, 1982, and the next witness has testimony
to give regarding the exemplars that were
taken from Mary Meyers.

Handwriting Expert Testifies

Sergeant Glenn A. Owens served with the Union County Sheriff's
Criminal Identification Bureau from 1959 through 1971 and with the.
Union County Prosecutor's office since 1971.  He is in charge of
fingerprint and handwriting identification at the prosecutor's
office and, as he testified, spends more than half his working time
on handwriting analysis. He has attended academic courses on
handwriting analysis, is a graduate of the U,S5. Secret Service
School and has testified "several hundred times" as an expert
witness in state, county and municipal court trials. He was
questioned by SCI counsel Amitrani: . a
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Sergeant Owens, I am going to show vyou
C-160, the London & World Assurance policv.
That document contains ten signatures of
Michael Teschner, correct? '

That's correct.

I am now going to show you four exhibits,
C-135 to C-138. They are performance
bonds. Do each of those exhibits contain a
signature of Michael Teschner?

That's correct.

Sergeant Owens, vou were asked by this
office to examine those documents concerning
the authenticity of the signature of Michael
Teschner, correct?

I was.

And, more specifically, you were asked to
look at those signatures to determine if
they had actually been made by a Mary
Meyers; is that correct?

That's correct.

Now, pertaining to the exemplars from Mary
Meyers, some are samples of her handwriting
she gave after she knew that it was going to
be compared to other writings, correct?

That's correct,

And concerning the exemplars of Michael
Teschner, they were all signatures that he
made not knowing that they would be used for
comparison purposes?

That's correct,

Sergeant Owens, were you able to form an
opinion as to the authenticity of the
Michael Teschner signatures on the exhibits
or on the London & World Assurance policy
and on the four performance bonds?

I was.

What is your opinion as to the authenticity
of Michael Teschner's signature?



~206—-

A. I found that the ten signatures on the World
Assurance policy and the four Michael
Teschner signatures on the performance bonds
were forgeries. : :

Q. Were vou able to form an opinion after.
having examined the exemplars of Mary Meyers
as to who made the signatures of Michael
Teschner?

a. I was. It was my conclusgion after
examination that Mary Meyers was the writer
of the Michael Teschner signature.

At this point Sergeant Owens gave a detailed explanation of
his analysis of the Teschner signatures, noting particularly how he
was able to penetrate Mevers's attempt to confuse the issue by
disguising some of her handwriting. Sergeant Owens concluded:

I must say that everything was in agreement

and my firm conclusion was that Mary Meyers .
had signed and forged the Michael Teschner.

signature in the World Assurance policy and

the signatures of Mlchael Teschner - in the

performance bonds.

Mary Meyers Admits She Forged Teschner's Name

After Sergeant Owens was excused, Counsel Hart addressed the
Commission: o

I would like to make a proffer of proof at
this time. Shortly after Mary Meyers gave
the handwriting exemplars to this Commission
the Commission was contacted by her attorney
who requested that she be allowed to
reappear in Executive Session to correct
what he termed certain inaccuracies in her
testimony of September 22, 19%82. She was
granted that opportunity and she reappeared
before the Commission on January 5, 1983.
In her September 22 testimony she had denied
knowing Michael Teschner as a person. She
denied knowing what business he was in. BShe
denied signing Michael Teschner's name on
the London & World Assurance policies and
she denied signing Joseph Peterson's name on.
the London & World Assurance policies,

. On January 5 she testified that she 4id, in
fact, know Michael Teschner as a person; she
did know he was a businessman and investor.
She admitted she did sign his name on the
London & World Assurance policies and she
said she was not certain whether or not she
signed Joseph Peterson's name on the
policies. I would 1like to offer the
transcript in evidence, the transcripts of
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Miss Meyers in evidence.

THE CHAIRMAN: They will be marked in
evidence,

Who Was Michael Teschner?

SCT

Special Agent Bruce Best testified next,

about

Commission's efforts to both identify and locate Teschner.
Best was questioned on this subject by counsel Hart:

Qo

Mr. Best, throughout the investigation the
name Michael Teschner kept coming up. Can
you tell me what steps the Commission took
to identify or locate Mr. Teschner? '

Yes, sir. The Commission determined through
the Securities and Exchange Commission that
Mr. Teschner was living in Aspen, Colorado.
Sometime in mid-October the Commission sent
a registered letter to Mr., Teschner's Aspen,
Colorado, address. NoO response was received
to that letter, in which he was asked to
contact the Commission with regard to London
& World Assurance, Limited.

On November 2, 1982, T placed a phone call
to Mr. Teschner and I reached him in Aspen,
Colorado. At that time he declined to
answer any dguestions concerning London &

-World and he referred all guestions to his

attorney, Dr. Klasmeyer of Cologne, Germany.

pid the Commission get' in touch with Dr.
Klasmeyer?

Yes, sir. On November 19 the Commission
received a letter from Dr. Klasmeyer
indicating that he would 1like. to receive
questions concerning London & World
Assurance, Limited, from the Commission. He
indicated, too, that he would respond to
those questions in writing.

Did he indicate that he, Dr. Klasmeyer,
would vrespond or Michael Teschner would
respond?

He indicated that he would contact or that
he would be in touch with Michael Teschner
and he would respond to the questions in
writing.

Did the Commission in fact send questions to
Dr, Klasmeyer?

the
Agent
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'Yas, sir.

Do you recall when that was?
That was, I believe, on December 3, 1982.

Can vyou describe the information that was
sought in the questions set forth in that
letter? '

There were 24 dquestions sent to Dr.
Klasmeyer, some were several parts, request-
ing information c¢oncerning London & World

Assurance, Limited, concerning Michael
Teschner's position with London & World and
concerning their insurance program. Also

requested was Gene Mulvihill's association
or relationship with London & World and
their insurance program, if any, inveolving
the Vernon valley Recreation Association.

Teschner Never Responded To SCI

Q.

A,
Q.
A,

Q.

A.-

Q.

Did the Commission ever get a response to
those inquiries from Dr. Klasmeyer? .

No, sir, there was no response.

To this day 4o we have a response from him?

To this day there has been no response.

In your effort to further identify Mr.
Teschner did you contact the United States
Immigration and Naturalization Service?

Yes, sir, I did.

pid they provide you with any documents on
Mr., Teschner?

Yes, sir, they did.
Yes, they did.

pid these contain an employment ~ and
educational history of Mr. Teschner?

They 4id.

What type of business has Mr. Teschner been
involved throughout his lifetime?

Mr. Teschner's educational background ‘and =

training is in the area of hotel and

-restaurant administration,
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No those documents contain any indication

that Mr.  Teschner has any training,

education or experience 1in the insurance
industry or the insurance business?

No, sir, they do not.

Teschner Visited New Jersey

Q.

During the course of your investigation,
Mr. Best, did you have occasion to go to the
offices located at 215 Main Street, Chatham?

Yes, I did.

Can vyou tell us what's located at that
address?

Located at that address is Seaboard Planning
Corporation, T.R.C. International and a few
other corporations which are owned and
operated by a Mr, Gene Mulvihill,

Did you 1learn the names of the employees
working in that office?

Yes, sir. In addition to Mr. Mulvihill
there was Mary Meyvers working at -that
office, also Debra Evers and Joseph Guy

Dasti.

'Did you or any members of the Commission

staff ever notice any unusual motor vehicles
parked at or near 215 Main Street, Chatham?

Yes, sir. Oon November 10, 1982, Special
Agent Raymond Schellhammer observed a sports
vehicle, a 500 8L Mercedes-Benz, parked
across the street from that address., It was
unusual in that it had West Germany plates
on it.

Did you ascertain to whom that vehicle was
registered?

Yes, sir. Through 1Interpol; Washington,
D.C., it was determined from West Germany
that the wvehicle was registered to Mr.
Michael Teschner, born in Hamburg, West
Germany, now in U.5. under passport.

And did it indicate he was living in Aspen,
Colorado? o S

Yeg, it did.
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0. Between November 10, 1981, and December the
1st, 1982, how many times was that car
observed at or near 215 Main Street,
Chatham? S

A. "By 8.C.I. personnel it was ohserved on three
different ocecasions, and by members of the
Chatham Police Department on several other
occasions.

Teschner Was An Action Park Stockholder

Q. Would you 1look, please, at Exhibit 264,
which is a registration statement of Vernon

" Valley Recreation Assocliation filed with the
New Jersey Bureau of Securities in September

of 1979.

A, Yes,

0. Does it contain a listing of companies
affiliated with Vernon Valley Recreation
Association? :

A, Yes, sir, it does,

Q. One of the companles listed there is T.R.
International, is that right?

A, That's c¢orrect.

0. T.R.C. International, is that the Alpine
Slide at Action Park, Vernon Valley?

A. That's the company that runs the Alpine
Slide.

0. Who are the officers listed on this schedule
for T.R.C.?

A, Gene Mulvihill is 1listed as president,
treasurer, secretary and director; and
Michael Teschner is listed as owning more
than 10 percent of the c¢ommon stock of the
company. There's a Barbara Ramon also
listed as owning more than 10 percent of the
common stock of the company.

The All-But-Indecipherable "Power of Attorney"*

Q. Now, I'd like you to look, Mr. Best, at
Commission Exhibit C-7. Now, Mr. Best, is
the chart that is just placed on the easel a
blowup of the document you have in your

*See Exhibit, P. 212.
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hand, Exhibit C-72*
Yes, sir, it is.

Would you' tell ‘us what that exhibit is,
please?

This 1is an alleged power of attorney that
was sent to the Commission by the attorney
for vVernon Valley Recreation Association,
Mr. Daniel Rabinowitz, on October 6, 1932.

Nid Mr. Rabinowitz send the original or a
Xeroxed copy to the Commission?

The Xeroxed copy was sent.

- Was  Mr, Rabinowitz  contacted by the

Commission and asked for the original?
Yes, sir, he was. |
Waé the original produced?

The original was not produced.

What reason was given for not producing the
original?

The reason given was that Mr, Mulvihill did
not possess the original of the power of
attorney. ' :

Can you read that power of attorney into the
record, please? -

Yes, sgir. "I hereby grant Gene Mulvihill
power of attorney to handle all transactions
and - business concerning London & @ Worlgd
Assurance, and to sign and handle business
in my behalf." And it's signed Michael
Teschner,

Can you tell me this, Mr. Best, how long d4did
1t take the first time vou looked at that
document to figure out what it said?

Quite a while.

It's undated, is it not?

Yes, it 1is.

*See Exhilbit, next page.
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Iit's unwitnessed?_

Yes, it is. 1It's unwitnessed.

Insurance Memo Signer Was Mulvihill's Restaurant Partner

The

Mulvihill-financed restaurant in New York,

name of Agostino Scarpa, the operator
kept surfacing during

of

a

the SCI inquiry as having a connection with the so-~called London &
World Assurance, Ltd. SCI Special Agent Best was asked about
Scarpa, as follows:

.

A.

Would vou look, please, at Commission
Exhibit C-134 and tell me what that is? '

This is a letter that was sent to the
Township of Vernon from London & World
Asgurance, Limited, with regard to
performance bonds for the -- on behalf of
the Stonehill Company associated with the

- Vernon Valley Recreation Association.

Could you read that exhibit into the record,
please?

Yes, sivr. 1It's a memo form and it's headed
London & World Assurance, Limited. Typed in
is care of Davis, Dorland Intermediaries, 2
World Trade Center, New York, New York,
10007. It begins Vernon Township, Vernon,
New Jersey. "Gentlemen: Please be advised
that Michael Teschner 1s an officer of
London & World Assurance, Limited, and 1is
authorized to execute honds on behalf of the
company. The main office of the company is
located in the Barclays Bank Building,
Georgetown, Grand Cayman. Very truly yours,
London & World Assurance, Limited.” And
it's signed Agostino Scarpa. '

Did you take any steps to ascertain who
Agostino Scarpa is?

Yes, sSir. . Our accountants determined
through the boocks of New Jersey Financial
and General that Agostino Scarpa was the
president of Milano Foods. Milano Foods

does business as Tino's Restaurant in New

York City.

Did the Commission check with the State

‘Ligquor Authority in New York:. concerning

Milano Foods or Tino's Restaurant?
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A, Yes, sir. The Commission did check and it
was found that in addition to Mr. Agostino
Scarpa being president of Milano Foods, Mr.
Gene Mulvihill was listed as the treasurer
of Milano Foods, there were 10 shares of
stock that were issued and the fees paid to
the 8tate 'liguor authority were paid by
personal check of Mr. Gene Mulvihill. |Mr.
Mulvihill also paid for the Milano food
purchase of Tino's restaurant, with a .
$30,000 check.

0. Did the Commission send registered letters
to Mr. Scarpa requesting that he contact us
so we could speak to him?

A. Yes, the Commission did'send'letters, and to
those letters there was no r%sponse.

Vernon Valley Principals Refused to Testify

SCI Commissionekr Robert J. DelTufo made a brief statement for
the record on the absence of Vernon Valley's key officers from the.
public hearlng.

COMMISSIONER DELTUFO: Good afternoon. As
has been announced several times during
these proceedings, we have sought to have
certain witnesses testify here about issues
which have been raised and these witnesses
have, as indicated by the Chairman, declined -
to appear on the basis of the claim of
privilege. In their absence we have .read
into the hearing record portions of prior
testimony taken of these witnesses in
Executive Session of the Commission. Fox
today's  hearing we did request the
appearance of certain principals of Vernon
vValley for testimony about their company's

conduct. These principals are Gene
Mulvihill, chairman of the board, and Roger
Scott, chief executive officer. Mr .,

Mulvihill and Mr. Scott will, however, not
be here because they have informed us, on
the basis of the claim of pr1v11ege, they
would be unwilling to testify.

Passing the Buck on Lease Administration

The next witness, Russell Cookingham, director of PEP's Fish &
Game Division, was gquestioned at length about who in State
government had the basic responsibility £for administering the
Vernon Valley lease. Although he conceded at the outset that his
division was primarily responsible, he sought to disavow that
responsibility in connection with certain facets of the lease,

1
i
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particularly the insurance reguirements.. As it
to Cookingham's responses to SCI Counsel
he d4id. little or nothing to assure that the lease was
adequately monitored and maintained:

according
questions,

Q.

Can you tell me what the duties are of the
Division of Fish and Game insofar as
administration of that lease is concerned?

Principal duty is to make sure that the
money is collected in a timely fashion;
secondly, is to make sure the land is used
properly in accordance with the lease,

What do you do personally in the administra-
tion of that lease?

I'm the man in charge of the people who
carry out the respon51b111t1es to take care
of the lease.

Can you tell me how the rent is calculated?

Five percent of all the ski totals. We
derive five percent of the ski totals, two
percent of the other activities on our
property, that are conducted on our
property. ' :

Are you famlllar with the insurance clause
in the lease?

I am, ves.

Do you know an individual by the name of
Charles Lloyd?

I do.
Who is Mr. Lloyd?

He was my chief accountant for a period of
time, approximately 1977 to 1980,

bid Mr. Lloyd have any responsibilities
insofar as administering the 1lease is
concerned?

Yes, he was responsible for keeping all my
accounts, income derived from all sources.

Was he responsible in any way for verifying
compliance with other terms of the lease,
such as the insurance requirements?

turned

out,
Hart's
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This he did cooperatively with the legal
people in Green Acres. ' Legal people. We
never had our own lawyer, 1legal staff.
We've always had lawyers ~—- we always relied
on department lawyers for legal aspects of
implementation of leases of any kind.

Mr. Lloyd told us, Mr. Cookingham, that he
in fact did not do anything c¢oncerning
administration of that lease other than
collect the rent checks and have a c¢lerk
record them on payment cards. Can you tell
me again how long he worked for you?

About three to four years. I can't remember
the exact dates.

During that three-to-four-year period didn't
you realize Mr. Lloyd was not doing anything

-to administer the lease other than collect
- the rents? '

There was a -~ I became aware of it, ves,
and it was a concern to me because there was
a period of time, around '79 and '80, when
we were working cooperatively with the Green
Acres to carry out the mandates of the
lease, and as far as the insurance coverage
is concerned, I think the first year that we
actually took over +the insurance coverage
ourselves or the policies went to us was in
1981.

"We Didn't Have a Handle on the Situtation"

an

Q.

How long had Mr. Lloyd been working as your
chief accountant before vyou realized he
wasn't doing any administering of the lease
other than collecting rents?

I was aware in 1979 that things -- I was
concerned in 1979 that we didn't really have
a handle on the situation completely. And
Green Acres was in the process of turning
over the lease, the operation of the area to

‘us, which they had handled up to that point

in time.
What steps --

And there was communication back and forth
over the procedures, and there were several

~different people involved, including several

different lawyers, several of whom left my
enmployment. One was Mr. O'Brien who left my
employ at that time. As I understand, at
the time we were working with them to
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develop a procedure for administering the
responsibility of the lease.

Were you involved in the meeting concerning
the transfer of the responsibility of the
lease to Fish and Game?

I delegated this to my personnel.

You didn't attend any of the meetings, I
take it? '

I don't recall attending any. I probably -
discussed it over the telephone with some of
the principals.

Vernon Valley Audit Proposed in Mid-1980

Q.

A,

Q.

I'éd like you to look at Exhibit 270,
please. You said a few moments ago that
responsibility was finally transferred in
1981. Would vou 1look at Exhibit 270 and
tell me what that document is?

Yes, this is a memorandum from Mr. Stout to
Mr. Lloyd on 7/8/80.

Mr. Stout was the chief at the Land and
Facility Management section of Green Acres?
And Mr. Lloyd was your supervisor of
administration, is that correct?

That's right.

Would you locock at the last paragraph of the
gecond page of that letter and read it into
the record, please?

"This office does not have sufficient
information to determine whether Vernon
Valley is in compliance with the terms and
conditions of its agreement with
Department. I, therefore, recommend that
the Division of Fish, Game and Wildlife as
the agency responsible for administering the
leased property request an audit of the
lease by the Division of Fiscal & Support
Services. This office will then assist the
Division in resolving any problem that may
exist." :

At least as late as or early as July 8,
1980, the bpivision of PFish and Game had
responsibilities for ~ administering that
lease. You testified a few moments ago that
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FPish and Game assumed responsgibilities for
administering the lease sometime in 1981.
This memo in July of 1980 --

That was the insurance vou asked me about.
As far as the insurance policy is concerned,
the first time that the insurance policy has
been turned over directly to us for control
was about 1981.

Who Was Responsible for Insurance?

Q.

A.

A,
Q.
A,

Q.

A'

Q.

Who was administering the lease in July of
1980, Green Acres or Fish and Game?

To the best of my knowledge Green Acres was
as far as the insurance is concerned.

Would it surprise you 1if I told you Mr.
Llovd testified that he . thought the
attorneys for the Division of Fish and Game
should be handling the administration of the
lease insofar as insurance is concerned?

I'm not knowledgeable to that, no.

Did you have any attorneys on your staff at
the time Mr. Lloyd was working for you?

Yes.

Did those attorneys do any administering of
the lease? :

Only to help advise me as to if things were
not going proper in terms of collecting
revenue income. I had two different
attorneys over a short period of time and in
hoth cases they were instructed to keep on
top of this program and advise me. :

Did they keep on top of the program and
advise you?

In part.

Wwhat did they tell you about the insurance
coverage that Vernon valley had?

Well, I was aware that there were some
problems with the insurance under the new
management of Vernon Valley/Great Gorge and
I was under  the impression it was being
worked on by Green Acres to try to resolve
it. _
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He Knew In 1979 About Insurance Problems

Q.

Well, you were aware as early as 1979, were
you not, from communications from Jeanne
Donlon at Green Acres that there already
were insurance problems? '

Why sure.

And the problems were they were concerned
about the legitimacy of the insurance
carrier, London & World?

That is right.

And she was attempting over a period to get
a certified financial statement from London
& World from Vernon Valley Recreation
Association. After responsibilities were
transferred to the Division of Fish and Game
did any of your staff follow up on some of
the problems Jeanne Donlon had with
verifying the bona fides of London & World
Assurance, Limited?

When we took over the insurance policy, to

" the best of my knowledge, it was assigned to

a different insurance company. That's the
first year that we directly administered --
we had access to the policy.

You realize, do you not, even if they had a
new carrier the State could be possibly held
liable on any accidents that occurred during
the time London & World was the carrier?

I would assume this, yes. I would assume
it. : '

Follow-Up on London & World Validity

Did you take any steps to follow up on Mrs,
Donleon's work in attempting to verify the
bona fides of London & World?

No, I did not.

Mrs. Donlon testified in Executive Session
and at this public hearing that the
responsibility for administering the lease,
the total ~responsibility, including the
responsibility for ‘administering the
insurance aspects, was turned over to the
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Division of Fish and Game sometime in late
1979 or early 1980. Was she mistaken when-
she told us that?

1979 was when there was correspondence
between us and Green Acres suggesting that
we assume all the responsibility for the
lease....

To the best of my knowledge, this is the
first formalized memorandum from Green Acres
to Mr., Lloyd setting up a part of a
procedure on the administration of the

" lease. This one's dated 7/8/80. We had

other correspondence. We had taken over the
collection of the fees and all that, but as
far as a formalized agreement, to the best
of my knowledge, this is the -- which was to
be worked out between the two agencies.
This is the document I have in front of me.

You said a few minutes agc that you became
aware at some point that Mr. Lloyd was not
administering the total aspect of the lease,
is that correct?

I suspect. 1 was concerned about it. r_
suspected it, ves. '

When vyou say that they review the C.P.A.
audit, are vyou referring to the annual
reports?

Yes.

That Klatzkin &  Company sent into the
Department? ' '

Yes.

THE CHAIRMAN: You realize, I take it, that
a good job was not done in this situation we
have been investigating?

THE WITNESS: I sure do.

Mr. Cookingham, this Commission has
determined that Great Gorge revenue

amounting to some $4 million was not
reported to the Division of Fish and Game
for the fiscal years 1979, '80 and '81. 1In
retrospect, do you think it would be a good
idea to have a financial audit done on a
periodic basis of the Vernon Valley books?

I certainly do, and I always have felt that
way. _ '
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Q. This Commission has also found that for the
years from 1978 to the present that Vernon
Valley has diverted seven-ninths of group
1ift revenue, which is a reportable category
to your Division. They diverted seven-
ninths of that group to a nonreportable
category thereby not reporting some $3.8
million to your division. Did Vernon valley
ever make you or vyour division aware that
they were making siuch an allocation?

A, Never.
Chief Accountant's Financial Summary

The SCI's Chief Accountant Julius Cayson was recalled to

testify on Vernon Valley's indebtedness to the State -- including
unpaid interegst -- as a result of its fiscal and corporate
machinations at 'its leasehold. Executive Director O'Halloran

gquestioned him, using a chart* that had been featured during the
first day's testimony:

0. You have previously testified with regard to
Exhibit C~4, a chart which showed the
interest due on the rent from Vernon Valley
Recreation Association, I'd 1like that
chart, please.,* You explained in some
detail, Mr. Cayson, what is outlined and
portrayed on that chart. Have you as well
prepared a statement of unpaid rent,
interest and other charges which reflects as
Exhibit C~294 the information shown on chart
C-47?

A. Yes, sir, I have.
0. What is Exhibit C-294, Mr. Cayson?

"A. Exhibit 294 really is a condensation of the
figures that are portrayed here,. In
addition, there's another item here about
the timber; the charges for timber,

Q. What you have done then is to translate the
numbers and the figures from the chart to
the C-294 Statement, Could you characterize
that as a final statement of the amounts due
from Vernon Valley to the -State of New
Jersey?

A, Yes, I could, ves.

*See Chart (repeated), next page.
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INTEREST DUE ON RENT - AS IRNRDICATED

UNREPORTED MONTHS
3 GROUP LIFT RENT DUE OUTSTANDING - 5
YEAR REVENUE AT 5% AT 12/31/82 INTERST
1978 $ 696,323 $ 34,816 52 > § 22,633
" 1979 " 645,544 32,277 40 % 17,132
1980 776,828 38,841 28 :; 15,041
1981 777,399 " 38,865 16 - 8,201
1982 878,618 43,931 4 :; 2,17
$3,774,622 $188,730 S 65,178 —
GREAT GORGE RENT PAYABLE BY V.V.R.A.
_ : MONTHS
LIFT RENT DUE OUTSTANDING
YEAR REVENUE AT S% AT 12/24/81 INTEREST 2 - TOTAL
— INTEREST
1979 $1,164,193 $ 58,210- 28 >, 30,898 PAYABLE
1980 1,445,634 72,282 16 = 17,275
1981 1,764,174 B8,209 4 = 5,537
RELEALTAEAS —_— 7 == /
$4,374,001 $218,701 $ 53,710— $1187888
1

-2

FOR FISCAL YEAR ENDED 4/30; PAYMENT DUE 8/31 OF YEAR INDICATED

COMPUTED AT PREVAILING PRIME RATE BY FINANCIAL PUBLISHING CO., BOSTON, MA.

AVERAGE PRIME RATE «-

8-31-78 to 12-31-78

12-31-79
12~31-80
12-31-81
12-31-82

10.451220.
12.665068 -

15.200137
18.832878

14.824658
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Would you please explain it in some detail?

On C-294 —- First item one is unpaid rent
Great Gorge for the years '79%, '80 and '81
and that's depicted there. There was $1.1
million in '79. A4t five percent is $584,210
and that 'was outstanding for 28 months,
That is the rent due on April 30, 1979, and
that point until December 23, 1981, was 28
months. The interest on that is $30,898.

I'd like to make a statement on the interest
rate, Mr. Executive Director. There's been
some misunderstanding on the part of some of
the people about why we use the prime rate
and what was the prime rate. I might add
that Mr. Cookingham's office permitted Great

Gorge to pay on installments in their rent

in 1977 and they charged them 10 percent
interest.

In the year 19777

Yes. It just so happens that during the
hearing break I checked with the State
library. The prime rate in 1977 was 6.82.
We used the average prime rate as by the
Financial Publishing Company. We didn't
make this up ourselves. This is the most
prestigous financial publishing company in
the county and they, of course, get all the.
record. I want that for clarity. There was
some gquestion about why we used the prime
rate. The point being is that they were
charged qreater than the prime rate by Fish
and Game in 1977.

And did they pay it?
They paid it.
Okay.

Therefore, going down  the total unreported
revenue by Great fwrge -- in other words,
the rent payable by Vernon Valley was.
54,374,001, at five percent, that's
$218,701, The interest on that is 53,710 or
$118,000 when you add the other, I'll get
to that again. S0, therefore, item one is
the $218,000 in rent plus the interest of
$53,710.

That refers'only to the unpaid rent of Greét
Gorge?
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A, That's correct.
Q. what else have you included in C-294?

A. Item three was the unreported group lift and
that's five percent of the $3,774,622 which
gives you $188,730, and the interest on that
is 65,178, As I testified vesterday, this
item -- rather this item was outstanding for
52 months. So, therefore, the interest rate
was as calculated here and that comes to
$65,178.

Q. On C~294 item number four you're talking of
cutstanding interest for 140 months?

A. That's right.

~Also Triple Penalty on Timber Cutting

Q. What else have you included in vyour
calculation on the (-294 statement?

A. We have the fair market value of the timber
removed in connection . with the man-made
lake, and the silviculturist testified that
was 8$4,200. and, incidentally, there's a
penalty of triple the fair market value of
the timber and that cost comes to $12,600.

Q. What is your grand total taking into account
all these five items that vyou just
mentioned? _

A. That five would be §538,919 less payment
made by the lessee after the inguiry began
was $233,128, which would leave a net due as
of December 31, 1982, today 1is March 30,
1983, so there is -~

Q. There's three additional months?

A, That is right, sir. So there's $305,971 due
to the State of New Jersey as of today plus
unpaid interest for another three months at
whatever rate they so choose to charge.

Vernon Valley Avoided $800,000-Plus Insurance Premiums o

COMMISSIONER PATTERSON: Mr, Cayson, looking.
at this in terms of what Vernon Valley/Great
Gorge did not pay in terms -- not in terms
of . who they were suppose  to pay it to, in
this case the State, if I recall your
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testimony of yesterday correctly, there is
no evidence that we could £ind that they
ever paid any premium due London & World, is
that correct?

THE WITNESS: That's correct, sir.

COMMISSIONER PATTERSON: Had they paid such
premiums do you. have any estimate of what
they would have had to pay?

THE WITNESS: Yes. They were uninsured
during '77, '78, '79 and '80 and three
months in 1981, By best estimate they would
have to pay $950,000 in premiums.

COMMISSIONER PATTERSON: 50 while they -—-
that's another roughly $900,000 they saved
paying by the methods that they used to
insure themselves?

THE WITNESS: I want to add, sir, I would
give them credit for the amounts paid to the
Dover Insurance Company. '

COMMISSIONER PATTERSON: How much was that?

THE WITNESS: That was $120,000. 50 we net
out to approximately -- I have a figure of
approximately $830,000.

Closing Statement

Commission Chairman Arthur S. Lane concluded the three-day
hearing with a statement summarizing the proceedings and indicating
areas in which the 3CI would propose reforus. ifle cited many
specific instances in which Vernon Valley violated the State's
lease, as 1listed in the introduction to this report, and also
declared that State entities responsible for administering the
lease "had displayed a lack of vigilance in adequately safeguarding
public property rented out for commercial use.” a5 the Chairnan

stated:

The testimony at these hearings showed that
no one connected with the State's monitoring
of the Vernon vValley lease knew until after
the S.C.T.'s investigation uncovered it that
Vernon Valley had failed to make timely,
accurate and complete payments of rent and
was cheating the 8State out of additional
rent by means of the continuing ski-lesson
operation. These same State guardians of
‘the Vernon Valley leasehold also failed .to
assure that the = State was indemnified
against potential death and injury claims.
No one at ‘the State government was alert or
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concerned enough to make at least a periodic
/ inspection of Vernon Valley's activities, or
" a periodic audit of its financial
operations, either o©of which might have
revealed this company's misconduct some

years ago. :

Chairman Lane also expressed the Commission's reaction to the
failure of Vernon Valley principals to explain their conduct:-

The Commission is appalled by the refusal of
a number of individuals closely asscciated
with the Vernon Valley company to appear at
these hearings. Testimony by such persons,
and they include key officers of the company
and the certified public accountant who
audited Vernon Valley books, not only would
have enabled them to give their side of the
story, but the Commission would have also
been able to question them directly about
the practices that ensued. The Commission
hag been the target of much corporation
propaganda outside of these hearings and we
would have certainly liked to have had the
opportunity to guestion or otherwise
consider those - attacks in an  orderly, .
face-to~face manner at these proceedings.

Despite the refusal of some witnesses to
appear here, we have recorded a voluminous
amount of testimony from almost 40
witnesses, including the prior Executive
Session testimony of some of the absentees,
upon which to base our recommendations for
proscribing the improprieties and
irregularities connected with this State
lease and the Vernon Valley leasehold. We
have already referred investigative findings
to the Attorney General for prosecutorial
evaluation, but beyond saying that certain
additional matters will be turned over to
that office and/or the United States
Attorney, we c¢annot, of c¢ourse, comment
further,

The Commission suggested general areas of probable reforms:

We can suggest certain directions that our
reform proposals will take, based on this
public hearing record. There oan be no
question but that the State, in any present
or future situations involving the rental of
public property to private companies, must
be required to obtain absolute proof of
actual insurance protection by a bona fide
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State registered and approved insurance
provider, There certainly should be
statutory provisions for periodic financial
and operational audits by the State of any
such corporate leaseholds. Aand, in light of
the testimony revealing how State personnel
in an irresponsible manner passed the buck
instead of assuming an obligation to monitor
compliance with the lease at issue here, the
Commission certainly hopes to suggest how
that such an important responsibility can be
more centralized and made less vulnerable to
bureaucratic carelessness, mistakes and lack
of awareness.

We emphasized at the outset of these hear-
ings that in any rental of State property
for private commercial use, each party to
the lease must assume an extraordinary obli-
gation to the true owners of such property,
the public. The Commission certainliy will
propose statutory and regulatory changes
that will more effectively advance and pro-
tect the public's interests in such lease-
holds. However, there can be no guarantees
that by statutory or regulatory mandate all
State officers and employees will respond
with 100 percent diligence and effectiveness
to the challenges thrust upon them, We
realize the difficulties inherent in over-
sight when one is faced with shrewd and pur-
poseful multi-corporate machinations and
manipulations of the type demonstrated by
Vernon Valley and its ©principal, Mr.
Mulvihill, But oversight can and should be
better than we have seen here, We note that
considerable attention has been paid of late
to the reorganization of various areas of
State goveéernment, This Commission hopes
that, in the 1ight of this 1laudable
restructuring effort, State government will
also attempt to develop additional personal
motivations that are sorely needed to
improve the ability and willingness of 5tate
entities and wemployees to better perform
their duties and more faithfully carry out
their obligations to the public. :

RECOMMENDATIONS IN DETAIL

Transmittal Notice

The SCI's recommendations on the subject of the lease of State
property to Vernon Valley Recreation: Association were transmitted
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on May 26, 1983, to Governor Thomas H. Kean and to the Legislature
via Senate President Carmen A. Orechio and Assembly Speaker Alan
J. Karcher. These transmittal letters, signed by Chairman Arthur
5. Lane, stated:

"This Commission respectfully submits the enclosed draft of
recommendations based on its public hearings March 28-30,
inclusive, on the subject of the lease of State property to Vernon
Valley Recreation Association. This transmittal is  in accordance
with the statute governing the Commission's operations, W.J.S5.A.
52:9M~1 et seg., which states in Section 9M-4: '

The Commission shall, within 60 days of
holding a public hearing, advise the
Governor and the I.egislasture of any
recommendations of administrative or
legiglative action which they may have
developed as a result of the public hearing.

"Under that provision the deadline for transmitting these

recommendations is May 31, This time frame prevents us from
including our full report on the public hearing with this
enclosure, although that report may contain more details, the

enclosed draft represents the Commission's essential proposals for
strengthening substantially the statutory and regulatory
requirements and controls with regard to the lease of State
property to Vernon Valley Recreation Association. :

"The Commission is prepared to cooperate fully in any
discussions of these recommendations and 1in connection with any
subsequent decisions to implement them."

X X X
Recommendations In Detail

I. Yearly Independent Audit of State Leases
Which Require Rent Based Upon a Percentage
of Lessee's Gross Revenues

COMMENT

Since June, 1968, the State of New Jersey has lzased tracts of
public 1land 1in Sussex County to Vernon Valley TRecreation
Association, Inc. The rent due the State under this lease is five
percent of gross revenues derived from the lessee's ski 1lifts. At
no time has the State ever conducted a full independent financial
audit of Vernon Valley's operations. As a result, the State did
not learn until the SCI began its investigation that Vernon Vvalley,
by failing to report certain revenues and by diverting other
revenues, had withheld $526,319 in rent and interest lawfully due
the State. '

An annual financial audit would have uncovered the failure on
the part of the lessee to make full and timely rental payments..
Consequently, the Commission recommends that all State agencies,
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which are responsible for administering any leases in which rents
are based upon a percentage of the lessee's gross revenues, require
annual financial audits of the lessee's operations. Such a
procedure would uncover discrepancies as they arise and would deter
such financial machinations as occurred in the case of Vernon
Valley.

Whether such audits should be conducted by State employees or
independent certified public accountants must be determined on the
hasis of cost-effectiveness. Of particular importance, howeveyr, is
the caveat that any accounting firm that is hired to conduct an
audit must truly be independent of the lessece.

II. More Stringent Liability Insurance Safeguard
When State Acts As A Landlord

- COMMENT

The New Jersey Department of Environmental Protection {(DEP)
lease with Vernon Valley provides that the lessee obtain "public
liability insurance" and that "said public liability be extended to
insure the interest of" the Department of Environmental Protec-
tion. Such ambiguous language permitted the lessee to obtain
insurance from a carrier unlicensed and unapproved by the State,
It was only after considerable investigative difficulty that the
8CI determined that Vernon Valley's alleged carrier was only a
"paper" company, incorporated in the British West Indies, and
without assets. From 1977 until March of 1981, Vernon Valley
falsely represented to the DEP that the State's interest was
insured by this company, known as London & World Assurance, Ltd.

The SCI recommends a statutory enactment requiring that,
whenever the State rents property to private concerns, the lessee
must obtain public liability insurance naming the State as an
additional insured from an insurance company licensed and admitted
to conduct business in the State of New Jersey, Further, there
should be a statutory regquirment that proof of such insurance be
supplied to the State in the form of a copy of the policy itself as
opposed to a Certificate oFf Insurance. Lastly, the statute should
mandate that a carrier notify the State at least thirty days prior
to cancellation of a policy.

III. Also Require Subdivisions of State

' Government To Utilize Only Companies
Licensed By The State For All Insurance
Transactions, Including Performance Bonds

COMMENT -

The Commission's investigation revealed that on at least three
occasions performance bonds were submitted to Vernon Township by
Stonehill, iInc¢., a wholly-owned subsidiary of Vernon Valley
Recreation Association, for the purpose of insuring the proper
completion of certain construction projects. The surety on the
bonds once again was the fictitious British West Indies company
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London & World Assurance. The township accepted the bonds, having
no reason to guestion them. ' C

The SCI recommends, therefore, that all subdivisions of State
government, including counties and municipalities, also be required
by statute to utilize only companies licensed and approved by. the
State in all insurance transactions, including performance bonds.
In addition, the 8CI recommends that the State Department of
Insurance forward copies of its annual report to all municipalities
within the State. This report contains an up-dated list of all
insurance companies licensed to conduct business in New Jersey. .

IV. Centralized Control Of All leases Of Public
Property Leased To Private Concerns

COMMENT

As previously noted, the S8CI believes that when State
government rents public property to private enterprise, its primary
obligation as a landlord is to safeguard a continuing public
ownership interest in the property. The SCI's inguiry revealed
that State government's management and administration of the Vernon
Valley lease was marked by bureaucratic carelessness, apathy and
lack of vigilance. The absence of any directives assigning
responsibility within the Department of Environmental Protection -
for administration of the Vernon vVvalley lease resulted in a
"pagss—-the-buck" attitude. Certain essential records were not
maintained and those records that were kept were inadeguate and
inaccurate.

Therefore, the Commission recommends that every DEP lease be
specifically and unequivocally assigned to a specific division,
bureau or section for administration.: Employees responsible for
such 1lease administration must be fully advised about their

obligation to assure that all provisions of the 1lease are. .

enforced. In particular, DEP's Division of Fish and Game, which
has Jjurisdiction over thousands of acres of public property, must
establish and scrupulously maintain a bookkeeping and filing system
for the purpose of documenting not only rent receipts but also
evidence of compliance or non-compliance by the tenant with the
varicus terms and conditions of a lease,

The SCI has been unable to determine the quantity or the
guality of administration of all other leases to which the State is
a party as landlord, chiefly because there is no central location
within State government where leases® are catalogued and
maintained. There is, therefore, no effective oversight of this
governmental function. At present, the Bureau of Real Property
Management, Division of Real Property, Department of the Treasury,
assists many State departments in the preparation of public land
leases. Such . assistance, however, occurs on a "hit-or-misgs" basis,
with no statutory or regulatory mandate that requires such
assistance. o '
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The Commission recommends a statutory requirement that all
leases of public property be approved and monitored by the Bureau
of Real Property Management. The establishment of such a procedure
would accomplish several objectives: 1) it would establish a
central repository for all leases of public property by the State,
and 2} it would force each lease administering agency to
effectively enforce the rental contracts under its jurisdiction.
Such a system should also assure uniformity in the terms and
conditions as well as the administration of leases, with each
affected agency following similar guidelines and procedures.

- V. Enlarge DEP Staff Of Conservation Officers,
Provide More Appropriate Inspections and
Enforcement Equipment, and Conduct Training
Program On State Iease Conditions and
Requirements. ' : _

COMMENT

Testimony at the Commission's public hearing confirmed that a
single DEP conservation officer was responsible for patrolling an
area of approximately 250 square miles which encompassed the
acreage leased to Vernon Valley. . At no time was this employee
instructed about provisions of the lease or the responsibilities of
the lessee with regard to the State-leased property, nor was he
properly equipped to patrol and surveil the huge tract of land  for
which he was responsible. There also was no formal procedure for
reporting unusual occurrences to responsible supervisors or senior
DEP officials. As a result of these deficiencies, Vernon Valley
was able to remove valuable timber and to construct dams, dikes,
and a spillway without ©prior authorizations or subsequent
inspections. Testimony revealed that the resulting 10-acre lake
represents a potential hazard to life and property in the area.

The Commission recommends that the DEP increase its staff of
conservation officers to permit more effective surveillance of

public property. Furthermore, appropriate equipment should be
available to enable <conservation officers to patrel areas
inaccessible by normal transportation means. Lastly, DEP also

should establish a clear line of authority and responsibility so
that guestionable activities on public lands can be reported,
investigated and immediately resolved.

The SCI realizes, of course, the fiscal restraints currently
confronting State government. However, the Commigsion believes
that commercial enterprises to whom public property 1is 1leased
should share with the cost of safeguarding the public interest in
that property. = Therefore, the dollar amounts of future State
rentals should include a factor reflecting the State's cost of
monitoring leases. 1In addition, future leases should include both
special assessments for uses that require added inspection or other
monitoring burdens by the State, and heavy penalties for violations
of lease provisions. A survey of all other fees for use of public
lands and of penalties for misuse of State property should be
conducted to determine if they can be increased to help defray the
cost  of protecting the taxpayers' intevesy in public property
leaseholds. : :
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VI. Criminal Penalties For Unauthorized
Construction of bDams’ ' '
COMMENT -

The Safe ham Act, N.J.S. 58:4-1 et seq., provides for. a syqtem
regulating the construction, repair “and 1inspection of reservoitrs

and dams. It further provides for a ¢ivil penalty of up to $5,000 °

for any violation of the Act, including failure to obtain advance
approvals and permits. : : .

Because of the hazardous conditions inherent in the impounding
of large amounts of water, including risk to 1life as well as
property, the Commission recommends the imposition of criminal
sanctions for failure to abide by the mandates of N.J.S. 58:4-1 et
'seq. Such violations should at the 1least he characterized as
Crimes of the fourth degree, subjecting violators to fines of up to

$7,500 and/or imprisonment of up to 18 months. e

VII. Termination Of The Vernon Valley Recreation
Assocliation Lease

COMMENT

Under the terms of the State lease, dated June 6, 1968, the
Vernon Valley leasehold could continue until the yesar 2018. The
investigation and public hearing conducted by the SCI revealed
gross and-willful violations by Vernon Valley of numerous covenants
of its lease. These breaches were so serious that the SCI referred
the entire matter to the O0Office of the Attorney General - for
prosecutorlal consideration,

In view of the grievous nature of the misconduct by Vernon
Valley Recreation Association, Inc., and certain of .its officers in
ignoring its responsibilities as a tenant on public¢ lands, the SCI
recommends that the DEP take immediate steps -- as provided for by
_ section 14 of the lease -- to terminate the lease and remove Vernon
Valley Recreation Association, Inc. from State property.



