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USE OF MASS MAIL TO DEFRAUD
CONSUMERS

TUESDAY, SEPTEMBER 1, 1998

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL SECURITY,
PROLIFERATION AND FEDERAL SERVICES,
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:25 p.m. in room
SD-342, Senate Dirksen Building, Hon. Thad Cochran, Chairman
of the Subcommittee, presiding.

Present: Senators Cochran, Levin, and Collins.

OPENING STATEMENT OF SENATOR COCHRAN

Senator COCHRAN. The committee will please come to order.

We are pleased to have all of you here for our hearing today. We
are considering at this hearing a subject that aggravates and frus-
trates many Americans, the use of mass mailings that confuse and
sometimes defraud consumers. We will examine some government
look-alike mailings and sweepstakes-type solicitations and try to
determine what Congress can do to discourage the use of these
fraudulent and misleading mailings.

Each year the Postal Service receives thousands of postal cus-
tomer complaints regarding the legitimacy of these mailings. A
New York Times article on July 28 disclosed that from a contest at
Reader’s Digest Magazine in 1962, there now are over 300 firms
mailing more than 400 million sweepstakes offerings annually.
Sweepstakes offers can result in big profits for the companies in-
volved; in fact, consumers are four to five times as likely, we are
told, to buy a product if a sweepstakes offer is involved.

Since scheduling this hearing, our Subcommittee has been
deluged with stories of consumers who have lost thousands of dol-
lars—sometimes their life savings—to deceptive mailings. It is not
just the sweepstakes offers that lure consumers into opening mail.
Some mailers imply an association with the government. Other
mailers cleverly entice consumers to join and contribute to or sup-
port organizations, or to buy unneeded products and services.

In 1990, President Bush signed into law the Deceptive Mailings
Prevention Act, a bill which was specifically designed to crack
down on government look-alike mailings. Nevertheless, consumers
continue to receive a lot of mail looking suspiciously like govern-
ment documents, or offering services already provided by the gov-
ernment.
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We really have no way of finding out how many people have been
taken in by deceptive mailings or the amounts of money they have
lost or spent, but estimates for both of these are very high. Accord-
ing to the Federal Trade Commission, 52 percent of the complaints
they receive on their Consumer Information System are related to
sweepstakes, and over $40 billion is lost to consumers annually as
a result of telemarketing and sweepstakes scams, with telemar-
keting scams often originating in the mailbox.

Over the years the Federal Trade Commission, the Postal Inspec-
tion Service, and State Attorneys General have joined forces to
crack down on prize promotion operators. Just last year, three Fed-
eral agencies, 25 State Attorneys General, and numerous local law
enforcement agencies formed a strike force to collect and review di-
rect mail. Project Mailbox resulted in 190 actions against compa-
nies that use the mail to con consumers.

This afternoon we will hear from three sets of witnesses. The
first will be the distinguished Senator from Colorado, the Hon. Ben
Nighthorse Campbell. He is the sponsor of S. 2141, the Honesty in
Sweepstakes Act of 1998.

Our second panel includes Ken Hunter, Chief Inspector of the
U.S. Postal Inspection Service; the Hon. Robert A. Butterworth, At-
torney General for the State of Florida; and Stanley Pruss, Assist-
ant Attorney General for the State of Michigan.

The third panel will be Richard A. Barton, Senior Vice President
of the Direct Marketing Association, and Dr. William Arnold, Direc-
tor of Gerontology at Arizona State University.

We are very pleased to have the cooperation and the assistance
of this distinguished group of witnesses. We have also received
some written statements from interested persons, and we are in-
cluding those statements in our hearing record.!

Before welcoming and recognizing our friend from Colorado, let
me yield to my distinguished colleague on the panel, the Senator
from Michigan.

Senator Levin.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Mr. Chairman, thank you for holding these hear-
ings. It is a subject that I and my staff have devoted a tremendous
amount of time to, and it is important that this Subcommittee take
up this subject.

“You are a guaranteed cash winner.” “You are a guaranteed win-
ner.” “Guaranteed winner notification.” Those phrases and others
like them are used in millions of deceptive mail solicitations every
year to get unsuspecting consumers to spend money to collect their
hoped-for prizes. Not only are they told in black and white that
they are winners, they are told that they are guaranteed winners
of cash, cars, vacations, or other prizes. All the recipient has to do,
according to many of these so-called sweepstakes offers, is paste
the right color-coded sticker on the right envelope and send it to
the right address at the right time, and Ed McMahon or some com-
pany representative or a “prize patrol” will be at the consumer’s
doorstep to present the winnings.

1The two prepared statements referred to appear in the Appendix on pages 207 thru 219.
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Is such a guarantee real? No. It’s a deception. The odds of win-
ning some of the major sweepstakes, such as the Publishers Clear-
inghouse and American Family Publishers, range from 120 million
to 1 to as much as 600 million to 1. With these odds and deceptive
practices, it’s not surprising that sweepstakes complaints account
for more than 50 percent of the Federal Trade Commission’s Con-
sumer Information System complaints, and are one of the top prob-
lems reported to the U.S. Postal Service and State Attorneys Gen-
eral.

Deceptive language and complex prize package solicitations are
received by unsuspecting consumers every day. In fact, one re-
sponse to a sweepstakes solicitation usually guarantees that a per-
son will get dozens more. The more you buy from a company offer-
ing the sweepstakes, such as magazine subscriptions, gardening
supplies, or jewelry, the more sweepstakes solicitations you're
going to receive. Sweepstakes solicitations often include two enve-
lopes—one if you place an order to buy a product promoted by the
company, and one if no order is placed. The envelopes have dif-
ferent addresses, or require different color-coded labels to identify
those entries that contain orders from those that do not. Because
of this, consumers are led to believe that they have a better chance
of winning if they buy something, although current law prohibits
different treatment between customers and non-customers.

Unfortunately, the elderly are the most vulnerable to the decep-
tions. Senior citizens are inclined to read their junk mail more than
the rest of the population, and often live alone and on limited in-
comes. The thought of winning a big prize to give them resources
for a better, less lonely lifestyle and to provide an inheritance to
their children or grandchildren is very appealing. In the extreme
cases—and there are far too many of them—senior citizens can
spend so much money on sweepstakes promotions that they can no
longer pay the rent. Frequently, a family member or a caregiver
must step in.

State Attorneys General throughout the country receive thou-
sands of complaints about deceptive sweepstakes promotions from
the elderly. In Florida, a judge in the Guardianship Division wrote
the Attorney General of Florida regarding the exploitation of the el-
derly by the sweepstakes industry. He said, “Several times a week
it is necessary for our Court to determine the capacity of a senior
citizen and to protect their assets from these types of sweepstakes
exploitations.”

Solicitations are cleverly presented—the color, print size, and
graphics of the solicitation. The materials are assembled in a way
to deceive the mind and the eye.

Take a look at this solicitation up here. The big print is that—
it’s an “Official Notification, Guaranteed and Bonded Sweepstakes.”
Big print: “The judging is now final. Mr. Bruce [last name] is one
of our $1,666,675 winners.” Boy, you can’t miss that if you're that
Mr. Bruce whatever your last name is.!

And then look at the next big print. “It’s confirmed. Mr. Jack
Sears and Mr. Bruce so-and-so have both won that prize.”

1The information submitted by Senator Levin appears in the Appendix on page 172.
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Well, if you look at the print—which nobody can read—but if you
get a magnifying glass, you'll see a little tiny line under that green
line. That’s the hook. That little line says, if anybody ever pauses
to read it—and if you can’t read it, if you don’t have a magnifying
glass—“If you have and return the grand prize winning number,
we'll officially declare that it’s confirmed that Jack Sears and Mr.
Bruce have both won $1,666,675.”

Now, that to me is about as deceptive as you could possibly even
conceive of. That little line, unreadable, is what takes these decep-
tive practice schemes off the hook under current law, and that’s
one of the things we’ve got to change. There are a number of pro-
posals that would do exactly that.

One of our witnesses, an expert in gerontology and communica-
tions, will have more to say on that later.

In Michigan we have one company, Michigan Bulb Company,
that relies heavily on sweepstakes to attract and keep customers
of its gardening supplies. It uses offers such as a guarantee of win-
ning $250 in cash. Well, when you read the small print on the back
of those kinds of offers, you will see where the hooks are and where
the qualifications are.l

Look at the small print. That’s what now, under current law, lets
these folks get away with the kind of scams that they’re doing. It’s
those kinds of rules that nobody can read because they’re so tiny,
and no one would—after they’ve been told that they’ve won these
huge prizes.

Recently, 32 Attorneys General and the District of Columbia got
American Family Publishers—50 percent owned by a subsidiary of
Time-Warner, by the way—to agree to stop certain deceptive
sweepstakes practices. American Family Publishers also agreed to
pay the States $1.25 million as a result of a promotion that had
induced a number of people to actually fly to Florida to claim a $11
million prize. You've got people flying to Florida with money they
don’t have to claim a prize they haven’t won because of these de-
ceptions.

But at the same time that action was being taken against Amer-
ican Family Publishers, another deceptive mailing was being sent
out by Guaranteed and Bonded Sweepstakes, that’s a subsidiary of
Time-Warner, guaranteeing that the recipient was a confirmed win-
ner of $1.6 million. That’s the one we referred to. So often, when
an action is taken against one company, another company springs
up under a different name and continues the same practice.

The Chairman has referred to Project Mailbox, which AARP has
run, to go after some of these phony prize awards, and what it
showed was just the extensive nature of this scam.

Now, we have some laws on the books that prohibit the fraudu-
lent or deceptive use of the mails. They just simply do not go far
enough. Several of our witnesses will have suggestions for ways to
strengthen current law and, hopefully, stop these abusive practices.

Here are a few suggestions that I think are serious and we ought
to adopt:

One, give the Postal Service subpoena authority.

1Letter to Richard A. Barton from Senator Levin, dated September 4, 1998, with attachments
appear in the Appendix on page 112.
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11Twcl), make specific deceptive sweepstakes marketing techniques
illegal.

Three, increase the fines. A $10,000 fine for violation of an order
doesn’t do much. That’s petty change for these scam artists.

We've got to have civil and administrative fines without first
going through the order process. We ought to be able to have a
fine, as we do in other laws, for violation of the law without first
having to get an order of the FTC or the Postal Service, that in
turn is violated. That’s one step too many. It’s unnecessary. We
don’t do it in other laws and we shouldn’t require it here.

So we’ve just simply got to take the profit out of the sweepstakes
scams so that we can shut down these deceptive operations. Con-
gress has made efforts in the past to stop the scams, but they con-
tinue unabated. And in this cat and mouse game it is time for the
government to stop acting like a pussycat, and instead become a
tiger against the scammers who so shamelessly prey on the vulner-
able with such deception and deceit.

Again, my thanks to you, Mr. Chairman, for scheduling this
hearing.

Senator COCHRAN. Thank you, Senator Levin.

We're glad to have with us our distinguished colleague from
Maine, Senator Collins.

OPENING STATEMENT OF SENATOR COLLINS

Senator Collins. Thanks very much, Mr. Chairman.

I want to start by thanking you for holding this hearing to ex-
plore deceptive mail and sweepstakes fraud, including the legisla-
tion that has been introduced by the distinguished Senator from
Colorado, Ben Nighthorse Campbell, who has been a real leader in
this area.

Deceptive mailings and sweepstakes fraud are a nationwide
problem, and certainly my State of Maine is not immune from this
problem. A constituent from Portland, Maine recently sent me one
mailing that proclaimed in bold print, “You were declared one of
our latest sweepstakes winners, and you are about to be paid
$833,337 in cash.” Of course, this individual was not really a win-
ner, as the fine print stipulated that the money was his only if he
had the winning number and returned the grand prize winning
number in time. But at least on this sweepstakes entry there was
some fine print. Some mailings are even more deceptive.

Another constituent of mine from Machiasport recently received
a notice marked “Urgent Delivery: A special notification of cash
currently being held by the U.S. Government is ready for shipment
to you.” This looks very official and refers to the U.S. Government
holding cash benefits. On the back of this, which says “Official No-
tice, Special Notification,” it says that the consumer has only to
send in $9.97 in order to collect the money held by the Federal
Government.

I wonder, Mr. Chairman, how many innocent consumers in
Maine and throughout the Nation received this notice, thought that
the Federal Government did indeed hold some cash that was due
them, and sent in the $9.97.

Now, I realize that there are some companies that promote legiti-
mate sweepstakes and do so in a responsible manner, but too many
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are engaging in deceptive and fraudulent practices to increase prof-
its or make a quick buck at the expense of the American consumer.
And as Senator Levin has pointed out, frequently they are tar-
geting the most vulnerable citizens, our elderly, who may be living
on very limited incomes.

As Chairman of the Permanent Subcommittee on Investigations,
the agenda of the Subcommittee has focused on a lot of consumer
fraud areas. We heard testimony in July during a hearing on tele-
phone fraud from the National Consumers League that sweep-
siiakes fraud consistently ranks as one of their top consumer com-
plaints.

Mr. Chairman, we all want to make sure that we don’t impose
unnecessary regulation or legislation on private industry, but time
and time again we hear from people who are engaged in deceptive
practices that the consumer just has to be more careful, sort of the
“consumer beware” approach. The problem with that is no matter
how careful a consumer is, if the consumer is dealing with mailings
that are deceptive and fraudulent, it is very difficult for even the
most cautious and educated consumer to make informed and re-
sponsible choices.

So again, Mr. Chairman, I commend you for your leadership in
this area and I look forward to hearing the testimony of our wit-
nesses today.

Senator COCHRAN. Thank you very much, Senator.

We are pleased that Senator Ben Nighthorse Campbell is here
today to appear as the first witness on this subject.

Senator, we welcome you and compliment you on the work you
have done in this area, and would like you to proceed.

STATEMENT OF HON. BEN NIGHTHORSE CAMPBELL,! A U.S.
SENATOR FROM THE STATE OF COLORADO

Senator CAMPBELL. Thank you, Mr. Chairman, and thank you for
scheduling this hearing on S. 2141, the Honesty in Sweepstakes
Act of 1998.

Very frankly, after hearing the comments of the Ranking Minor-
ity Member, Senator Levin, I am beginning to think my bill doesn’t
go far enough. But clearly it is a vehicle on which I look forward
to working with you and Senator Levin and all those, including
Senator Collins, who have shown a great deal of interest in this
issue.

But I believe the Honesty in Sweepstakes Act would be a big step
in protecting consumers from deceptive mass mailing and mar-
keting tactics. All three of you have alluded to the many stories
you have heard from your own constituents. The letter that Sen-
ator Collins referred to as a constituent’s letter is this letter, by the
way; this was received by one of my staff members here in the Sen-
ate. It must have went out to millions of people, hundreds of mil-
lions of people, perhaps.

I believe that we are long overdue in trying to protect people
from the ploys that are done by sweepstakes companies. They basi-
cally prey on the hopes and dreams of people, and the situation is
clearly getting worse. I think this bill will go a long way toward

1The prepared statement of Senator Campbell appears in the Appendix on page 43.
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helping to protect our country’s most vulnerable citizens, the sus-
ceptible people like seniors, perhaps those who are less educated,
and certainly the poor. I have an education; I think I can read rea-
sonably well; I think I understand generally what I am reading.
But when I get these things in the mail, very frankly, they are so
realistic, and there are ones that look like they are actually stock
options. They have very flowery edges. When you first look at
them, you think that they’re negotiable, that you might be able to
take them to the bank or somewhere and get money for them.
Clearly, that’s not true.

The New York Times, Mr. Chairman—you alluded to the Tues-
day, July 28 article in The New York Times. It was a front-page
article. Let me read just a couple of sentences from that article.
This is part of it, about a lady by the name Edwards, an 88-year-
old widow who played magazine sweepstakes and similar pro-
motions passionately for years. In a 54-day period in 1995 she
wrote 148 checks to 56 contests, and her family estimates that in
5 years she has spent more than $60,000 on magazines that she
never read, and worthless prizes, without ever winning a dime.
That’s a good example.

One part of the article talks about a man that was literally driv-
en to suicide because he became destitute playing these sweep-
stakes games.

It talks about the American Family Publishing Company that is
involved in 26 class action civil suits and 11 suits brought by indi-
viduals, seeking millions of dollars in restitution.

It goes further to talk about the kinds of things you mentioned,
the bold print that says things like, “It’s down to a two-person race
with $11 million. You and one other person were selected as the
winning number. Whoever returns this first wins it all.” I mean,
they’re really encouraging you to respond. Of course, the tiny print
that you can’t even see with a magnifying glass—remember, if you
shrunk this thing down to the size you normally see in a letter, you
can imagine how tiny that print gets that tells you you have to buy
a bunch of magazines or do something else, jump through a bunch
of hoops, but spend money in order to qualify as the one person
that wins the $11 million.

The article goes on to cover a number of other things that I think
are just totally misleading. I won’t read them all but, with your
permission, Mr. Chairman, I would like to include this July 28
newspaper article for the record.!

Senator COCHRAN. Without objection, so ordered.

Senator CAMPBELL. It could be anybody. Certainly, Mr. Chair-
man, youre an educated person, but if you got a letter saying,
“Thad Cochran, you have already won $24 million,” it would prob-
ably get your interest. It does me, too. I have seen so many of them
now that I just throw them away, but the first two or three of those
that you get are really deceptive, and only careful reading of the
fine print tells you that we are really skirting the edge on what I
call the “truth in advertising” laws. We already have these in ciga-
rettes and liquor and a number of other things that we think are
dangerous for consumers, or where they might be deluded into

1The article from The New York Times, dated July 28, appears in the Appendix on page 102.
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thinking that they’re going to get something for nothing, and we
try to inform them. I think it’s time we do that in our sweepstakes
area, too.

I know that some people say that this may go too far and may
infringe on First Amendment rights. It would seem to me that if
there is a danger of doing that, then clearly it would have been
thrown out by the courts a long time ago in advertising on other
products that I've already mentioned.

But I think we do have a problem that’s growing. We don’t know
the exact extent of it. The GAO is conducting a study now to try
to find out the extent of it, but each State seems to be left to its
own devices. In some States, the Attorneys General take them up
if they get complaints, but their basic mission is not to protect ev-
erybody from every kind of abuse by different companies, and very
often you are left to your own devices to go to court, and you are
obviously up against a pretty big, well-oiled machine with a lot of
lawyers, and an individual—particularly people of limited means—
simply can’t fight it through the courts and they are left pretty
much at risk.

While drafting this bill I consulted with the offices of both Colo-
rado Attorney General Gale Norton and Florida Attorney General
Robert Butterworth. One key result of these consultations was the
inclusion of a clause stating that nothing in this bill would preempt
State law. This clause reserves the right of each State to enact its
own additional guidelines or to take other legal action as it sees fit.
I certainly appreciate their input and I am pleased to see that At-
torney General Butterworth is here today and will be testifying a
little bit later.

With that, Mr. Chairman, in the interest of time, I will just go
ahead and submit the rest of my testimony for the record because
I, too, look forward to hearing some of the testimony. But I know,
af) you do, that we are far down this road. We need to do something
about it.

I would also like to include several other things that we have for
the record. One of them is this letter from the Consumer Federa-
tion of America that endorses this bill. Senator Metzenbaum is
very active with this group, our former colleague, and he also sent
a letter with it, and I would ask that that be included in the
record.l

Seléator CocCHRAN. Without objection, it will be included in the
record.

Senator CAMPBELL. We also have some testimony and a letter
from the National Consumers League, also in support of this bill.
They state, “This legislation would be very effective in preventing
misleading and deceptive sweepstakes solicitations.” And with your
permission, I would like to also include that in the record, too.2

Senator COCHRAN. It will also be included in the record, Senator.

Senator CAMPBELL. With that, Mr. Chairman, I thank you for
your consideration and look forward to hearing the witnesses.

Senator COCHRAN. Thank you very much for being here.

1The letter from Howard M. Metzenbaum, U.S. Senator (Ret.), to Senator Campbell, dated
August 24, 1998, appears in the Appendix on page 109.

2The letter from the National Consumers League, to Senator Campbell, dated July 17, 1998,
appears in the Appendix on page 110.
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I don’t have any questions. I compliment you on your initiative
in trying to get the Senate’s attention by introducing this legisla-
tion. We do need to respond in an effective way to this crisis, and
I think this will be very helpful to us as we consider the options
for doing just that.

Senator CAMPBELL. Thank you, Mr. Chairman.

Senator COCHRAN. Senator Levin, do you have any questions?

Senator LEVIN. I just have one question, because I think this bill
is on the right track.

How does the Postal Service in matters like this know what is
inside the envelope in order to implement—for instance, section 2
of your bill, which says that “matters otherwise legally acceptable
in the mail that constitute a solicitation or offer in connection with
the sale or promotion of a product that uses any matter resembling
a negotiable instrument shall not be carried or delivered by mail.”
How does the Postal Service check to see what is inside of that en-
velope?

Senator CAMPBELL. I'm afraid I don’t have an answer for that.

Senator COCHRAN. If you’ll let me, Senator, I may be able to help.

I received one that looked just like a check the other day. It said,
“Pay to the Order of Thad Cochran,” with my address here. That’s
inside the letter, but through the window you can see that it says
that. That’s what every check usually says.

Senator LEVIN. And how do they know it’s not a check?

Senator COCHRAN. Well, then the Postal Inspection Service can
confiscate it, I think. That’s what the Campbell bill would do. It
gives the Postal Inspection Service authority, when something ac-
tually clearly shows that it is a check—I think that’s what the lan-
guage says—that this falls within the prohibition of S. 2141. But
this, apparently, is not prohibited by law at this time.

This looks like an official check. Look, an eagle up here in the
corner of the envelope; “Buy and hold U.S. Savings Bonds;” “United
States Mail;” “Special Notice to the Postmaster: Intended for deliv-
ery only to addressee. Please handle in accordance with postal
regs.” It sounds like this is a check, right? I opened it thinking that
it might be a check. Do you know what it was? It was an offer to
loan me money. “No equity required. Interest may be tax-deduct-
ible. Borrow $50,000 from us on your home as equity.”

This ought to be prohibited.

Senator LEVIN. I would love to be able to prohibit that, too. My
question, though, is how does the Post Office know that it’s not a
check when they look at the outside? Do we want them to open the
letter—everything that looks like a check?

Senator CAMPBELL. I think the probable answer would be that
people who get these letters are the ones who open them, and if
they are concerned about it, they then turn them in to the Postal
Inspectors.

Senator LEVIN. Some responsibility has to lie with the people
who are getting these checks, who are being deceived. I don’t think
the Postal Service should have the authority to just arbitrarily
open letters because they assume there might be some sweepstakes
offer in it.

Thank you, Mr. Chairman.

Senator COCHRAN. Senator Collins.
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Senator COLLINS. I have no questions, thank you.

Senator COCHRAN. Thank you very much, Senator Campbell.

Senator CAMPBELL. Thank you, Mr. Chairman.

Senator COCHRAN. If our second panel of witnesses will please
come forward, we will proceed to receive your statements.

The second panel includes Robert Butterworth, Attorney General
of the State of Florida; Stanley Pruss, Assistant Attorney General
of the State of Michigan; and Ken Hunter, who is the Chief Inspec-
tor of the Postal Inspection Service.

1\2[11'. Hunter, I think I will call on you first and ask you to pro-
ceed.

STATEMENT OF KEN HUNTER,! CHIEF INSPECTOR, U.S.
POSTAL INSPECTION SERVICE

Mr. HUNTER. Thank you, Mr. Chairman. I first want to thank
you and your fellow Senators for your interest in this issue of
sweepstakes and government look-alike mailings. Your efforts here
provide one more means to educate the American public to protect
themselves. With your permission, I would like to submit my writ-
ten testimony for the record and only briefly summarize it here.

Senator COCHRAN. That’s certainly welcomed, and we appreciate
that. It will be included in the record in full.

Mr. HUNTER. Thank you.

For over 200 years the Postal Inspection Service has been the in-
vestigative arm of the U.S. Postal Service. Our responsibilities in-
clude protecting postal employees, the mails, and the Postal Service
from attack; auditing some postal operations; and protecting con-
sumers from being victimized through the mails.

Congress originally created the Nation’s mail service to maintain
a reliable, efficient, effective, and secure means of communication.
A recent Harris Poll affirms that the American public feels signifi-
cantly more confident about the security of the mail than the tele-
phone, Internet, or other means of electronic communication.

Postal Inspection Service employees are dedicated to preventing
uns<1:rupulous promoters from damaging that confidence in the
mails.

This hearing calls attention to sweepstakes promotions that may
deceive the public into believing they are prize winners. However,
there are many sweepstakes promotions which are forthright in
their approach to the consumer and do not violate any postal stat-
ute. The hearing also examines other marketing programs that
falsely imply that they are affiliated with the government.

A detailed description of the existing civil and criminal laws and
their application to sweepstakes, lotteries, and government look-
alike mailings is included in my prepared testimony, but I would
like to emphasize that if those statutes were adequate, we would
not be here today. Senator Campbell has introduced legislation to
deal with a gray area, the guaranteed winner claim that appears
in many sweepstakes. We support the concept underlying the legis-
lation and commend Senator Campbell. In my written testimony I
have suggested some possible means of making the legislation even

1The prepared statement of Mr. Hunter with attachments appears in the Appendix on page
47.
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more effective; perhaps we could call them the “Levin amend-
ments.”

Turning to the second type of promotion, the so-called govern-
ment look-alike mailings, I am pleased to report that as a result
of the enactment of the Deceptive Mailings Prevention Act of 1990,
which you referred to, we have seen a decrease in the number of
complaints regarding these kinds of mailings. Nevertheless, we
continue to receive too many complaints.

At this time I would like to present to you examples of a sweep-
stakes scheme, a government look-alike scheme, and an awards
scheme in which the Subcommittee staff expressed an interest.

The first example, the “Union Gram,” is a sweepstakes solicita-
tion. It’s a notice alleging that funds were being held that the re-
cipient was entitled to, and offering an additional redeemable docu-
mentation package in return for a $19 processing fee. Those who
sent in the fee received a booklet of almost worthless discount cou-
pons. The promoter has signed a consent agreement to make re-
funds to all customers who complained about the promotion, and
to permanently discontinue mailing the solicitation.

The second example, “Cash Claims Service,” using addresses at
commercial mail receiving agencies in New York, Washington, and
Arizona, mailed a series of postcards soliciting $9.97—Senator Col-
lins, this is the one that you held up—for “immediate delivery of
up to $775 cash,” allegedly being held by the government. Ulti-
mately, the promoter agreed to a cease and desist order to perma-
nently discontinue the scheme, return the mailed-in responses, and
to make refunds.

Blair Down, a Canadian using a New York address, operated a
series of promotions using different business names, and 70 dif-
ferent return mail addresses in the United States. He mailed mil-
lions of solicitations, many of which were sent to elderly recipients,
representing that they had won valuable prizes. Those who sent in
the requested fees received nothing in most cases. This exhibit is
just one of the many solicitations that he used. I would like to di-
rect your attention to the fine print on the bottom of the regular-
sized copy you see on the chart, and I hope that copies were also
provided to you for your review. As you can see, it is difficult to
ascertain the rules of the contest, probably even with a magnifying
glass.

While Mr. Down was conducting these promotions, he was in fact
under indictment in Seattle, Washington, as a result of his involve-
ment in telemarketing and direct mail ventures.

In February, a civil complaint was filed against Mr. Down alleg-
ing that he was engaged in mail fraud. The District Court issued
an injunction allowing us to detain his mail, and an order freezing
his bank accounts. Ultimately, a settlement was reached in which
he agreed to forfeit $12 million in the Seattle case, which will be
used to make partial restitution to the victims in both cases.

While I am proud of our success in conventional law enforcement
efforts, I am convinced that arrests, convictions, and civil judg-
ments are only part of the way to effectively deal with consumer
fraud. The results, unfortunately, of these efforts only come after
the victims have lost their money and the con artists have spent
it.
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For this reason we have been working closely with consumer
groups and industry to develop fraud and loss prevention strategies
and share best practices. These efforts have produced dramatic re-
sults in the areas we have targeted. Currently we are working with
the Federal Trade Commission, the Direct Marketing Association,
U.S. Attorneys’ Offices, the State Attorneys General, the Better
Business Bureaus, State consumer protection groups, AARP, and
others to help educate consumers regarding prevailing money order
scams. Arming the public with information regarding scams is a
good way to reduce the harm these promotions can cause, because
all potential victims must make that initial choice to participate.

I am particularly pleased to announce here today that we have
joined with the National Council of Better Business Bureaus to
make possible a vision we share. We are meeting with other con-
sumer and government agencies to solicit their support in launch-
ing what will be the most ambitious fraud prevention initiative
ever attempted. By early spring, we plan to mail to every home in
America—over 120 million addresses—a card containing valuable
telemarketing fraud prevention tips and providing an 800 phone
number to obtain additional assistance. The card is being designed
for display by the telephone as a reference and prevention tool.

My written testimony includes several possible improvements in
the statutes used to deal with deceptive mail order promotions.
Briefly, these include the following, as was suggested in part by
Senator Levin.

First, amending the false representation statute to require that
promoters disclose their actual name and address;

Second, at present, multiple District Court actions are needed to
obtain injunctions where the promoters use addresses in more than
one judicial district. We recommend allowing any District Court
with jurisdiction to issue one order that would cover all addresses;

Third, we are often frustrated by seeing con artists we have driv-
en out of the mails simply continue the same scam, using tele-
phones and private delivery services. We would like you to consider
amending the law to permit the courts to issue civil penalties
against those who follow this course;

Fourth, we recommend that authority be established to impose
financial penalties upon persons who mail nonmailable matter; and

Fifth, as Senator Levin suggested, we suggest you consider pro-
viding the Postal Service with administrative subpoena authority,
similar to that granted to other agencies, to improve our ability to
take the prompt, effective action against mail order scams and lot-
teries. This drives at the issue on which you were engaged in the
discussion with the Senator from Colorado.

In conclusion, I assure you that the Postal Inspection Service will
continue to combine aggressive investigations and widespread pub-
lic awareness campaigns to rid the mails of fraudulent schemes.
The American public’s confidence in the mail is not only important
to the Postal Service, but also to the many thousands of businesses
that rely on the mail as an important marketing tool.

Again, thank you very much for this hearing and allowing me
this opportunity to discuss these important matters. We would be
pleased to work with you regarding the legislative proposals.

Thank you.
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Senator COCHRAN. Thank you, Mr. Hunter, for your helpful testi-
mony and your suggestions for changes in the law that might very
well be more effective in preventing this kind of consumer fraud
from being practiced.

Our next member of the panel is Robert Butterworth, who is At-
torney General of the State of Florida.

We welcome you, Attorney General Butterworth, and invite you
to proceed with your testimony.

STATEMENT OF HON. ROBERT A. BUTTERWORTH,! ATTORNEY
GENERAL, STATE OF FLORIDA

Mr. BUTTERWORTH. Mr. Chairman, Senators, thank you very
much for this opportunity to appear before you today.

Florida welcomes millions of visitors each year, and we are de-
lighted to have them. They are very essential to our State. How-
ever, there is one type of visitor we’d rather not have, namely,
those who are lured to Florida not by its climate and tourist attrac-
tions, but—as Senator Levin stated—by empty promises of instant
wealth. These are the unfortunate souls who fall victim to the kind
of cynical deception that has become all to common in the world of
sweepstakes marketing.

By now, most Americans are probably familiar with the people
I am talking about. Their sad stories have appeared on national TV
news broadcasts and in newspapers throughout the country. Their
destination is Tampa, Florida, where entries for one of this Na-
tion’s largest sweepstakes operators, American Family Publishers,
are processed. They come to claim the millions of dollars they are
certain they have won, or are about to win, because a celebrity
spokesman assured them as much in a letter. In many instances
they come at a cost that they cannot afford.

One young single mother of two borrowed $1,500 from her sister
so she could fly to FLorida to claim her ticket out of poverty and
a rough neighborhood in Baltimore. Convinced she was one of only
two people in the running for a $10 million prize, she appeared at
the processing center with her two little daughters in tow. Instead
of confirmation of her good fortune, she received ridicule from a
young office manager, who in essence spat on her dreams and sent
her away.

We have a working relationship with the taxicab drivers at the
airport, as well as the Greyhound Bus Station. They will take the
people to American Family Publishers and wait for them. They will
then take them to our office.

While the national spotlight has fallen on people such as this un-
fortunate young woman, they merely embody the most extreme
symptom of an underlying problem that affects millions. Direct
mail marketers have learned that tying the purchase of a product
to a sweepstakes will enhance the chances of a sale. They have also
learned that the more they can blur the distinction between enter-
ing a sweepstakes and purchasing a product, the more successful
they will be in selling magazines.

1The prepared statement of Mr. Butterworth with attachments appears in the Appendix on
page 5900.
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I may question the integrity of many sweepstakes marketers, but
I do not question their intelligence. They are masters at devising
complex and convoluted solicitations intended to confuse the aver-
age consumer and generate a sale.

While American Family Publishers is by no means the only com-
pany to employ deceptive tactics, our experience with that firm il-
lustrates what we are up against in combatting sweepstakes swin-
dlers. Last February, Florida filed a civil complaint against Amer-
ican Family Publishers and its celebrity spokesmen, Ed McMahon
and Dick Clark. We did so after months of discussions with the
company failed to resolve our concerns about deceptive marketing
practices. It was during those discussions, which included Florida
and many other States, that American Family Publishers launched
a particularly deceptive solicitation—while they were negotiating
with us, 30-some-odd States, they then launched another deceptive
solicitation. Because of that action and its harmful impact on con-
sumers, we did not feel we could continue participating in such
multi-State talks.

Among tactics used in the solicitation were the false suggestions
that recipients were one of only two winning ticket holders com-
peting for an $11 million prize. We've all seen those. The company
also placed a tight deadline on claiming the prize, then required
those who did not buy magazines to follow a more cumbersome and
time-consuming process to enter the contest than those who did
buy magazines. If you bought a magazine, you put the stamp on,
you mailed it to Tampa. If you didn’t buy a magazine, you clipped
out—it says, “very carefully clip out” this little coupon, Scotch tape
it—don’t staple it, don’t paper-clip it—Scotch tape it or glue it to
an envelope, and it then goes to a non-order center in Waycross,
Georgia. Remember, the one that gets to Tampa first wins, so if
you put a stamp on it and order a magazine, it goes right to
Tampa; if you decide, as you are allowed, to not buy a product, it
goes to Waycross, Georgia. Most people think that if you mail it to
Tampa, it might get to Tampa quicker than if you mailed it to
Waycross, Georgia, and they're probably right.

The objective of such tactics is to convince the consumer that he
or she must act quickly to claim the prize, and that the best way
to do that is to purchase magazines. Our files are filled with con-
sumer complaints which prove that these and other deceptive tac-
tics actually worked—not only for American Family Publishers and
the sale of magazines, but for other sweepstakes operators selling
a wide variety of products.

The most disturbing of these cases involve especially vulnerable
individuals such as the elderly, the inform, and those with very
limited means. An elderly gentleman from Clearwater, Florida,
who suffers from dementia spent $30,000 with Publishers Clearing-
house in only 18 months. When we visited him, it was hard for us
and him to get around his apartment at the same time, he had so
many magazines and other things that he had purchased via
sweepstakes.

There is the 80-year-old lady from Seattle who postponed her
scheduled surgery so that she would be home when her $10 million
check was to arrive.
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A 78-year-old woman from Winter Springs, Florida, lives on food
stamps and Social Security, but she could not resist the sweep-
stakes offers that came into her mailbox. She is now being hounded
by collection agencies because the purchases she made to enter
those sweepstakes were made with worthless checks. Obviously,
she wasn’t worried about her check being worthless, because she
was going to win $10 million.

It would be simple to write of such cases with the axiom, “A fool
and his money are soon parted,” but these people, as we know, are
not fools. They are our neighbors, our parents, our grandparents,
all good people who have fallen victim to companies that have sac-
rificed decency and ethics on the altar of the bottom line.

What is more, no one is beyond the reach of such companies. A
couple months ago we filed our complaint against American Family
Publishers, and a letter from the company, signed by Ed McMahon
and Dick Clark, was delivered to my Tallahassee office. What I
thought happened was that they were willing to settle their case
because they thought they were wrong, but when I opened the let-
ter I got a real big surprise. “Attorney General,” the letter said,
“you will definitely win the cash or merchandise prize that appears
on your prize claim number label.”

I really thought about taking action against them, but I didn’t.
And the reason why I didn’t is that this really did come to my office
on April 1, and I believe that that probably is the only day that
that particular type of solicitation should be in our mailboxes. So
I thought that they probably would have a pretty good defense
against that particular suit.

But then I learned later that I was in real good company because
a similar letter was sent to a church in Bushnell, Florida, inform-
ing God that He was a finalist for a multi-million dollar prize from
American Family Publishers.

While the merchandise being sold may differ, the deceptive meth-
ods used by shady sweepstakes operators to sell them are often
quite similar.

One hallmark of the deceptive solicitation is a degree of com-
plexity for submitting a free entry that would turn an IRS tax code
writer green with envy. All but lost in that deliberate complexity
is the message that no purchase is necessary to enter the sweep-
stakes. Not only is that message obscured or given little or no
prominence; it is often contradicted by the content of the solicita-
tion piece.

As Senator Collins stated, they use such terms as “special han-
dling” and “rush orders,” often used to create the illusion of ur-
gency, even though all orders are obviously handled in the same
fashion.

False deadlines are designed to elicit immediate responses, even
though a sweepstakes might not close for more than a year.

Our investigation of American Family Publishers revealed that
people who purchased magazines through a sweepstakes often re-
ceived two invoices, just days apart. This is sometimes a second
part of the scam. Once they get you to buy the magazine, they will
then send you a bill, and then a few days thereafter you will get
another bill. Many people, believing that they didn’t pay the first
bill, will pay the second bill. Such tactics are intended to mislead
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consumers, especially the elderly, into paying two, three, or four
times. You would assume that if you pay two or three times for the
same year, what you’ll end up doing is getting some money back.
That’s not what happens. You end up getting that magazine maybe
2, 3, 4, or 5 years in the future, and many children and grand-
children are finding out that their parents or grandparents had
paid-up subscriptions well into the next century. The reason for
that problem, we believe, is that the solicitation company will re-
ceive about 80 or 90 percent of the actual billings the first year.
Subsequent billings, they may not get any percentage on at all, so
the more up-front money they can get, no matter for how many
years, and we believe that a large percentage of the profit is there.

We have to actually strike at these and other deceptive practices.
There are reforms that we would like to see.

First, there should be a clear separation between the process for
entering a sweepstakes and the process for buying a product. In
that same vein, any inferences that purchasing a product will en-
hance a consumer’s chance of winning should be eliminated.

Claims that a consumer is already a winner also should not be
allowed unless that consumer is in fact an unconditional winner.
The same holds in those instances when a sweepstakes operator
declares every solicited consumer a guaranteed winner, then sends
those who respond a worthless trinket. In addition, phony claims
that the consumer has become part of an elite group still vying for
the grand prize, when in fact they are not, should be prohibited.

The number of solicitations sent to a single consumer for any
particular sweepstakes should be limited to prevent exploitation of
especially vulnerable individuals. You may very well get the fourth
entry on the same sweepstakes; if you keep sending back cards,
you will keep getting the solicitations.

Along the same lines, there need to be restrictions on the sale
of lists containing the names of sweepstakes players. These are so-
called “mooch lists” and they are pure gold in this particular busi-
ness because these are people who have already been defrauded.
The companies will sell these lists from one company to another.

The odds of winning a sweepstakes, which in some instances can
be as high as one in hundreds of millions, should be clearly and
prominently disclosed.

Envelopes and letters designed to look like official documents
should not be allowed.

Safeguards to prevent multiple billings, and to prevent overpay-
ments from being used to extend subscriptions without a con-
sumer’s permission, should be put in place.

Sweepstakes promoters should include in their solicitations a
toll-free phone number for consumers to call for more information
about a particular contest.

And finally, promoters should also provide a toll-free number
that consumers can use to call to have their names taken off the
company’s mailing list, and those requests should be honored.

The task of reforming the sweepstakes marketing industry cries
out for a comprehensive nationwide approach. You have acknowl-
edged the wisdom of that approach, and we certainly appreciate
what you are doing here today.
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I would like to put into the record a resolution from the National
Association of Attorneys General which we adopted at our summer
meeting just a couple months ago, which established a Sweep-
stakes Subcommittee. It is chaired by Attorney General Jeff
Modisett out of Indiana, and we would be glad to work with you,
Senators, in this particular legislation.!

Senator COCHRAN. Thank you very much, Assistant Attorney
General Butterworth. We appreciate your testimony and your in-
volvement in this effort to try to put a stop to this kind of fraud
that is going on in our country. The resolution that you identified
will be made a part of the record.

Mr. BUTTERWORTH. Thank you, sir.

Senator COCHRAN. Let us now turn to Stanley Pruss, who is As-
sistant Attorney General in the State of Michigan.

We appreciate your being here, Mr. Assistant Attorney General.
You may proceed.

STATEMENT OF STANLEY F. PRUSS,2 ASSISTANT ATTORNEY
GENERAL IN CHARGE, CONSUMER PROTECTION DIVISION,
MICHIGAN DEPARTMENT OF ATTORNEY GENERAL, STATE
OF MICHIGAN

Mr. Pruss. Thank you, Mr. Chairman, Members of the Com-
mittee.

I am the Chief of the Consumer Protection Division of the Michi-
gan Department of Attorney General, and I am presenting this tes-
timony on behalf of Attorney General Frank Kelley, who regrets
that his schedule doesn’t allow him to be here today.

This hearing provides a much-needed opportunity for greatly en-
hanced public scrutiny of marketing practices that are becoming in-
creasingly unfair, deceptive, and unconscionable. It is our sincere
hope and expectation that this hearing will not only heighten pub-
lic awareness of these practices, but lead to meaningful State and
Federal legislative action directed at combatting these shameful,
predatory practices.

Primary among these marketing practices are the so-called
sweepstakes promotions that are being increasingly used by both
unscrupulous and legitimate members of the business community.
We are all aware of these promotions, as we are all—to varying de-
grees—victims. These mailings are almost always unsolicited and
unwanted; they are annoying and frustrating, yet they have been
specifically designed by marketing experts to be tantalizing and al-
luring. The envelopes are designed to compel the recipient to open
and examine the contents, and this is the hook. The most direct
and effective allurement is personalized deception such as, “Carl
Levin, you have just won $50 million,” in bold 16-point print.

Many people, fortunately, recognize this calculated deception to
sell goods or services and, most notoriously, magazines. Most of us
simply don’t have the time to unfold the numerous papers inside,
to choose between the Jaguar or Mercedes Benz from the colored,
adhesive-backed perforated stamps to affix to the return card. Yet
many of our citizens do have the time, and these are, dispro-

1The referenced resolution appears in the Appendix on page 178.
2The prepared statement of Mr. Pruss appears in the Appendix on page 77.
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portionally, our senior and disabled citizens. The deceptive lan-
guage of the promotions is so cleverly qualified that it is reasonable
for some to think that they have won a prize that will bring sudden
wealth. The sweepstakes promotions are, of course, designed to
suggest that the recipient’s eligibility for the prize is directly re-
lated to the extent of the purchase of the goods and services: Buy
more and you will likely win more; respond quickly and you will
win more; and never affix the “no” sticker to the return envelope.

The effectiveness of sweepstakes promotion as a marketing tech-
nique is in direct proportion to the magnitude of the deception and
the cleverness with which it is purveyed. The marketing experts
behind these unconscionable schemes know that there is a segment
of our population that will, most literally, buy into the deception.
And for that segment of our population, sweeps promotions can be
devastating. The most vulnerable of our citizens will write check
after check in response to these mailings in the elusive quest to
win the grand prize.

Worse, those who fall victim to the marketing predators once are
deliberately and knowingly set up to become victims again and
again, when their names and addresses are sold to others who sim-
ply steal their money. I have with me today letters and testi-
monials from relatives of persons, typically senior citizens, who
have come to discover that their loved ones have been exploited
and who have lost tens of thousands of dollars in response to prize
promotions. Some of our complainants inform us that their rel-
atives have garages and basements full of magazines and other
items from prize promoters and telemarketers.

The complaints include an elderly woman from Livonia, Michi-
gan, who sent more than $20,000 to prize promoters; a grand-
mother from Spruce, Michigan, who spent more than $20,000 on
sweepstakes in 1996 alone; and a woman in Michigan who has
spent more than $200,000 on sweepstakes promotions and whose
home and garage are filled with sweepstakes promotional mate-
rials. These complaints beg the question of how one could ever ex-
pend such sums without becoming the focus, chosen target of pred-
atory sweepstakes marketeers. The answer may line in this ver-
batim complaint we recently received from an 89-year-old resident
of Owosso, Michigan:

“In the past I have ordered various items from Publishers Clear-
ing House, have paid for some and returned others; and have re-
ceived several notices stating I am a winner. One time a person
called and stated that I was one of the last five people to win and
ask (sic) if I would be home on a certain date and to have my fam-
ily present. The last notice took the cake, they now have my com-
ments, my family and my neighbors (sic) comments to my winning.
I will soon be 90, and do not feel that I need this sort of harass-
ment. It is a fraud and unfair to me and others that they be al-
lowed to continue such false advertising. I, like any other person,
would like to be a winner, but obviously, this will not happen.
Please, help to stop this fraud, or help to make me a true winner.”

You, Members of this Subcommittee, can help every senior cit-
izen by putting a stop to these deceptive sweepstakes promotions.

In Michigan we have a horticultural company, Michigan Bulb,
that has used sweepstakes promotions that we believed were unfair
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and deceptive and thus violated the Michigan Consumer Protection
Act. We threatened legal action against Michigan Bulb and it
agreed to modify its Michigan sweepstakes mailings to address our
concerns. The problem, however, is that the sweepstakes promoters
find ever more ingenious ways to deceive and mislead the public.
The compliance and enforcement efforts of States have not been
able to stem the tide of deceptive solicitations nor anticipate the
new marketing techniques that are increasingly being employed by
an ever-widening array of businesses.

Of course, there are legitimate prize promotions that are effec-
tively used by the best of our business community, but those busi-
nesses that depend on sweepstakes campaigns have not been able
to conform their promotions to meet reasonable ethical or legal
standards.

The Direct Marketing Association, a trade group that includes in
its membership companies who use sweepstakes campaigns as
their primary marketing practice, represents that these promotions
are not inherently deceptive and even state that those who spend
large sums of money on such promotions are “unstable.” The Direct
Marketing Association’s position is astonishingly callous and out-
rageous. To suggest that these carefully designed and specially
crafted sales promotions are not inherently deceptive is as out-
rageous and bizarre as having the CEOs of the tobacco companies
come before this Congress and state that they are unaware of any
evidence that tobacco is addictive or that it causes cancer. To state
that those who respond to these deceptive solicitations are “unsta-
ble” is shameful, offensive, and wrong.

There are measures that can be taken that are simple and may
be effective. Some of these measures are already under consider-
ation by this Congress. Let me suggest a few.

Every mailing that contains a sweepstakes or prize promotion
should have clear and distinct disclosures on the front of the enve-
lope that inform the recipient that “This is a sweepstakes pro-
motion—you have not automatically won and you need not pur-
chase anything to win or to enhance your chances of winning.”

There should be clear and distinct disclosures specifying the odds
of winning every prize. The official rules need to be clearly stated
on the first page of the promotion materials in print that is large
and legible, and not like this.

The enforcement authority should be able to seek civil penalties
for every solicitation that fails to comply with these requirements.

Additional, enhanced civil penalties should be imposed in cases
where the evidence indicates that senior or disabled citizens were
targeted with the solicitation.

Last, this Subcommittee must not underestimate the creative
faculties of predatory marketeers who design and craft these pro-
motions. They will do their utmost to disguise or shadow any dis-
closure requirements that the law may impose. We will all have to
maintain our vigilance and respond accordingly.

Thank you for inviting Attorney General Kelley to appear before
this Subcommittee. Our department appreciates the opportunity to
speak out on these issues and to provide written testimony for the
permanent record.
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Senator COCHRAN. Thank you very much, Assistant Attorney
General Pruss. We appreciate your being here and your assistance
to our Subcommittee.

When I was responding to a question—it was Senator Levin who
asked Senator Campbell—about how we would effectively prohibit
sending materials that appear to be a check, for example, and turn
out not to be. I know that this envelope and the enclosure, that you
can see through the window—and I mistakenly said that it clearly
had printed on it, “Pay to the Order of Thad Cochran,” but now
that I look at it again it just says, “T'o the Order of Thad Cochran.”

Is that one of the deceptive practices that you’re talking about,
that we ought to be able to put a stop to, Mr. Hunter?

I have a couple of other examples. Here’s a staff member of mine
who received a similar letter from someone else, and it appears to
be a government or an official-kind of envelope, and the symbol
over here looks like it could be on a check, and it says, “To the
Order of,” and then the name of my staff member, a very similar
kind of thing through the mail.

I would guess that 99 percent of the people who receive mailings
like this will open them and see what they are, and both of these,
incidentally, turn out to be offers to loan money. This is no sweep-
stakes scam, but just a deceptive way of getting attention to the
fact that this company is willing to make you an equity loan on
your home.

Is this the kind of thing that we can deal with legislatively? Or
do we just have to continue to live with this kind of practice and
have everybody put on notice to read the letters carefully and not
be misled?

What is our advice to them? Mr. Hunter, do you want to try an
answer to that?

Mr. HUNTER. I'd be happy to.

I think first we need, through this process and by working with
the various entities that have an interest in it, to try to reach some
agreement on further prohibitions on what is permissible, and in
combination with that, to have some enhanced tools to quickly ad-
dress suspect offers, such as the subpoena power that was sug-
gested, so that when complaints begin to be received we can quick-
ly go in to obtain the necessary information to determine whether
or not it is in violation of the enhanced statues.

What you held up clearly is misleading, the one that had an
eagle on it that makes it appear more government-like in nature.
I think that an honest company should be willing to clearly rep-
resent what they are offering to you, so that when you ultimately
receive whatever it is, that you are not disappointed, that there is
a congruence between your expectations and reality.

Senator COCHRAN. One other example that I brought with me
today is from a staff member as well. This appears to be an official
Census survey. It says it is from the “Federal Records Service Cor-
poration,” “Do not fold,” and it’s a Washington address, and then
you open this up and it’s like a Census form. They want you to tell
them the names of your children, that this is a requirement, that
you have to send this information in—“Federal legislation requires
that all dependents born in this tax year must be listed by Social
Security number on your income tax return.” Then it points out
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that your newborn child may not be registered. They are enclosing
this information.

Of course, it turns out not to be the Social Security at all, but
some scam way of getting information about your family, sent in
to this so-called “Records Service Corporation.”

Is this legal? Or should this be prohibited by law?

Mr. HUNTER. We would have to look at that particular piece to
ascertain whether it is legal or not, but there are many businesses
that attempt to sell services that are available free from the gov-
ernment, such as with regards to Social Security.

Another example of a disturbing, misleading piece was a com-
plaint that we received that appeared to be a jury notice, and it
was for a young man who was away at college. It was received at
his home, where his mother lived, and she—thinking it was a jury
notice—arranged for him to leave school to come home. It was sim-
ply a misleading piece to entice the recipient to open it.

Senator COCHRAN. Would any of the pending bills or proposed
changes in the law prohibit another example here, which I hap-
pened to receive? This looks like a Special Delivery piece of mail,
entitled “Priority Express.” The only other information on it is my
name. Again, this one says, “Pay to the Order of William T. Coch-
ran.” I knew they didn’t know me well since they didn’t use Thad,;
they used the initial T. But that’s my name and that’s my address,
but it turns out again to be another solicitation for an equity loan.
They are willing to loan me $80,000 instead of the $50,000 offer
that I got from the other company.

Is this violative of any rule? If it isn’t, should we make it viola-
tive of Federal law?

Mr. HUNTER. That is probably one of the most difficult types to
address. Without looking at it personally, I don’t believe it is in vio-
lation. It’s flattering because it’s probably a knock-off on Postal
Service Priority Mail; we appreciate the flattery but not the misuse
of that well-known product.

I think there will always be a gray area, even if we better define
what is prohibited in terms of techniques that are used to entice
people to open it.

Senator COCHRAN. This is another one of these scams on raising
money. On the back of it you have Ed McMahon and Dick Clark
for the American Family Publishers, “Win now.” This came to one
of my staff members, but it purports to be some kind of official
United States mail—“Important, Confidential Documents En-
closed.” So this is sort of a new twist. I had never seen one of these
before until my staff member showed it to me.

Is this the kind of thing, Mr. Attorney General, that you tried
to put a stop to?

Mr. BUTTERWORTH. Senator, I have not seen that one, but if it
has Ed McMahon and Dick Clark on it, I'm sure we would look at
it.

Senator COCHRAN. On the back of it it says, “Win now. Match all
three dollar amounts and you could win $250, $500, up to $1,000,
automatically. Break the bank,” it says. Very enticing.

Senator Levin.

Senator LEVIN. Thank you very much, Mr. Chairman.
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First, Mr. Hunter, let me ask you about the Postal Service’s au-
thority and how it is implemented in this area.

If we impose requirements on how these solicitations can be
made and how they can be policed, we should find out in advance
whether they are practical. We have to make sure that whatever
we do really works in the real world out there. I am just won-
dering, in terms of the proposal that something that is inside an
envelope, if it contains something that is not mailable, how do you
know whether it’s not mailable until after you get a complaint
about it? By then most of the damage will be done, will it not?

Mr. HUNTER. Well, that’s the issue that you were debating with
Senator Campbell, and you're right. Of course, the difficulty is that
on the other hand you don’t want everything subject to inspection
because then you cross over into another constitutional concern.

So I think what you have to do in a situation like that is, you
do your best first to pass laws to try to clear up the ambiguity, and
that’s a real challenge because you're up against some very skilled
marketing techniques. But then in terms of the enforcement, that
you have a quick way to learn when something like that is hap-
pening.

One of the ideas I have that I'm working on with the Better
Business Bureau and others—and we have to wait for the Y2K
problem to be solved—is, I'd love to see a national capability to
learn when complaints are received, when the individual Better
Business Bureau receives them, the FTC receives them, the Postal
Service receives them, the States receive them. What if we had an
ability to store that information in a common fashion and tap it,
so that when something happens and each of us receives, at first,
one, two, three or four, so we probably don’t do much, because in
the scheme of things it has to reach a critical threshold so that we
say, “My goodness, look, in the Nation there are a thousand of
those out there now,” and then move in quickly with the tools that
you were advocating and I was advocating, the ability to go in with
that subpoena and immediately to determine whether or not it’s le-
gitimate, whether or not they have the means to fulfill the offer
that they’re purporting to make

S%nator LEVIN. You don’t currently have that power, is that cor-
rect?

Mr. HUNTER. Well, we're asking for these subpoena powers.
Other agencies do; we do not, so that you could go in and require
proof that they are able to fulfill the claims that they are making;
and if they are not, then to invoke those other capabilities like
withholding the mail until it can be resolved, so that you stop the
bleeding, if you will, you stop people from being victimized. And of
course, in that regard we're suggesting that some of those actions—
because many companies use multiple addresses, that the action,
when you take it in one location, would apply everywhere.

Senator LEVIN. The current mail fraud statute, as I read it, on
the administrative side provides a civil penalty if there is an effort
to evade a postal stop order. Is there a penalty or civil fine of any
kind, directly for violating the existing law, for instance?

Mr. HUNTER. No, there is not.

Senator LEVIN. Now, is there any reason why we shouldn’t add
that—I’'m not saying substitute it, but add it—to what we already
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have in law? There are a whole lot of areas where we provide, for
instance, civil fines for violation of law; we don’t have to have an
in-between step that you have to have an administrative pro-
ceeding, a stop order or some kind of an order, which in turn is vio-
lated, before we can impose a civil fine if there is a violation of the
underlying law or regulation.

Is there any reason why we should not provide that authority to
you to directly seek a civil fine?

Mr. HUNTER. Through the appropriate venues with the proper re-
view on the behalf of the defendant, no, I don’t think there is.

Probably the thing that we debated the most in preparing for
this testimony was what I feel is an absence of tougher criminal
penalties in some of these areas. We, of course, are advocating—
and you did, too—increased civil penalties, but you may level those
against people that can’t pay them because they've already spent
the ill-gotten gain, or for whom it’s just not a sufficient penalty.
But if you also have the alternative of offering someone a limited
diet and recreational opportunities through a criminal prosecution,
it may have even more of a salutary effect.

I don’t know. We’d need to work on that one.

Senator LEVIN. All right. Well, we’ll work with you on that one.

I want to just ask our Attorney General and our Assistant Attor-
ney General here that question in terms of Florida and Michigan.

Is there an in-between step when you seek some kind of fine or
administrative fine or civil penalty, that there has to be an order
violated? Or can you go directly—through a process, obviously; you
have to have a process before you can have a penalty or fine—but
through that process, for the violation of your underlying statute?

Mr. BUTTERWORTH. Basically in this case, with American Family
Publishers, we just filed a civil case against them. We are involved
in discovery now and everything else. But in some cases, where
they are very flagrant, we’ve been able to work with the postal in-
spectors, in essence get stop orders, and they work very well with
us insofar as we know that a scam is occurring. They will take the
mail from the boxes, and we go through the appropriate procedures
in order to take down that operation, and a lot of times we do go
criminally against them.

But it would help, as Mr. Hunter was saying, it would help us
as attorneys general in working with the postal authorities.

Senator LEVIN. All right. So we’re talking about a couple of
things. One is being able to go directly for civil penalties, as well
as strengthening your criminal penalties and whatever civil pen-
alties we provide, directly, or for violation of a stop order. Is that
correct?

Mr. BUTTERWORTH. Yes. And again, I think the biggest challenge
is going to be how we word what is prohibited, and of course, there
we need to hear from the third panel, the Direct Marketing Asso-
ciation, because hopefully you receive some agreement that legiti-
mate members of the industry participate in so that we aren’t
ﬁﬁ;hting in a gray, ambiguous area with regards to whatever law
there is.

Senator LEVIN. All right. Thank you.

Mr. Pruss. In Michigan—I should know the answer to this ques-
tion—is there a requirement for an in-between step, an inter-
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mediate step, before you can seek either a civil fine or an adminis-
trative penalty or civil relief against someone who violates Michi-
gan law?

Mr. Pruss. Not really, Senator Levin. Our primary enforcement
vehicle is the Michigan Consumer Protection Act, and anything
that confuses a person with respect to their legal rights and obliga-
tions and duties and so forth is a per se violation of that act, and
we can proceed in court for civil penalties, which aren’t very high
unless the violation is “knowing and persistent,” in which case it’s
$25,000. But not per diem, necessarily, and not per event. That’s
ambiguous and unclear.

There is, however, a notice procedure. Before we file in court we
are obligated to file what is called a “Notice of Intended Action,”
an attempt to work this out consensually with the party. Absent
that agreement, however, we can proceed directly to court.

Senator LEVIN. Thank you. Thank you, Mr. Chairman.

Senator COCHRAN. Thank you, Senator Levin.

Senator Collins.

Senator COLLINS. Thank you very much, Mr. Chairman.

Mr. Hunter, I am particularly concerned about the government
look-alike mailings. Senator Cochran held up the example that he
received at home, and when I am looking at it more closely I notice
at the bottom it says, “Buy and hold U.S. Savings Bonds.” It has
an eagle. It’s the same color envelope that our expense reimburse-
ment checks come in.

I also look at what Publishers Clearinghouse sends. The return
receipt card is so similar to the legitimate return receipt card that
the Postal Service uses—it’s a different color, but other than that,
it’s set up in an extremely similar manner.

Similarly, the postcard which I brought up first, which fortu-
nately you had a blown-up version of, that was sent to me by my
constituent, “Urgent Delivery,” “Official business, U.S. Govern-
ment”—those words, used over and over again. And I want to read
to you what my constituent wrote to me. She said, “This is the first
time that I have known that the U.S. Government is holding
money that belongs to me, and all I have to do is to send in less
than $10 and I can get my money.” This is outrageous. This really
troubles me. And I know that you quickly and effectively issued a
cease and desist order to stop this individual and to order him to
make refunds, but is that all we’re doing? Shouldn’t we at least im-
pose a fine? Shouldn’t we have a civil penalty process that the
Postal Service can undertake up front, rather than only if he vio-
lates your order?

We just need to be much tougher on this. The reason people are
answering is they assume that it must be legitimate, because how
could someone do this, otherwise? How could they get these offers
in the mail that look so official, that have U.S. Government on
them? People understandably assume that we’re protecting them.

I'd like to know, did anything else happen to this individual,
other than his being ordered to give back the money?

Mr. HUNTER. Well, I think you’re getting to the essence of what
I was talking about and some of the proposals were making. I
think some of these civil and administrative procedures are not
tough enough. So I agree; you have expressed it more articulately
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than I could, and the three of us welcome you as the most articu-
late member of this panel. [Laughter.]

Senator COLLINS. But in this particular case, was there any fine
imposed by anybody that you're aware of, by State government or
by the FTC or——

Mr. HUNTER. Not that I'm aware of, no.

Senator COLLINS. See, that really troubles me, because that
means that the chances of your getting off scot-free, or simply just
being ordered to refund the money and that being the only penalty,
is very troubling. There has to be more of a penalty for deliberately
deceiving people, like this woman from Machiasport, Maine, into
sending money. There has to be more of a penalty than just telling
the deceptive individual or company, “Give the money back.”

I would hope that all of us who are concerned about this issue
can join together and work with you and your colleagues at the
State level to figure out how we can toughen the laws so that there
will be some sort of deterrent up front that will discourage people
from engaging in these practices.

Mr. HUNTER. We would very much welcome that. Too often peo-
ple start new schemes—I mean, recidivism in this area is a prob-
lem. It’s just profitable enough; they make enough before we shut
them down that they’re enticed to do it again.

Senator COLLINS. The final comment I will make is that I suspect
you also see that once you shut down one scam, that the individual
pops up somewhere else with a different scam. That certainly is the
pattern in a lot of telephone fraud cases, and also securities scams,
which I've held hearings on. It’s so frustrating to see, for example,
a rogue broker who has ripped off elderly people and essentially
stolen their savings be discharged by his brokerage firm, and then
pop up and do business with another one.

I just think we need to be much tougher and make sure that this
deception doesn’t pay.

Thank you, Mr. Chairman.

Senator COCHRAN. Thank you, Senator, for your excellent com-
ments. I think you have shown us the way, and that is that we
ought to work together to try to put before the Senate a plan and
a strategy reflected in legislation to toughen up these laws. We
need to put a stop to some of these scams and these fraudulent
practices. There’s no telling—and we don’t know—how much money
it is costing the American people and how much heartache and dif-
ficulty families are suffering because of these activities that we
need to do something about. Thank you very much.

Senator LEVIN. Could I just ask one additional question?

Senator COCHRAN. Sure.

Senator LEVIN. I will be proposing specific fines and penalties,
administrative fines and penalties legislation, so that we don’t have
to go through this extra step which seems to me to be unnecessary.
To go through a whole step to get an order, which you then have
to prove is violated, before you can impose a fine or a penalty is
just too big a loophole.

So what I'll be proposing will be at least the option of going di-
rectly to the fine or the penalty without having to go through that
step, so that you don’t have to have an extra and unnecessary
step—unless you choose to take it, for whatever purpose you might.
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But part of that proposal relates to the questions of, what is a
violation? Right now, $10,000 per violation, to me, is far too weak.
We will be toughening that 510,000 provision significantly. But
what is a violation? If you send out 100,000 deceptive letters, is it
one violation or 100,000 violations? I think it’s 100,000 violations.

Mr. HUNTER. It would be very good to make that intent very
clear as you draft that legislation, whether it’s each piece of mail
or each mailing——

Senator LEVIN. Well, I intend to do that, because if there was one
deceptive letter sent to somebody that resulted in that person being
defrauded, hopefully you would go after that person who sent that
deceptive letter. One letter is enough to trigger our law.

Well, if there are 10,000 letters, there ought to be 10,000 viola-
tions. The only way we’re going to deter these guys, it seems to me,
is if we let them know that they’re not going to profit from their
deception. It’s the only way to stop them. Theyre in it for profit.
We have names there that are well-known and still trusted by peo-
ple despite all the deceptions which they've helped to perpetrate.
We have to stop it by going after the profit, taking the profit out
of it, and it seems to me we can’t any longer define a violation as
sending out 1 million pieces of mail that are deceptive. That’s a
million violations to me, and I intend to make it clear that every
letter that is deceptive, that violates our law, constitutes a viola-
tion in and of itself.

Mr. HUNTER. I like your thinking, and I also like your thinking
that the losses don’t need to build to a certain point, that there is
a certain level of damage before action is taken. So I appreciate
that.

Again, the biggest challenge is what is prohibited, and how do we
best word this? But I am sitting here pinching myself, wondering
if I'm asleep. I'm not used to hearings in which there is so much
agreement, so I appreciate this and look forward to working with
you.

Senator COCHRAN. Thank you very much for your assistance. We
appreciate it, Mr. Hunter, and the Attorneys General who have
been here with us today, thank you very much.

Our next panel is Richard Barton, who is Senior Vice President
of the Direct Marketing Association, and Dr. William Arnold from
Arizona State University. We thank you for being here today to
help us understand what the problems are and what some of the
possible solutions will be for dealing with this ever-growing crisis
that we have in our country.

Mr. Barton, we have a copy of your statement. We will have it
printed in the record in full. We encourage you to make such sum-
mary comments from that statement that you think are appro-
priate. You may proceed.

STATEMENT OF RICHARD A. BARTON,! SENIOR VICE
PRESIDENT, DIRECT MARKETING ASSOCIATION, INC.

Mr. BARTON. Senator Cochran, Senator Levin, and Senator Col-
lins, I was going to say that I am very pleased to be here to testify
before you. I'll have to amend that a little bit and say, I think I'm

1The prepared statement of Mr. Barton appears in the Appendix on page 82.
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very pleased to be here to testify before you to discuss with you the
Direct Marketing Association’s members and the legitimate sweep-
stakes—and the fraudulent sweepstakes, which we really want to
make a clear, fine line distinction between the two when we are
discussing that today, and what we as an industry can do to re-
solve both the problems that we’ve been discussing about fraudu-
lent sweepstakes, defrauding people, and about what we consider—
and we can discuss this later on—inappropriate or bad responses
to what we consider legitimate sweepstakes, and what we can do
to reduce those, also.

First, a short description of the Direct Marketing Association. We
are a trade association with 4,100 members internationally, 3,700
domestic corporations, involved in every form of direct marketing—
not only mail, but also telephone, growing marketing on the Inter-
net, and any kind of direct response marketing. We estimate
through WEFA studies that total direct marketing comes to about
$1.2 trillion in terms of total revenues, and about $390 billion of
that—these are not sweepstakes, Senator Levin—about $390 billion
of that, however, is through the mail. So we are dealing with what
we consider a significant segment of the American economy, of
which the sweepstakes are a part; not $390 billion, but an impor-
tant part that we would like to discuss with you.

Every fact that we have been able to put together over the past
30 or 40 years or so of legitimate sweepstakes shows that people
like them, that they respond to them, and that in most cases they
respond to them in a positive way. We estimate that probably more
than a billion sweepstakes promotions—legitimate sweepstakes
promotions—are sent out every year. It may even be more than
that; we don’t have precise numbers, but it’s a lot.

Roper Surveys indicate that 29 percent of all American adults re-
spond to one sweepstakes a year, at least one sweepstakes a year,
and some of them respond to even more. That’s 29 percent, or
about 55 million Americans. Of those, about 38 percent of the 29
percent made a purchase by responding to the sweepstakes, and 62
percent did not make a purchase.

And finally, just to give you some idea of the significance of this
to the economy, we estimate that approximately one-third, for ex-
ample, of all magazine subscriptions in the country are sold
through sweepstakes promotions.

We recognize with you definitely that the series of problems that
you are talking about are of great concern to us. The first is that
fraudulent sweepstakes are a growing problem, and they are sim-
ply a growing problem because of the popularity of those legitimate
sweepstakes, and there are many knock-offs of the current legiti-
mate sweepstakes. In fact, the Michigan Attorney General men-
tioned one which involved the Publishers Clearinghouse, which in
fact was a fraudulent scam knock-off of Publishers Clearinghouse
that was making the telephone calls. But we are very concerned
about these fraudulent outfits because not only do they defraud
people and cause people a lot of money, but they also cast asper-
sions upon a legitimate industry.

I have to emphasize throughout this entire conversation that
we're having with you that the hallmark or the actual cornerstone
of successful direct marketing is the trust of the American public,
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because we're dealing at arm’s length with the process. You don’t
go into a store and talk to an owner or a clerk whom you know;
you’re dealing with an arm’s length process, and it is absolutely es-
sential that people trust the process, trust us, and we have been
very supportive of legislation and activities on the part of many of
the people who are here today to try to eliminate fraud and even
questionable promotions which don’t cross the line of fraud.

The fraudulent sweepstakes, as you point out, are often aimed at
the elderly. Legitimate sweepstakes generally are not aimed at
anybody except a broad cross-section of the American public. They
often look like legitimate sweepstakes to the point that they even
copy the logos in many cases, but—and this is a very big but—in
all cases, in one way or another, the fraudulent sweepstakes re-
quire some sort of payment before you can receive a prize or what-
ever they're offering, and that is absolutely not the case with legiti-
mate sweepstakes. If anyone—and we use this in all of our lit-
erature—is asked to pay to receive a prize or a consideration from
a sweepstakes promotion, that promotion is illegal, is a scam, and
should not be responded to in any way other than to turn materials
over to law enforcement officials.

This association, certainly in the 20 years that I've been associ-
ated with it and longer than that, has been involved in many ac-
tivities to fight fraud. We deal on an almost daily basis with the
Chief Postal Inspector, Ken Hunter, and his people in the Postal
Inspection Service. We deal very closely with the Federal Trade
Commission, with the State Attorneys General, and in what is usu-
ally a positive relationship with other law enforcement agencies. In
fact, I have a pamphlet here, “Sweepstakes Advertising: A Con-
sumer’s Guide,” which is a piece that the Direct Marketing Associa-
tion sponsors in conjunction with the Postal Inspection Service to
describe how to spot fraudulent sweepstakes operations and what
legitimate sweepstakes are all about.

We also work—and I’'m going to make an offer today to increase
that work, including with you—with consumers’ organizations,
such as the National Consumers League, on a regular basis; the
National Fraud Information Center, which is a very growingly im-
portant method of fighting fraud; and the Council of Better Busi-
ness Bureaus.

We also have an Ethics Committee. In fact, we have two Ethics
Committees; I think we’re the only trade association in the world
that has two Ethics Committees. They consider cases against com-
panies or against promotions which people think are deceptive, are
unethical, and/or illegal. We have an extensive process in which we
confidentially hear cases against companies, and we make a very
strong effort within that process to resolve those differences, to get
the companies to stop their unethical promotions, that we would
consider unethical. In most cases we are quite successful with this.

It used to be a confidential process. The board has now agreed,
overcoming some problems with antitrust laws, that we are going
to begin to publicize that process, and in every case that we have
companies that do not agree to follow the ethical guidelines of the
association, we will publicize their names and even bring action
against them in appropriate cases, before our own board, to have
them dismissed from the Direct Marketing Association.
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Senator Levin and Chief Inspector Hunter were discussing the
possibility of stronger laws against fraud, and we have generally—
the history of the association is to support stronger fraud laws. We
can discuss a little bit later the work that we did with the Postal
Inspection Service and with Congress in tightening up the laws
against government look-alike envelopes around 10 or 12 years ago,
I think it was, which we thought was important, and the difficulty
you might have in expanding that law. But we are in favor of
stronger laws to get more tools to the Postal Service and other law
enforcement agencies, such as the Federal Trade Commission, to
fight scams and frauds.

But we also think that there are a lot of laws on the books now,
and that we can have even more vigorous enforcement both by law
enforcement agencies and also by consumer organizations and our
own association to more vigorously fight fraud.

Now, let me make a few points here about what I am going to
call “legitimate sweepstakes.” The legitimate sweepstakes—some of
the companies which you've been discussing here today—always,
there cannot or there certainly should not be any deviation from
this, certainly as far as our code of ethical business practice, which
I have here and which has been available to the Subcommittee—
never require a purchase to win. If there is any sweepstakes that
requires a purchase to win and does not say that they don’t require
a purchase to win, it is not a legitimate sweepstakes. There is full
disclosure in all sweepstakes that a person has not necessarily
won. We can discuss and argue over sizes of type and placement,
which is a fine thing to do, but it should be very clear to the Amer-
ican public and the people here that a person who receives a prize
notice has not necessarily won that prize.

Also, and this can be proven by statistics, that the people who
do not have equal chances as people who do order to win sweep-
stakes. In fact, as we’ve shown here today and can show anywhere,
most people who win sweepstakes prizes do not order from the
sweepstakes companies.

Now, that being said, I want to underline here that this associa-
tion and the members of the association and the companies we
have been discussing are very concerned about the comments that
were brought up by the two Attorneys General and by the Mem-
bers of the Subcommittee about, frankly—it’s true, we do consider
most of the highly-publicized cases of people who have been hurt
by their response to these sweepstakes, by what we would call in-
appropriate responses to the sweepstakes. Not all, but a lot of them
are. And we're dealing with a situation which, as a matter of fact,
frankly, concerns us very much and baffles us a little bit, because
it should be clear that in fact people don’t have to perform in the
way they do—for example, get on airplanes and fly down to Tampa,
or to make a payment which would be illegal to get a sweepstakes,
or to buy huge amounts of material in order to enhance their
chances to win. We think that some people are actually misled, per-
haps, by some of the promotions that we do, and we need to look
at those carefully to be sure that in fact they do not mislead people,
without affecting the important advertising message of those
sweepstakes promotions and the advertising message in general.
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But we are very concerned about that. We believe, and we came
to a conclusion some months ago, that the industry needs to make
a redoubled effort to work not only with law enforcement officials,
but also with the Congress and with our own members and with
the companies in order to be able to assure, as much as we can pos-
sibly assure, that people are not misled and people do not inappro-
priately respond to legitimate sweepstakes.

But—and this is a big but—we think that the proposed legisla-
tion, and we’re talking about Senator Campbell’s S. 2141, which
we’ve discussed with him at some length, is not the answer. I'm not
rejecting all the other proposals that have been discussed here from
the Postal Inspection Service and from Senator Levin. It’s quite
possible we can support those, or some of those, although I would
have to go back to our people and see what we can do with that.

But the proposed legislation very simply says that in very large
type you will have on the front of the envelope—and on the first
page, I believe it is, of the material in the envelope—very large
type, which is 16-point type inside, and I've forgotten what it is on
the front of the envelope, saying something to the effect that “you
haven’t necessarily won.” That is absolutely true. We believe that
that should be clear in any kind of promotion, that you have not
necessarily won. But to do it the way that Senator Campbell’s bill
does it, we believe very strongly would reduce the sales response
to the sweepstakes to such a radical point that it would conceivably
put a lot of them out of business.

And it’s a very simple thing. This is almost an advertising tru-
ism: If you have on the front of an envelope any negative kind of
thing—we even look at it in view of certain colors, which are sort
of perceived as negative—any kind of major negative language,
they will not open the envelope. And opening the envelope is what
we have to get people to do before they will even consider the prod-
uct. It is the same concept as space advertising in the newspaper,
getting people to come into the store. This is getting the people to
come into our store, and if you have any kind of negative adver-
tising—negative statements on the front; not even advertising, but
negative statements on the front—the tendency will be that people
will not open the envelope. Even the Federal Trade Commission
recognizes that much can be resolved once you open the envelope;
the issue is clear.

The second thing is that while we completely agree that dis-
claimers must be clear, and it should be clear that a person has
not necessarily won, if you put that on the top of an envelope in
16-point type—and I think you can see in my testimony how large
16-point type is, and you saw some of it up there in terms of some
of the signs that we had up there—that at the top of the envelope
you will have the same negative thing. It would be like putting at
the top of a political advertising piece or a political letter that you
send out to get people to go vote, “These are the views of the can-
didate and they may or may not be true,” 16-point type across
there, and then you’re not going to get your envelope opened, ei-
ther. And that envelope opening is going into yours and our store,
going to the voting booth.

If this is a matter of advertising, to dictate the kind and size of
type and the precise message—which is a negative message—on an



31

envelope and inside in this nature, we think it would very, very
substantially reduce our spots.

Now, that being said, there are many other things, we believe,
that Senator Campbell and this Subcommittee are moving in the
right direction on, in expressing concern and trying to do some-
thing about many of the things that are happening. We are willing
to work with you all on language for any kind of legislation. And
more importantly, as I will describe, to close a strong industry ap-
proach to improve this situation.

What can we do? Well, I've already outlined very briefly our cur-
rent ethics process. We are making a commitment here at this
hearing, right now, as an industry to do several things right away,
to move on as quickly as possible.

First, strengthening our sweepstakes guidelines, which are in-
cluded in our ethical business practice, to provide and require even
clearer explanations of sweepstakes programs and what they do
and do not do.

Second, in developing company programs to identify quickly high
activity respondents, such as we've been discussing here, so that
we can go to them and inform them that they need not buy and
that no purchase is necessary. In fact, some of our companies al-
ready do that, and to very good effect, I think, in many cases. And,
if necessary—which it often would prove necessary—removing
them from the mailing list. Someone here mentioned requirements
that people be removed from the mailing list. We have a national
program to do that, and it’s also going to be a requirement of our
members that they remove people from mailing lists when asked,
beginning in 1999, or they will not be able to be members of DMA.
So we think it would be appropriate to identify some of these high-
level respondents who are responding inappropriately and remove
them from our mailing lists, and discuss the issue with them.

We want to have a better program of training customer service
representatives in companies to identify problem cases; to work
with relatives, which we do sometimes; provide name suppression,
cancellations, and refunds, where necessary. We are committing
ourselves to developing a coordinated national consumer informa-
tion program to educate consumers about the operation of sweep-
stakes and how consumers can detect fraudulent sweepstakes. And
we are willing to serve as a clearinghouse for consumer complaints,
which we already do to a certain extent through our mail-order ac-
tion line about sweepstakes, and pass the complaints to law en-
forcement officials as we do already, and also to pass on the other
complaints, if necessary, to our Ethics Committees or to resolve
them on the spot, which is what we would prefer to do; and to es-
tablish a more effective relationship with the consumer organiza-
tions that we already have a relationship with to improve the infor-
maic{ion that they have about legitimate and fraudulent sweep-
stakes.

The conclusion here, really, is that we are as concerned as you
are. You are in some ways, frankly, describing an industry of legiti-
mate sweepstakes that I am not familiar with because of the char-
acterization of this industry in rather unflattering terms as people
who are out to grab a dollar and do nothing else. That’s not the
industry that I work for, and it is also not an industry which in
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fact is going to succeed over a long period of time because people
will lose trust and confidence, and we want to build and maintain
that trust and confidence.

So we are very strongly interested in working with you, Senators
Levin, Collins, and Cochran, and Senator Campbell, in working out
solutions to these problems, in which we think a good bit can be
done by increasing our activities as an industry in ethical guide-
lines and consumer education.

Thank you, Mr. Chairman.

Senator COCHRAN. Thank you, Mr. Barton, for your testimony.

Dr. Arnold, Professor of Gerontology, from Arizona State Univer-
sity. Welcome. You may proceed.

STATEMENT OF WILLIAM E. ARNOLD, Ph.D.,! DIRECTOR OF
GERONTOLOGY, ARIZONA STATE UNIVERSITY

Mr. ARNOLD. Thank you, Chairman Cochran, Senator Collins,
and Senator Levin. I guess Mr. Barton and I will be disagreeing
a little bit here in a few minutes over some of the things that have
been said, just to spice things up a little bit.

I'm not going to read my remarks. I am going to make three
points. I have a couple of stories to begin with. I want to talk brief-
ly about the research that I did, and then make some recommenda-
tions.

I got this on Friday: “Express Document, Rush Priority, Rush to
Addressee, Extremely Important.” It has the eagle on there; maybe
we ought to put a tiger on it instead. That might slow things down.
And then some more “Rush” on the other side. No mention of the
name of the company that sent it; it turns out to be a mortgage
company that wants me to subscribe.

I got that catalog from Michigan, Senator, and I wondered if I
had won, so I'm glad to know that you're working on that.

I got a call about 3 weeks ago on a radio program from a person
in Iowa whose mother lives in your State, and she was ready to
hop on a plane and fly to New York to collect her prize, but he was
fortunately able to talk her out of it.

Those are the stories. We've heard lots of stories far bigger and
stronger than I can make, but I want to skip over to page 11 of
the paper that I have for you and talk about two pieces of research,
and I think you have a document in front of you that describes
what this study was all about.

Essentially, in the first study I asked seniors in three different
senior centers to respond to the statements, and the statements
that you have are there. I gave them the statement, “Open at once.
Prize payment guaranteed to winners inside.”

Senator COCHRAN. This is the document that you’re referring to,
right here?

Mr. ARNOLD. Right. And it’s in black and white in the copies that
have been given to everybody else.

So they got that first statement, and I said, “OK, how likely are
you to open that document if you just see that single statement,
‘Open at once,” in red type?” And 39 percent said they would open
it up, and another 61 percent said not likely.

1The prepared statement of Mr. Arnold appears in the Appendix on page 89.
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So I asked then another question with the second statement that
says, “Notice: Postmaster, the security of this package is guaran-
teed,” and you’ve got that statement. Fascinating results; 57 per-
cent now said they would open it. The percentage increased when
the statement was there from the Postmaster, and I think that Mr.
Hunter stated very clearly why our seniors are responding the way
they do. They have trust and confidence in the Post Office, so they
read a statement like that and it suggests to them, “This is prob-
ably OK to go ahead and open up.”

I got another piece—and we’ll be studying this very shortly—this
is something new I had not seen, tamper-proof, a piece of tape that
says “If this seal is broken at time of arrival, please notify your
local postal authorities.” Again, it’s the same kind of thing, appeal-
ing to the credibility of the Post Office. Quite frankly, I have not
opened it, so I'm not even sure who it is from. But that was the
kind of thing that increased the willingness to open the envelope
if they saw it was from the Post Office.

The third was a warning similar to what Senator Campbell was
proposing. I put that on there, and I said, “By itself, if you just saw
that on the envelope and nothing else, how likely are you to open
it?” And the response was that 86 percent would not open the enve-
lope. So if we took Senator Campbell’s proposal and put that on the
envelope alone, then I think Mr. Barton is right, people would
probably throw it away.

The next study. I combined all three on an envelope that looks
like this, handed that to them, and then said, “OK, tell me what
you notice first.” And 78 percent said they noticed “Open at once,
prize payment inside.” Only 9 percent even noticed the statement
about the contents.

So I said, “OK, then, given that data, how likely are you to go
ahead and open the envelope?” What did they say? We had 78 per-
cent that ignored the contest and would say, “I'm going to go ahead
and open it; there’s something in there for me.”

Senator COCHRAN. You said, ignored the contest?

Mr. ARNOLD. They ignored the content of this message, that this
was a contest, their chances—I only put 80 million to 1; I've heard
120 million to 1 would be more appropriate. “You do not have to
play”—that was ignored by 78 percent.

So what’s the third and final point? It seems to me that legisla-
tion may work, but I think we need to do more in figuring out
where we place this if we allow this to be on there alone. Do we
put it on the back side, like a piece of tape, and say, “This is a con-
test”? We're going to do that research because we think we need
to do more. Maybe we need to put that in red and the other mes-
sages in the black and white.

So that’s what we’re going to be doing by way of research.

The second suggestion is that maybe we need to define what it
means to have a sweepstakes. What does that mean to everybody
who responds to it?

Third, we're going to be studying—mow that we've seen the
UnionGram, and there are others that we know are patently illegal
and should be stopped—we want to study the content of those
versus the ones used by the legitimate marketing firms to see
where there are differences.



34

Fourth, I think we need to look at—as, again, Mr. Barton has
pointed out—the specific type size and placement, and we've seen
plenty of examples of things that we need to do there. But we need
to test that along with cognitive abilities, attitudes towards the
U.S. Government, because obviously if tampering is an issue, then
we have a great deal of respect so we watch the messages that we
get across.

And finally, I guess I would call for—and what I've heard a lot
of folks calling for—a group getting together to decide what kind
of information we should have, what kind of enforcement we should
have, involve gerontologist around the country and communications
people who can look at that so that they can help you come up with
the most effective pieces of legislation.

Thank you very much.

Senator COCHRAN. Thank you, Dr. Arnold.

I showed some copies of correspondence that I had received and
my staff had received to the earlier panel, and I was curious to
know, Mr. Barton, whether your guidelines that you discussed for
the Direct Marketing Association would be violated by any of these
mailings that we received.

First of all, this government—appearing to be a government
check, that came to me, whether there is anything in that, and one
of my staff members had one almost exactly like it. Both of these
turn out to be from loan companies. There’s no harm done, I guess,
if we don’t take out the loan, but they both appear to be letters
from the government containing a government check, payable to
the addressee. Is there anything in your guidelines that would be
violated?

Mr. BARTON. I don’t know, because that would have to be a mat-
ter of committee study and interpretation. The closer it gets to look
like an actual government envelope, the closer it comes to violating
our ethical guidelines. Of course, if you take an actual government
envelope, it’s illegal. That’s one of the things that we worked on.

So what I've been saying is that it would at least be worth taking
a look at. I can’t say here, right now, whether it would violate the
guidelines. However, I would point out, without defending what
that envelope looks like or what’s on the front of the envelope, the
instant you opened it you knew what it was. In any direct mar-
keting context—and I think even the Federal Trade Commission
would say that a lot of hyperbole on the front of an envelope is re-
solved the minute you open it if it is in fact clear that it is not a
government check, which it is not, and that what it is is an offer
of credit.

But in terms of that specific envelope, I really would have to take
it and run it through—which is a quasi-legal process, our guide-
lines. I'm not sure, frankly, whether or not the Committee has re-
cently taken up any of those. I will find out for you and give you
a written statement on it.

Senator COCHRAN. One other question I have about your guide-
lines relates to the enforcement. You mentioned that if someone did
violate the guidelines, that they could be dismissed as members of
the association. Do you have any other sanctions that are imposed
for violating the guidelines, other than just no longer being able to
be a member of the Direct Marketing Association?
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Mr. BARTON. Well, from this point on we will publicize it, even
if it doesn’t come to the point of dismissal from the association. We
will make public the names of the companies which we have deter-
mined have violated the ethical guidelines, and distribute that in-
formation to the consumer organizations that we deal with, and it
will become public knowledge.

We think, certainly, for legitimate companies, that that’s a sub-
stantial problem for them. But dismissal, frankly, is probably going
to be used more and more as a sanction, and it turns out that
that’s a pretty good sanction because most of the people in this
business do not want to be looked on as pariahs. But that’s really
the best I can say about that.

In terms of—this is not exactly in terms of the ethics and the
law—also we are starting a national program to require companies
to remove names from mailing lists when they are requested to,
and that would include the kinds of things we’re talking about
here, with people’s inappropriate behavior to sweepstakes, which
we would determine that their names should be removed from
mailing lists, and to use all the programs that we use for people
who ask to get off of mailing lists. That would be a requirement
for membership, and they would be dismissed, too, if they didn’t do
that.

Senator COCHRAN. Dr. Arnold, in your judgment are those who
are vulnerable to deceptive and fraudulent practices—can they be
educated with tips and other advice in a way that would permit
them to be more likely to resist falling for some of these scams and
being duped or ripped off by them?

Mr. ARNOLD. Let me make two points on that. First, I hope so,
because I'm in the wrong business if I'm in education and we can’t
educate folks.

But second, let me give you a specific. One of the things we dis-
covered in doing the second piece of research was that our seniors
didn’t fully comprehend what bulk mail meant. I said, “How was
it mailed to you?” And they said, “Well, it says U.S. postage.” I
said, “Well, what does that mean?” “Well, it’s bulky, and it came
from someone,” so they did not distinguish between what would be
bulk rate, what would be first class, what might even be Priority
Mail. So I think that’s an issue we could look at, and I think that’s
part of the education.

The other point that I did not make, that perhaps we ought to
take off notices that are on letters and envelopes like this where
the Postmaster secures from tampering—maybe that’s doing more
harm than good by having that.

Senator COCHRAN. It legitimizes the mailing?

Mr. ARNOLD. And they see that the Postmaster approves of this
because it’s protected from tampering. Take that off, and the per-
centage that we got would be reduced to the “Open at once.”

Senator COCHRAN. Senator Levin.

S%nator LEVIN. How many members are there of your associa-
tion?

Mr. BARTON. There are 4,100 companies.

Senator LEVIN. There’s a bankruptcy petition here which was
filed by some company called Direct American Marketers, Inc. Are
you familiar with them?
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Mr. BARTON. I know of them, yes. They are not members of ours.

Senator LEVIN. They operated under—it looks to me—about 700
different names, one company.

Mr. BARTON. I know that they operated under a lot of different
names. I don’t know which ones

Senator LEVIN. I made a quick count. It looks like about 100 per
page, and there are seven pages. I doubt that any one of them were
members of your association.

Mr. BARTON. No.

Senator LEVIN. If so, what sanctions would you have taken
against this kind of an operation?

Mr. BARTON. They were members of ours, Senator, and they’re
no longer members. We did have an ethics case against them.
There were recommendations about dismissal, and they left mem-
bership in the association.

Senator LEVIN. Before you dismissed them?

Mr. BARTON. I believe so. That’s a while ago. I believe so, yes.

Senator LEVIN. That will give you an idea, folks, of the way these
companies operate. These names, using the word “award” to begin
with —“Award Administrator for Disbursements Division,” “Award
Auditing Division,” “Award Claims Center,” “Award Claims Cen-
tre” spelled differently, “Award Disbursement Unit,” “Award Notifi-
cation Director,” “Award Notification Services,” “Award Payment
Determination Center,” “Award Payment”—I mean, it just goes on
and on and on, page after page after page, one company using
about 750 different names.

I would like to make that part of the record.!

Senator COCHRAN. Without objection, so ordered.

Senator LEVIN. Mr. Barton, I'd like to show you a chart here, if
you would. Could you put the chart up there for me?

I want to ask you whether or not, in your judgment, this chart
complies with your ethics requirements. I know that you have a
committee there that looks at these, but I'd like you just to give
us your own personal opinion, not binding on your committee.!

Mr. BARTON. I can’t even read the type. [Laughter.]

Senator LEVIN. That’s my point. I appreciate it. Next exhibit.
[Laughter.]

Take a look at the words, “The judging is now final. Mr. Bruce”—
whatever his last name is—*“is one of our $1,666,000 winners.” 3

Now, Mr. Bruce, with his last name, is going to see that pretty
boldly. Here you are, one of our winners. I mean, my gosh, that will
get someone’s attention. But above that, it doesn’t look like any-
thing; there are some very small words. Can you point those words
out? Above, on the official notification—just point to them.

Mzr. BARTON. On the official notification, above——

Senator LEVIN. Yes, that little line above there. Keep going, high-
er, higher, higher—lower, lower. There. [Laughter.]

There. You got it. Now, I'm going to read that line to you that
nobody can find; even my staff member, who is an expert on this
subject, can’t find the line.

1The list of other names used by the debtor submitted by Senator Levin appears in the Ap-
pendix on page 165.

1The Chart referred to by Senator Levin appears in the Appendix on page 171.

3The exhibit referred to appears in the Appendix on page 172.
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“If you have and return the grand prize winning number, we’ll
declare”—that little unreadable line makes this legal under current
law. That’s not my question—we’re going to try to make it illegal
under new law, by the way. I'm saying that right now. But under
current law, because that little unreadable line is there that says,
“If you have and return the grand prize winning number, we’ll de-
clare”—then they go on to say, in type this big, “the judging is now
final. Mr. Bruce so-and-so is one of our $1,666,000 winners.”

Now, if that isn’t deceptive, I don’t know what in the hell is.

Mr. BARTON. Well, I'm not going to say—I don’t know whether
the Ethics Committee would find it deceptive or not deceptive. It’s
on the edge. But it does say—so now we’re talking about size of
type, because it does say, “If you have and return the grand prize
winning number, we’ll declare,” and it does say at the bottom, “If
you have and return the grand prize winning number, we will offi-
cially declare it as confirmed,” which is at the top of the piece on
the second page, I believe.

Senator LEVIN. But you see, your own ethics requirements talk
about size, and that’s why I want to get to your own ethics require-
ments, because Article 3 says, “Representations which by their size
are unlikely to be noticed”——

Mr. BARTON. Yes, but we don’t determine what the size is. And
this would, frankly, probably be one of the things that we would
be working on in order to expand our ethical guidelines.

Senator LEVIN. Do you think that little thing there is likely to
be noticed? We can’t even find it. My intrepid staff member, who
is an expert, can’t even find it. She probably knows more about
that form than anybody else in the room.

Mr. BARTON. Well, in one way or another, millions of people do
notice it, or at least do know that they haven’t won.

Senator LEVIN. I'm worried about the millions that don’t notice
it, by the way. I'm not worried about the few that are so used to
these scams that they look for the ways in which these hooks are
attempted to put into people’s hides.

I'm just asking you, as a rational and reasonable human being,
in your judgment, given the location of that and the size of that,
is that likely to be noticed under your own guidelines? Because if
it is, your guidelines aren’t worth anything.

Mr. BARTON. I don’t know what we would determine in our Eth-
ics Committee about the guidelines.

Senator LEVIN. Would you take that up with your Ethics Com-
mittee?

Mr. BARTON. Yes, I certainly would.

Senator LEVIN. How long would it take you to let us know?

Mr. BARTON. A month or two. They meet once a month, so give
me a little bit longer than that.

Senator LEVIN. All right, if you could do that.

Now, that’s Article 3 of your ethics rules, “Representations which
by their size and placement are unlikely to be noticed.” That’s one.

Mr. BARTON. Right.

Senator LEVIN. Now if you could put up the official rules.

This is on the envelope that that thing came in. Would you say
tha(t1 ?by the size of that, that they are unlikely to be understood or
read?
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Mr. BARTON. I think they would be unlikely to be read, frankly,
and one of the reasons you put official rules like this—I mean,
there are a lot of legal requirements, not in connection with this,
that you put official statements on pieces of paper, and they're all
in very small type, because you don’t want to take up a lot of space
from the message.

I don’t know whether we would talk about putting that in bigger
type. I think that the important thing is not to have all the official
rules in large type. The important thing would be to make it clear
that in fact you have not necessarily won.

Senator LEVIN. Yes.

Mr. BARTON. And I think that that kind of language, which you
see on thousands of documents and legal documents of all kinds—
not language, but size of type—I don’t really think that’s what
we’re talking about here. I think we’re talking about, is it going to
be clear to somebody that you have not necessarily won?

Senator LEVIN. Well, it says in your Article 25 that “the terms
and conditions should be easy to read.” Those are the terms and
conditions, one of which says “no purchase necessary.” By the way,
that’s only because I have strong glasses on and read it 23 times;
that’s the only way I can even find it. And there’s another one hid-
den in there that talks about your odds on this thing, which I can’t
even read now with my glasses on, but it’s—well, the prize bonus
gere, it says that the first prize is $25,000. That’s the first prize,

25,000.

This is what came in that envelope, “Judging is now final, and
Mr. Bruce so-and-so is one of our $1,666,000 winners.”

Mr. BARTON. I would have to look at that very carefully because
that doesn’t make sense. I agree with you, it doesn’t make sense.

Senator LEVIN. OK, it would be very helpful if your committee
could get back to us with that, plus some other exhibits which we
will give to you—if the Chairman is willing to do this—to give to
Mr. Barton a number of these documents that we have used, and
ask them to get back to the Subcommittee with whether or not—
the decision of their committee on whether or not these exhibits
that we are using here comply with their rules.

Finally—is that agreeable to the Chair?

Senator COCHRAN. It’s certainly agreeable, and we hope you will
be able to help us with that.

Mr. BARTON. We will treat you as an official complainant.

Senator COCHRAN. Good. Thank you. I think you got more than
one.

Senator LEVIN. One final comment. Is there any reason why we
should not make your ethical guidelines law?

Mr. BARTON. Well, you will have to admit that they are awfully
vague to be put into law. [Laughter.]

And I'm saying that in a positive way. Laws have to be very pre-
cise.

Senator LEVIN. Well, criminal laws surely do, but I'm talking
about civil fines and administrative fines. And when you say here
that “Offers should be clear, honest and complete so that the con-
sumer may know the exact nature of what is being offered,” “Rep-
resentations which by their size or placement are unlikely to be no-
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ticed,” I think that may be clear enough for administrative and
civil fines.

But in any event, would you give us——

Mr. BARTON. Let us look at it. You know, the changes in law that
you were discussing with Ken Hunter were things that I think that
we can look at and, probably, positively respond to, a lot of them,
and let us look at that, too.

Senator LEVIN. Good. Thank you.

I just have one question for Dr. Arnold and then I'll be done.

Your testimony was also very fascinating, I must tell you, be-
cause what it really is warning us of is that we can think we're
really accomplishing something by writing a law, but we may not
accomplish it at all. For instance, that warning about the Post-
master here may have absolutely no effect if at the same time, or
in the same envelope, people read more prominently a red bold-
faced something which tells them something else. So we have to
really think through what we do and take into consideration how
clever some of these folks are in evasion. I mean, we thought we
passed a law in 1990, I believe, relative to government look-alikes.
That was our effort, yet the Chairman has brought out a whole
bunch of government look-alikes here, and others have, too. Sen-
ator Collins has. They are government look-alikes. We didn’t suc-
ceed in 1990.

So we do have to take into consideration your expertise and that
of folks like you who have expertise in this area, and we would look
forward to your working with us as we attempt to tighten these

aws.

Senator COCHRAN. Thank you, Senator Levin. Senator Collins.

Senator COLLINS. Thank you, Mr. Chairman.

Mr. Barton, I was really disturbed by part of your testimony. You
said that a lot of the cases that we’re concerned about that have
been publicized were the result—and I wrote it down—of “inappro-
priate responses to sweepstakes.” That statement really troubles
me because it indicates to me a “blame the consumer” mentality.

I don’t think it’s unreasonable for someone who receives a sweep-
stake that says “Mr. So-and-so, it’s down to a two-person race for
$11 million, you and one other person in Florida were issued the
winning number,” etc., “and whoever returns it first wins it all” to
think that they’ve won. I don’t think that’s an inappropriate re-
sponse. I think it’s a very logical response to a very deceptive, mis-
leading statement.

Mr. BARTON. We agree with you in general about that particular
promotion piece. That was part of our ethics process and it was
withdrawn, also with the Attorneys General and so forth, so I
would agree with you about that.

But while we’re talking about response, we definitely not only
don’t want to blame the consumer because in fact the consumer is
a very important part of us, and we think they’re wonderful people.
But I really think you’d have to say that when you spend $20,000
or $30,000 of money you don’t have on a promotion, whatever it is,
whether it’s buying magazines or whatever, there is a problem
there, more than the fact that the person might have been deceived
by what we would consider a legitimate sweepstakes. We want to
reach people who are like that, to say that “You don’t have to do
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this, and there might be some other problems that we want to help
you with.”

I don’t want to sound condescending at all, but I think it’s pretty
clear from some of these examples that we have seen that they are
notkaverage, normal responses on the part of people who do sweep-
stakes.

Senator COLLINS. But the fact is, this was set up to deceive peo-
ple because if you buy a magazine, your response goes to Tampa,
where the number is going to be drawn. If you don’t buy a maga-
zine, the response goes to Georgia.

Mr. BARTON. Again I say, that promotion has been withdrawn.

Senator COLLINS. But this is so typical. The one I used in my
opening statement from my constituent in Portland says, “You
were declared one of our latest sweepstakes winners and you are
about to be paid more than $830,000 in cash.” It shouldn’t be a de-
tective game for people to figure out whether or not they really
have won.

Mr. BARTON. No, it should not be a detective game, whether or
not they really have won.

Senator COLLINS. What I'm really trying to ask is, what kind of
response are we talking about? If somebody just thinks they have
won and have done nothing, as bad as we think the promotion
might be, there’s no harm done there; they just throw it away, or
say, “Gee, I might have won.” If they buy a magazine or two, then
that is not an inappropriate response, as I was talking about, and
in fact that’s the kind of thing we don’t want to happen because
we think it ought to be made clear.

Mr. BARTON. You're right, it ought to be made clear—that in fact
they have not necessarily won.

Senator COLLINS. The problem is that it isn’t just a small num-
ber of unsophisticated consumers. I know Dr. Arnold’s research
shows that. There’s one report in Iowa in response to just the Pub-
lishers Clearinghouse Sweepstakes that showed 126 Iowans, nearly
three-quarters of them over age 70, spent $2,500 or more on maga-
zines in response to one solicitation.

Almost 2,000 Iowans paid the company more than $1,000 in 1996
and 1997. I agree with you that you can’t save everyone from mak-
ing a mistake, but that assumes that they've received a clear and
legitimate offer. That’s not what’s happening.

Mr. BARTON. It assumes that they believed that they had to buy
something—you’re assuming that they believed they had to buy
something to win the sweepstakes.

Senator COLLINS. Do you think they didn’t believe that?

Mr. BARTON. No. I'm not saying that I didn’t think they didn’t.
I'm saying that to the extent that that happens, it shouldn’t hap-
pen, and that’s not what I was talking about. I was talking about
people who have garages full of stuff, that we talked about, that
are truly inappropriate responses. These people need to be helped
by us and by other people not to respond to sweepstakes like that.
In that kind of sweepstakes, there should be no reason whatsoever
that anybody would go in and spend $2,500—or even $15—for a
magazine that they didn’t want to buy, if they believe that it’s
going to help them win the sweepstakes. And we’re committed to
working with you to be sure that that happens, and that to the
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best of our extent, that the industry presents promotions that are
not in fact deceptive in that way.

What I am saying in a sense here is that there is a gray area
in all of advertising of what you and I would define as deceptive,
and what is just strong hyperbole, and we need to find somewhere
where that line is, I guess, because there is a lot of strong adver-
tising that goes on in newspapers and magazines and so forth
which some people might consider deceptive and other people
might consider just strong selling tactics.

So what we want to do is provide an ability for the consumer to
make a wise choice, and we think most of them do. More than 60
percent of the people who respond to sweepstakes don’t buy, and
those who win don’t buy. So we’re willing to do that.

Our problem with Senator Campbell’s bill is that the require-
ment for the type and placement is so negative that we think that
it would just substantially reduce response all across the board, not
just from the elderly.

Senator COLLINS. Well, in some of these cases I would be happy
if the consumer threw it away because of what you call “negative
information” on the envelope, and what I would call “truthful infor-
mation” on the envelope. I think we would perhaps be saving some
consumers a lot of grief and financial loss.

I realize that you are committed to working with us on this, and
I hope that you will concede that the industry has a long way to
go to make sure that deceptive practices like these do not continue.

Mr. BARTON. Yes.

Senator COLLINS. I have just a couple quick questions for Dr. Ar-
nold.

Dr. Arnold, I want to follow up with you on the issue of who is
deceived. It’s my understanding—I don’t know whether you’re fa-
miliar with it—that the AARP, the American Association of Retired
People, has found that seniors are more likely to be victims, and
that it’s not necessary the isolated and ill-informed senior, but
rather that a sophisticated and well-educated senior citizen can
also be snared by this kind of deceptive sweepstakes or pseudo-gov-
ernment mailing. Are you familiar with that study? Is that accu-
rate?

Mr. ARNOLD. Yes. I'm familiar with that, and the data that we
have supports the same thing.

Senator COLLINS. My final question that I want to ask you fol-
lows up on the excellent point that you made, that seniors are per-
haps more vulnerable because they trust government more; and
when they see something referring to the “Postmaster” on the enve-
lope, or “Buy U.S. Savings Bonds,” or it’s the color of a government
envelope, or it has an eagle on it, they’re more likely to think that
t}flfg government somehow has approved this or that it’s a legitimate
offer.

Is there also a similar factor at work with the use of respected,
well-known celebrity spokesmen to promote sweepstakes?

Mr. ARNOLD. The one thing that is standard in communication
is the notion of credibility. That’s something that we’ve known for
2,300 years. If you have someone who is highly credible as your
spokesperson and that’s someone that they believe, then they’re
going to be more persuaded by it. Just as an aside I asked, “Well,
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who should we get to speak against telemarketing and mail fraud?”
And everybody among the seniors responded, “Why, Hugh Downs.”
So they are turning to another senior who is respected by that com-
munity to speak out against what some other folks are doing on the
other side.

Senator COLLINS. Thank you.

Thank you, Mr. Chairman, for an excellent hearing.

Senator COCHRAN. Thank you, Senator Collins.

Senator Levin, do you have any further questions?

Senator LEVIN. I just want to thank our witnesses.

Senator COCHRAN. Thank you especially to the Senators who
worked hard to prepare for this hearing. We appreciate the support
and assistance that they have provided, and the members of our
staff who have helped arrange and prepare for the hearing as well.
And to all of our witnesses, we thank you, the Attorneys General
and the Postal Service Inspector, and the other witnesses. We are
very grateful for your assistance in helping us better understand
the extent of this problem and what the options are for dealing
more effectively with it. We think it is time for reform, for tight-
ening up these laws and rules, and we are serious about doing
something about it. Senator Campbell has laid out a proposed
change in the law, the Honesty in Sweepstakes Act, which we have
considered at this hearing. There are other suggestions that the
Postal Service has made and that others have made, that Senators
on the Subcommittee have made. We are going to consider these
options.1

We appreciate the fact that there is an upgrading of the ethical
guidelines for the association that has already been undertaken,
maybe as a result of the initiatives that we’ve seen here in this
Subcommittee.

But we look forward to working with all of you to help make re-
form a reality and not just a promise.

The hearing is adjourned.

[Whereupon, at 4:47 p.m., the Subcommittee was adjourned, to
reconvene at the call of the Chair.]

1GAO testimony, “Issues Related to Honesty in Sweepstakes Act of 1998, S. 2141,” submitted
for the record, appears in the Appendix on page 180.
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Mr. Chairman, Ranking Member Levin, members of the subcommittee, it is my pleasure to come
before you today to testify on S. 2141, the Honesty in Sweepstakes Act of 1998.

Thank you, Mr. Chairman, for holding this hearing on one of the preeminent consumer abuse
issues we face today -- the use of misleading direct mail marketing practices -- especially some
all to common methods used in sweepstakes promotions.

[ believe that the Honesty in Sweepstakes Act would be a big step in protecting consumers from
deceptive mass mailings marketing tactics. Far too many American consumers arc being taken
advantage of by increasingly deceptive marketing ploys. These ploys prey upon people’s hopes
and dreams. The situation is getting worse.

This bill will go a long way in helping protect our country’s most vulnerable citizens -- those
who are particulary susceptible to these deceptive promotions -- including seniors, the lesser
educated, and the poor. It seems that all too often it is the very peopie who can least afford it
who are the ones who get sucked in by convineing -- yet false -- promises of certain riches.

When a reporter with the New York Times interviewed me about the Honesty in Sweepstakes
Act, he asked me if this bill was meant to appeal to our nation’s seniors. Then and now | respond
“Heck no, I am just looking out for my brothers and sisters. I am a senior now t0o.” In fact, the
New York Times thinks that sweepstakes abuses have become so problematic that the resulting
article appeared on the front page -- and above the fold -- of the July 28, 1998 New York Times.
Mr. Chairman, [ ask consent to submit a copy of this article for the record.

Sweepstakes have been around for a long time. Those days when you could just look at them
and know that they were sweepstakes are long gone. These days sweepstakes boldly use
announcements like “Congratulations, Ben Nighthorse Campbell, you have already won 24
million dollars!” This amounts to modern day snake oil -- and it is being delivered through our
nation’s postal system.

Over the years sweepstakes have become increasingly sophisticated and deceptive. While these
promotional tactics may be technically legal -- they appear to be skirting the limits of the law.
These deceptive tactics run counter to America’s values of honesty and forthrightness.

The Honesty in Sweepstakes Act would address this problem by requiring that a few key
disclosures be clearly printed on the face of sweepstakes envelopes and enclosed promotional
materials. For example, one disclosure would simply read “This is a sweepstakes. You have not
automatically won.” This would effectively neutralize common misleading claims such as
“Congratulations Joe Public, you have just won $600,000.” Hopefully sweepstakes promoters
who use these types of claims would see the light and make more forthright claims such as “Joe
Public, you are eligible for a $600,000 sweepstakes drawing.”
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A complementary section of this bill calls for similar honesty disclosures for cashier’s check look
alikes -- which are often practically indistinguishable from real cashier’s checks. These
disclosures would be printed up-front, in clear language and in large print.

The participation of American consumers would help make the Honesty in Sweepstakes Act
work. When consumers receive sweepstakes mailings that do not contain these honesty
disclosures -- they could call the offices of the U.S. Postal Inspector -- who would then be
authorized to take appropriate action. This approach is founded on the important precedent of
how the U.S. Postal Service may respond to government look-ali%e mailings -- promotional
materials designed to look just like official govermmental mailings. In addition, the U.S. Postal
Inspection Service may need additional enforcement mechanisms. [ look forward to working
with Chief Postal Inspector Kenneth Hunter as we continue our work on this bill.

While drafting the bill | consulted with the offices of Colorado Attorney General Gayle Norton
and Florida Attomney Generai Robert Butterworth. One key result of these consultations was the
inclusion of a clause stating that nothing in this bill will preempt state law. This clause preserves
the right of each state to enact its own additional guidelines or take additional legal action as they
see fit. [ appreciate the input from these two Attorneys General and | am pleased to see that
Robert Butterworth -- Florida’s Attorney General -- will be testifying later today.

We can expect that some desperate critics may try to claim that the Honesty in Sweepstakes Act
may violate the Constitution’s guarantee of freedom of speech. My response is twofold. First,
this bill would not restrict what sweepstakes promoters may say. No part of the bill prohibits any
language. It simply says that they need to make key disclosures clearly and up front.

Second, these disclosure requirements are just like health warnings on packs of cigarettes,
nutritional labeling on our nation’s food, and other existing disclosure rules. Each of these uses
standardized disclosures and font sizes. If they were unconstitutional the Supreme Court would
have already thrown out existing labeling rules. When consumers have the important information
they need, they will be better able to make better purchasing decisions and live better lives.

Unfortunately, no one truly knows the exact extent of the problem. Over the past two months the
Government Accounting Office has been trying to get an exact feel for the full extent of the
problem. The GAQ’s work has revealed that -- while our country has no centralized data base of
reported sweepstakes abuses -- or centralized overseeing authority -- abundant media reports and
anecdotal horror stories are clearly just the tip of the iceberg. We need to start turning the ship
now -- before more consumers are victimized. Mr. Chairman, I want to thank the GAO for their
good work.

The abundant evidence -- including the deceptive promotions each of us as Americans receive in
our mailboxes on a regular basis -- makes it clear that current laws aimed at stopping deceptive
promotions simply are not working.
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Just last week the Consumer Federation of America gave the Honesty in Sweepstakes Act its
strong endorsement. In a well worded and persuasive letter -- our retired colieague, Senator
Metzenbaum -- states that he believes that the merits of this bill are such that it deserves to be
passed and enacted this year -- even with so few legislative days remaining. [ appreciate the
Consumer federation’s and Senator Metzenbaum’s endorsement and ask that a copy of the letter
be included in the record.

The National Consumers League has also sent me a letter in support of this bill. One quote from
this letter reads “This legislation would be very effective in preventing misleading and deceptive
sweepstakes solicitations.” I ask that this letter also be included in the record.

These days, too many sweepstakes promotions resemble wolves in sheepskin. Something clearly
needs to be done. This bill is about peeling the sheepskin off the back of the wolves. We may

hear some howling, but American consumers will be better off in the end.

1 look forward to working with you and the rest of the Senate to try to get this bill enacted this
year.

Thank you, Mr. Chairman.
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Good afternoon Mr. Chairman, | am Ken Hunter, Chief Postal Inspector. | appreciate
this opportunity to appear before you to discuss sweepstakes and government look-
alike mailings. | want to thank you, Senator Levin, and Senator Collins for the interest
you are showing in addressing this problem. Your efforts here provide one more means
to educate the American public. We are very concerned about the adverse impact
some of these mailings can have upon consumers.

The Postal Inspection Service is the criminai investigative arm of the U.S. Postal
Service. We are responsible for protecting postal employees, the mails, and postal
facilities from criminal attack, and for protecting consumers from being victimized by
fraudulent schemes or other crimes involving the mails. We also work to rid the mails of
drug trafficking and money laundering; mail bombs; and perhaps one of the most
despicable crimes- child exploitation. In addition, we along with the Office of Inspector
General conduct internal audits of postal operations. The Postal Inspection Service,
which employees about 2,100 postal inspectors, 1,400 postal police officers and 800
professional, technical and support employees, has performed many of these duties for
over 200 years and is one of the oldest federal law enforcement agencies.

A number of statutes enable us to take action against fraudulent practices involving the
use of the mails. Our primary weapons are two statutes originally enacted over 125
years ago: the criminal mail fraud statute and the civil false representations and lottery
statute. The public policy, which underlies these statutes, remains valid today: the
postal system created by Congress to serve the American public should not be used to
conduct schemes that seek to cheat the public.

The nation's mail service was designed to assure that there was always a reliable,
efficient, affordable and secure means of communication for its citizens. A recent
Harris Poll affirms that the American public feels significantly more confidant about the
security of mail, than they do in telephone or Internet communications. Even in a world
of advanced technology and instant communications, the people and businesses of this
land feel more secure in a hardcopy delivery system, that is backed by a U. S.
Government guarantee- the Postal Inspection Service. Our mission is to prevent
unscrupulous promoters from damaging that confidence.

INSPECTION SERVICE JURISDICTION

Perhaps our best known remedy is the criminal mail fraud statute, 18 U.S.C. § 1341.
During the past fiscal year, 1377 investigations were initiated regarding possible mail
fraud violations. We arrested 1545 individuals associated with fraudulent schemes and
obtained 1533 convictions, resulting in prison sentences, fines in excess of $12.1
million, and court-ordered and voluntary restitution of over $316 million.

Where the proceeds of a crime are used to further the illegal activity or are concealed,
we have authority under the money iaundering statutes to forfeit those proceeds or

2
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property acquired with them. Our first consideration in dispersing forfeited funds is to
return them to the victims whenever possible. The authority to prosecute mail fraud
violations is vested in the U.S. Department of Justice. The cases are tried in the U.S.
District Courts.

The False Representation and Lottery Statute, 39 U.S.C. § 3005, allows the Postal
Service to take administrative action to return to consumers all mail sent in response to
a lottery or a scheme which seeks to obtain money or property by mail through false
representations. The statute also authorizes the Postal Service to issue cease and
desist orders prohibiting future operation of the lottery or false advertising scheme.
Violation of these orders can result in penalties of up to $10,000 per violation. The
Postal Service Law Department initiates administrative proceedings under these
statutes before the Postal Service Judicial Officer. The Judicial Officer considers
whether we have proven by a preponderance of the evidence, that material facts about
a particular product or service have been misrepresented. Last fiscal year, complaints
filed with the Judicial Officer alleging violations of Section 3005 which were resolved,
resulted in 53 consent agreements, 65 cease and desist orders and 91 False
Representation Orders.

Because the administrative proceedings may be time-consuming and mail scams often
are of short duration, two federal statutes (18 U.S.C. § 1345 and 39 U.S.C. § 3007)
authorize the U.S. district courts to issue injunctions to prevent consumer losses while
the administrative proceedings are pending. Section 1345 permits broad injunctive
orders ranging from stopping the mailing of the fraudulent solicitation to the
appointment of a receiver to manage a fraudulent company and provide restitution to
victims. Section 3007 allows the U.S. District Courts to issue temporary restraining
orders and preliminary injunctions permitting the Postal Service to withhold from
delivery mail in response to schemes which are the subject of pending actions under
the false representation and lottery statute. During Fiscal Year 97 we applied for and
were granted eleven temporary restraining orders.

We also enforce 18 U.S.C. § 1302, which makes it a crime to mail lottery tickets and
related matter. With limited exceptions for certain mailings conducted by State-
operated lotteries, or nonprofit organizations, this statute applies to any mailing that
involves the three legal elements of a “lottery™ prize, chance and consideration. | will
elaborate upon these requirements later. For now it may suffice to say that any
scheme in which a prize is awarded based upon chance and in which consideration
must be given in order to be eligible to win constitutes an unlawful lottery under Section
1302. However, if any one of these required elements is missing, the promotion does
not violate the statute. Accordingly, while the statute could apply not only to classic
lottery ticket promotions, but to sweepstakes promotions as well; it will only apply where
the sweepstakes requires the remittance of a fee or the purchase of goods or services
in order to be eligible to win a prize through a drawing. Often, sweepstakes promotions
offer a free entry option and thus no legal “consideration” under the statute.
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Under other statutes, the Postal Service can withhold from delivery mail sent to false or
fictitious names or addresses. Title 39 U.S. Code, Sections 3003 and 3004, provide
that if a promoter uses a false or fictitious name or address to conduct a scheme in
violation of the mail fraud statute (18 U.S.C. § 1341) or to escape identification, the
Postal Service can withhold mail sent in response to the scheme pending adequate
identification and proof of entitlement to the mail. These statutes were used in 140
cases during the past fiscal year, preventing the promoters’ receipt of their intended
victims' money. .

Our mail fraud investigations have encountered a wide range of imaginative scams,

motivated by greed, and intent upon defrauding the consumer, businesses and
government.

SWEEPSTAKES AND LOTTERY MAILINGS

My testimony today will focus on sweepstakes and prize award mailings that represent
fraud against the consumer. Our focus here is not upon the many legitimate business
solicitations that use the mails as an effective and reliable marketing option, but those
that seek to be deceptive.

Sweepstakes mailings often are completely lawful, non-deceptive marketing programs.
They seek to solicit a response by satisfying the enjoyment many people derive from
entering sweepstakes. Unfortunately, there also are sweepstakes which constitute
fraudulent or deceptive advertising practices or which constitute illegal lotteries.
Sweepstakes promotions may lawfully be distributed by mail provided they are very
clear about what is being offered, i.e. they are not fraudulent or deceptive and provided
that they do not fall within the legal definition of a “lottery.”

As | previously mentioned, a promotion is an unlawful lottery if, in order to win a prize
based upon chance, the participant must pay some consideration. A “prize” can consist
of anything of value. “Chance” is present if winning any prize, or one prize as opposed
to another, depends predominately upon events beyond the participant's control--for
example, random selection of a winning number. “Consideration” normally consists of
requiring participants to make a purchase from, or otherwise pay money to, the sponsor
of the promotion, in order to be eligible to obtain a prize. So-called "sweepstakes”
promotions often avoid the postal lottery statutes by allowing optional participation with
"no purchase required”, thereby removing the required legal element of “consideration.”
To be legally effective, however, the “option” must be unambiguous - it must not leave
the impression that the chance of winning is reduced if the no purchase option is
exercised.

During Fiscal Year 1997, the Postal Service initiated four false representation cases
against prize promotions and 89 against lotteries. The prize promotion cases resulted
in two consent agreements under which the advertisers agreed to discontinue the
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scheme and accept the entry of a cease and desist order and the issuance in two
contested cases of cease and desist orders against the operators of the two schemes.
The lottery cases resulted in 89 False Representation Orders being issued.

During the first ten months of Fiscal Year 1998 the Postal Service has initiated seven
false representation cases involving prize promotions and 56 against lotteries. Thus far
the prize promotion cases have resuilted in three consent agreements, two cease and
desist orders and one False Representation Order. The lottery cases have resulted 55
False Representation Orders.

To further combat illegal lotteries and prevent the victimization of American citizens,
U.S. Customs Service officials work with the Inspection Service to stop such offerings
from entering the country. U.S. Customs agents now contact postal inspectors when
they find such mail during border searches. The mail is detained and samples are
forwarded to the Postal Service Law Department to determine their legality. If mail is
considered illegal, the mailer is notified that the material is subject to destruction and
may appeal the notice. If the mailer fails to appeal or loses the appeal, the detained
mail is destroyed. Over 1.8 million pieces of illegal foreign lottery mail were destroyed
during Fiscal Year 1997. An additional 1.9 million pieces were destroyed during the first
half of this fiscal year.

At this time we have 42 open sweepstakes investigations and 78 open lottery
investigations.

The following cases illustrate recent prize award schemes and the actions we have
taken to prevent consumer losses.

Creative Advertising Inc., Prize Transfer Payment Division, of Tempe, Arizona used a
“Notice Letter” to solicit money through the mail. The letter, of which there were several
versions, advised recipients that the company was holding a check or cash to be
delivered to the addressee. Consumers were enticed to remit either a $10.00 or $19.00
“processing fee” for an “additional $2,000 redeemable documentation package.” In
fact, people who sent in the fee actually received a booklet of aimost worthless coupons
as fulfillment.

On May 15, 1998, the subject of this investigation signed a consent agreement to
permanently discontinue mailing the solicitation and also agreeing to pay refunds to all
persons who complained. The Postal Service also issued a cease and desist order to
bar the operators from future conduct of this nature and a False Representation Order
to halt the delivery of any additional mail related to the promotion.

In another case, postal inspectors were notified in July 1997 by the Rhode Island
Attorney General's Office of complaints regarding a promotion using the name Falco,
Collingsford & Woodmyre (FCW) in Warwick, Rhode Isiand. This was a prize award
mailing where consumers were led to believe that they would receive a large prize, e.g.
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$10,000 for the payment of a fee. In fact what the consumer received was a $1.00
check and a coupon/voucher boak which required the expenditure of a substantial
amount of money to achieve the savings claimed.

The investigation determined that the promoters were the subjects of a prior action
brought by the Postal Service in 1993. That matter was settled by means of a consent
agreement which provided for the issuance of a cease and desist order. The Postal
Service Law Department, supported by a declaration from the investigating Inspector,
requested the Judicial Officer of the Postal Service to issue an order stopping all mail
addressed to FCW, which he did.

This action resulted in the Postal Service denying the promoters thousands of
remittances resulting in a substantial saving to the American public. This matter was
ultimately settied with the Postal Service returning all the mail to the senders and the
company agreeing to pay a $5,000 penalty to the Postal Service.

A significant investigation involved James Blair Down, a Canadian citizen, who
operated numerous companies that solicited money from consumers through direct mail
and telemarketing ventures.

In August, 1997 Down was indicted in Seattle, WA based on his involvement in a
telemarketing scheme involving foreign lotteries which had swindled hundreds of
American consumers out of millions of dollars. Additionally, accounts associated with
Down's operations containing approximately $12.4 million were frozen pending
forfeiture proceedings. Two weeks ago he pled guilty in Seattle and is awaiting
sentencing. During the investigation a questionnaire was sent to 880 victims. From
those who responded with complete information we learned the following:

s Average age — 74 years
« 192 reported losses of over $10,000 each (average of about $50,000
with a total loss of $9.6 million)

While this case was pending, Down was also engaged in another series of schemes
involving the mailing of millions of solicitations disguised as notices informing recipients
they had won valuable prizes. In fact, the consumer was duped into remitting fees for
various ancillary services and in most cases, no prizes were awarded.

The new investigation was based on a series of mailings that we believe targeted the
elderly. There were approximately 125 different mailings, or variations of mailings,
which used about 70 different addresses throughout the United States.

Information we received indicated Down used multiple mailing pieces to confuse the
intended victim and the different addresses to insure that an action against one
promotion or one address wouldn't shut him down.
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Down created four separate companies: BAJ Marketing, Inc., Facton Services, Ltd.,
BLC Services, Inc. and Triple Eight International.

BAJ and Facton mailed out puzzle contest solicitations where consumers believed that
by solving a simple word contest and sending in a small "judging" fee they would
receive a large prize, usually $5,000. In fact all they received were more and more
mailings soliciting more and more fees to upgrade their prize or get a word list to solve
future puzzles. Finally, those that stayed in the system received an incredibly difficult
word puzzle which assigned values for letters in a crossword type puzzle arrangement.

BLC sent out postcard and multi-page prize award mailings. The elderly were also the
target for these mailings and they were led to believe they would receive the prizes
listed in the mailing if they paid the specified fee. Those who responded received six
computer-generated numbers, which they were told to play in their state lottery.

Triple Eight was another prize award mailing. Like BLC many elderly consumers were
misled into believing that if they paid the fee, they would receive the prizes listed in the
solicitation. In fact, they were furnished a booklet which told them how to enter various
promotional contests being run by various other companies.

Additionally, the names generated from these mailings were constantly solicited again
and again.

A Civil Complaint was filed in New Jersey on February 27, 1998. It alleged Blair Down
and his companies were engaged in a mail fraud that targeted vulnerable consumers,
especially the elderly, with sweepstakes, prize mailings and puzzle contests. The judge
issued an injunction that provided for the detention of all mail sent in response to the
challenged mailings, anywhere in the United States. It also provided for the freezing of
all of defendants’ bank accounts and the expedited production of documents relating to
defendants’ schemes.

A settlement was reached in August 1998 whereby Down agreed to the use of
$400,000 of the funds frozen in the Seattle case to establish a Restitution Fund for
victims in the New Jersey case. Additionally, Down has also agreed to forfeit $11.7
million of the funds from the Seattle case, which will be used to make restitution to the
victims of that case.

In the course of our work we have found that almost everyone receives sweepstakes
solicitations. As an example, according to The Washington Post Magazine dated
August 16, 1998, the House Budget Committee received an “Official Sweepstakes
Notification” which advised in part, “You thought it could never happen to youi And even
now, you probably STILL find it hard to believe that House Budget Committee of
Washington, DC could actually be our $888,337.00 cash prizewinner. But it's
absolutely true: House Budget Committee is now positively guaranteed to be awarded
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$888,337.00 — one of the biggest single cash payments ever made to ANYONE in a
sweepstakes...."

GOVERNMENT LOOK-ALIKE MAILINGS

During the late 1980s, so-called government look-alike mailings reached near epidemic
proportions. The mailings commonly used a name that would include the word
“federal”, a return address in Washington, DC, and an eagle or other official looking
symbol on the envelope. The 101* Congress responded by enacting the Deceptive
Mailings Prevention Act of 1990, codified as 39 U.S.C. § 3001(h). Under this statute,
solicitations using any symbol or name that could reasonably be construed as implying
a connection with the federal government were declared nonmailable unless the mailing
or its envelope bears a disclaimer of government affiliation. In 1991, Congress enacted
Public Law 102-91, which supplemented the Deceptive Mailings Prevention Act by
declaring that a violation of its mailability provisions constituted prima facie evidence of
a violation of the False Representations and Lottery Statute.

These laws resulted in a substantial reduction in government look-alike mailings.
However, we continue to receive complaints from the public - 427 during the first ten
months of this fiscal year - and to refer any that appear to be a possible violation of the
statute to the Law Department for review and possible initiation of administrative
proceedings under the False Representations Statute. In most cases, the Law
Department obtains voluntary agreement of the mailer to discontinue practices, which
appear to violate the statute. However, many of the mailings that individuals complain
about do not violate the statute.

1 would like to describe one recent case in which the promoter attempted to create a
impression of a connection with the U.S. Government in order to mislead the public. In
1997, the Inspection Service investigated a series of postcard mailings which solicited
$9.97 for immediate delivery of “up to $775.00 cash” being held by the U.S.
Government. The subject of this investigation, Borden Biddle Barrows, and his
company, The Kaplan Group, using the same basic postcard with the promotion name
of Cash Claim Service, was soliciting money to multiple addresses, all promising to
deliver various amounts of money being held by the U.S. Government.

A complaint under 39 U.S.C. § 3005 was filed on September 3, 1897 identifying four of
the postcards. This action was subsequently amended to include a fifth card on
October 3, 1997. .

On November 3, 1997, Barrows signed a settlement agreement in which he agreed to
discontinue these schemes. He also agreed to the return of certain mail sent in
response to the postcards; the issuance of a cease and desist order and to provide
consumer refunds.
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Earlier this year, Postal Inspectors became aware of another series of postcard
mailings soliciting money for a “Home Entertainment System.” These mailings have
been traced to Barrows and action has been initiated to stop mail at three different
addresses in New York and Massachusetts. Many consumers, who responded to
these “notice cards,” have complained they have received nothing in response to their
payment.

PREVENTION THROUGH CONSUMER AWARENESS

While we are pleased with our success in our law enforcement efforts, | am convinced
that reducing fraud losses resulting from improper uses of the mails requires more than
historic law enforcement responses. Too often, the results of law enforcement - arrests
and civil orders - occur after the victims' have lost money which can not be recovered.
Increased arrests do not demonstrate success, but rather they reveal a continuing
problem requiring a more lasting solution. In recent years we have had significant
success working in close partnership with the credit card industry and with the coupon
fulfiliment industry to reduce fraud losses they have experienced. We have also
experienced similar success most recently by partnering with the mail order industry.
For many years, we have worked with the Better Business Bureaus, State consumer
protection groups and others to share our knowledge of prevailing mail order scams
and to arm the public with the information that can help them avoid becoming victims.

Other prevention strategies include public awareness projects like public service
announcements, brochures and posters warning consumers about the signs of fraud.
Fraud is one crime that can be dealt with most effectively through education because
every potential fraud victim must first make a choice. We use different means to deliver
our message to the public. For example, in cooperation with the Direct Marketing
Association, we provide a free brochure to educate consumers concerning dishonest
sweepstakes promotions.

In one public awareness campaign we mailed approximately 200,000 postcards
designed to look like a typical “guaranteed” prize promotion. The mailing resulted in
over 55,000 responses to the 800 number advertised on the cards. The callers
received a prerecorded message from an Inspector waming about such mailings and
encouraging them not to succumb to similar advertisements in the future. In addition,
Inspectors also mailed over 2,000 letters explaining the campaign to those who called
or wrote for more information.

We also produced a video news release to aid-the families of elderly persons in
preventing their loved ones from being victimized by common mail scams.

In conjunction with the AARP, and the U.S. Attorney for the District of New Jersey, the

Inspection Service hosted a mail and telemarketing fraud symposium in Newark, New
Jersey. “Senior Fraud Awareness Day," as it was called, included personal testimonies

Q
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from victims, as well as law enforcement efforts to eliminate the problem. The event
was attended by hundreds of senior citizens, and through subsequent media coverage,
was viewed by hundreds of thousands in the New York metropolitan area. Through this
effort, we were able to teach seniors and their loved ones how to identify pitches for
fraudulent schemes received through the mail. Moreover, the Inspection Service has
participated in similar public awareness events with AARP, the FBI, State Attorneys
General and other government and private organizations in California, Florida, Arizona
and the District of Columbia.

We also participated in “Project Mail Box” with the Federal Trade Commission, the
National Association of Attorneys General, 25 state Attorneys General, local law
enforcement agencies and AARP. This effort resulted in 190 law enforcement actions
against fraudulent direct mail schemes.

Using a traditional but effective approach, Postal Inspectors routinely give presentations
on consumer fraud prevention to civic groups in their communities.

| am pleased to announce today that we have joined with the National Council of Better
Business Bureaus to make possible a vision we share. We are meeting with other
consumer and government agencies to solicit them to help us in launching perhaps the
most ambitious fraud prevention initiative ever. By early spring we plan to mail to every
home in America- over 120 million - a card containing valuable fraud prevention tips
and providing an 800-phone number to call for additional information. The card is being
designed for display by the telephone as a reference.

HONESTY IN SWEEPSTAKES ACT OF 1998

Senator Campbell introduced S. 2141 to deal with what often is a “gray area” in regard
to the law dealing with lotteries and sweepstakes - a mailing that contains statements
that may misiead many people even though detailed information provided in the
promotion, if read and understood, would prevent the reader from being misled. This
relates to the common practice of creating the impression that the recipient of the
mailing is a “guaranteed winner” of or has already won a major prize when subsequent
information states that the odds against winning are substantial or that the recipient is
merely a “finalist.”

We support the concept underlying this legislation. However, we suggest that it could
be improved by making violations of the statute the bill would create a violation of 39
U.S.C. § 3005. As the bill stands a violation would simply make the mailing “non-
mailable.” Because administrative proceedings are required to make a “non-mailability”
determination under the statute, the result of these proceedings often amounts to little
more than a determination that matter that was mailed months previously is, in fact,
“non-mailable.” Linking the violation to Section 3005 would expand the remedies to

10



57

include mail stop orders, cease and desist orders, civil penalties, and court injunctions
to prevent mailings pending the completion of administrative proceedings.

LEGISLATIVE RECOMMENDATIONS

We have worked with members of each Congress beginning with the 101% Congress to
develop proposals that, if enacted, will strengthen federal statutes relating to fraudulent
and deceptive mailings and allow us to more effectively protect the public from these
types of solicitations. The Deceptive Mailings Prevention Act resulted from these
efforts. 1 would like briefly to suggest several possible additional improvements in
Chapter 30 of Title 39, which would further enhance our ability to protect the public from
fraudulent and deceptive mailings.

Because promoters often use muitiple fictitious names and addresses for their
solicitations, victims of false representation schemes are sometimes victimized again
and again by the same promoter. We recommend for your consideration an
amendment to the False Representations and Lottery Statute. The modification would
require the clear and conspicuous disclosure of the solicitor's name and principal place
of business on any solicitation for funds or for the sale of goods or services, which is
mailed or seeks responses by mail. This disclosure would help alert potential victims to
names and addresses that were previously used to victimize them. It would also assist
the Inspection Service and other investigative agencies and help develop a history of
violations that can support the “intent to defraud” showing that is required for criminal
mail fraud convictions.

A promoter charged with a violation of the False Representations Statute can prolong
the proceedings through dilatory litigation tactics and judicial review, thereby forestaliing
the issuance of an order that prevents further consumer injury. To neutralize these
tactics, it is helpful to be allowed to detain mail for temporary periods. Title 39, United
States Code, Section 3007 allows the U.S. district court where the defendant receives
mail to issue appropriate orders to detain the mail. However, because some promoters
receive mail in more than one judicial district, in order to detain all incoming mail in
response to a false representation scheme, the Postal Service and the Department of
Justice must apply to the district court in each district where the defendant receives
mail. Ongoing schemes and continuing losses could be stopped by amending Section
3007 to allow the court in any district where the promoter receives mail to order the
Postal Service to detain mail received at any address in response to the scheme.

Our experience teaches that after a Postal Service cease and desist order as issued in
a false representations case, the promoter often continues the same scam using
telephone promotions and private carriers instead of the mails. This might be
addressed by amending 39 U.S.C. § 3012, the civil penalties statute, to prohibit the use
of any electronic communication, telephone, or other communication medium, in
addition to the mails, to evade the effect of a false representation order. This statute

11
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also could be improved by expanding the district courts’ venue from the district where
the defendant receives mail, as the statute currently provides, to any district where the
defendant conducts business or from which it sends mail.

We also recommend for your consideration the enactment of a new civil penalty statute
that wouid authorize the Postal Service to assess civil penalties against persons who
mail matter declared nonmailable by 39 U.S.C. § 3001. Prior to the assessment of any
penalty, the Postal Service would have to provide notice and an opportunity for a
hearing. The penalty determination would be based on specific factors provided in the
statute, and the mailer could appeal the decision to the U.S. district court. The Postal
Service would have to obtain an order of a U.S. district court to enforce the
assessment. Fraudulent matter and lottery matter would be covered by the proposed
amendment, as would mailings of dangerous matter, which could injure persons or
vehicles and aircraft carrying the mail.

Our investigative ability would be enhanced by having the authority to issue
administrative subpoenas in investigations conducted under the False Representations
and Lottery Statute, which is within Chapter 30. Based on existing administrative
subpoena authority of other federal agencies, only records, documents, and other non-
testimonial material relevant to the investigation could be compelled by the
administrative subpoena. In cases in which the promoter fails to comply with the
subpoena, the Postal Service may seek enforcement of the subpoena by the Attorney
General.

We would be pleased to work with your staff on these legislative proposals.

Over the many years we have enforced the postal fraud, lottery and false
representation statutes we have observed that the tactics of con artists are similar, and
if profitable, will be repeated. | want to assure you that the Postal Inspection Service
will continue to combine aggressive investigations and widespread public awareness
campaigns to rid the mails of fraudulent schemes. The American public's confidence in
the mail is not only important to the Postal Service, but also to the many thousands of
businesses that rely on the mail as an important marketing tool.

I would like to commend you for holding this hearing and generating publicity, that will

result in increased public awareness of the scams and consequent reduction of
consumer vulnerability.
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REMARKS
ATTORNEY GENERAL BOB BUTTERWORTH
U.S. SENATE SUBCOMMITTEE ON INTERNATIONAL
SECURITY, PROLIFERATION AND FEDERAL SERVICES
SEPTEMBER 1, 1998, WASHINGTON, D.C.

Good afternoon Mr. Chairman and members of the committee.
Thank you for this opportunity to appear before you today.

I want to commend you for addressing a serious problem facing millions of
consumers throughout the United States. .

By bringing the power and prestige of this institution to bear on that
problem, | believe a comprehensive solution can be found...

...one which allows legitimate businesses to compete fairly in the
marketplace while at the same time protecting American consumers.

-0-

Florida welcomes millions of visitors each year, and we are delighted to
have them.

They are absolutely essential to the continued prosperity of our state.
However, there is one type of visitor we would rather not have.

Namely, those who are lured to Florida not by its climate and tourist
attractions, but by empty promises of instant weaith.

These are the unfortunate souls who fall victim to the kind of cynical
deception that has become all too common in the world of sweepstakes
marketing.

-0-

By now, most Americans are probably familiar with the people | am tatking
about.

Their sad stories have appeared on national TV news broadcasts and in
newspapers throughout the country.

Their destination is Tampa, where entries for one of this nation's largest
sweepstakes operators -- American Family Publishers -- are processed.
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They come to claim the millions of dollars they are certain they have won --
or are about to win -- because a celebrity spokesman assured them as much in a
letter.

In many instances, they come at a cost they cannot afford.

Like the young, single mother of two, who borrowed $1,500 from her sister
so she could fly to Florida and claim her ticket out of poverty and a rough
neighborhood in Baltimore.

Convinced she was one of only two people in the running for a $10 million
prize, she appeared at the processing center with her two little daughters in tow.

Instead of confirmation of her good fortune, she received ridicule from a
young office manager, who in essence spat on her dreams and sent her away.

-0-

While the national spotlight has fallen on people such as this unfortunate
young woman, they merely embody the most extreme symptom of an underlying
problem that affects millions.

Direct mail marketers have learned that tying the purchase of a product to
a sweepstakes will enhance the chances of a sale.

They have also learned that the more they can blur the distinction between
entering a sweepstakes and purchasing a product, the more successful they will
be.

| may question the integrity of many sweepstakes marketers, but | do not
question their intelligence.

They are masters at devising complex and convoluted solicitations
intended to confuse the average consumer and generate a sale.

While American Family Publishers is by no means the only company to
employ deceptive tactics, our experience with that firm illustrates what we are up
against in combating sweepstakes swindlers.

-0-

Last February, Florida filed a civi! complaint against American Family and
its celebrity spokesmen, Ed McMahon and Dick Clark.

We did so after months of discussions with the company failed to resolve
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our concerns about deceptive marketing practices.

It was during those discussions, which included Florida and numerous
other states, that American Family launched a particularly deceptive solicitation.

Because of that action and its harmful impact on consumers, we did not
feel we could continue participating in the multi-state talks.

Among tactics used in the solicitation were the false suggestions that
recipients were one of only two winning ticket holders competing for an $11
million prize.

The company also placed a tight deadline on claiming the prize, then
required those who did not buy magazines to follow a more cumbersome and
time-consuming process to enter the contest than those who did buy magazines.

The objective of such tactics is to convince the consumer that he or she
must act quickly to claim the prize...and that the best way to do that is to
purchase magazines. :

Our files are filled with consumer complaints which prove that these and
other deceptive tactic works...

...not only for American Family Publishers and the sale of magazines, but
for other sweepstakes operators selling a wide variety of products.

~ 0.

The most disturbing of these cases involve especially vulnerable
individuals such_as the elderly, the infirm and those of limited means.

For instance, there is the 84-year-old woman from Alhambra, California,
who has spent about $1,000 a year on magazines and other items just to enter
sweepstakes.

To settle her accounts, this woman'’s husband was forced to prematurely
sell off retirement investments.

There is the elderly gentieman from Clearwater, Florida, who suffers from
dementia and spent $30,000 with Publishers Clearinghouse in only 18 months.

His apartment is so full of magazines and other items he bought to enter
sweepstakes that he can’t even move about his own home.

There is the 80-year-old woman from Seattle, Washington, who usually
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avoided sweepstake offers but finally ordered magazines on the word of Ed
McMahon and Dick Clark that she was a winner.

She then postponed her scheduled surgery so she could be home when
the pair arrived with her $10 million check. -

And there is the 78-year-old woman from Winter Springs, Florida, who lives
on food stamps and Social Security but could not resist the sweepstakes offers
that inundated her.

She is now being hounded by collection agencies because the purchases .
she made to enter those sweepstakes were made with worthless checks.

-0-

a

It would be simple to write off such cases with the axiom, "A fool and his
money are soon parted.”

But these are not fools.

These are people who could be our neighbors, our parents, our
grandparents...

...good people who fell victim to companies that have sacrificed decency
and ethics on the altar of the bottom line.

What is more, no one is beyond the reach of such companies.

A couple months after we filed our complaint against American Family
Publishers, a letter from the company signed by Ed McMahon and Dick Clark was
delivered to my Tallahassee office.

I figured they wanted to settle our case, but when | opened the letter, | gota
big surprise.

"Attorney General,"” the letter said, "you will definitely win the cash or
merchandise prize that appears on your prize claim number label.”

| later learned that | was in good company.

A similar letter was sent to a church in Bushnell, Florida, informing God
that He was a finalist for a multi-million dollar prize from American Family
Publishers.

-0-
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While the merchandise being sold may differ, the deceptive methods used
by shady sweepstakes operators to sell them are often quite similar.

One hallmark of the deceptive solicitation is a degree of complexity for
submitting a free entry that would turn an IRS tax code writer green with envy.

All but lost in that deliberate complexity is the message that no purchase is
necessary to enter the sweepstakes.

Not only is that message obscured or given little or no prominence, it is
often contradicted by the content of the solicitation piece.

In addition, terms such as "special handling” and "rush orders" are often
used to create the illusion of urgency, even though all orders are handled in the
same fashion.

Deceptive styles are also common, such as envelopes that mimic a
government agency, a law firm or some other authority to falsely boost consumer
confidence in the offer.

False deadlines designed to elicitimmediate responses are often used,
even though a sweepstakes might not close for a year or more after the
solicitation.

And consumers who purchase items to enter a contest may be contacted
again and told they have reached the next level of a sweepstakes.

This creates the false impression that their chances of winning are now
better and encourages them to buy more merchandize.

In the case of magazine sweepstakes, the problem of muitiple-billing is
especially serious.

Our investigation of American Family revealed that people who purchased
magazines through a sweepstakes often received two separate invoices just days
apart.

Such tactics are intended to mislead consumers -- especially the most
vulnerable among our elderly -- into paying twice for the same purchase.

Rather than notify such consumers they have overpaid and are due a
refund, the operator uses the money to extend the term of the original
subscription...without the consumer's knowledge.
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Multiple billing can be so bad that some children of sweepstakes entrants
have discovered that their elderly parents are paid up for subscriptions well into
the next century.

-0-

Any effective reform of the sweepstakes marketing industry must strike
directly at these and other deceptive practices.

There are a number of reforms | and others concerned about this problem
would like to see.

First, there should be a clear separation between the process for entering a
sweepstakes and the process for buying a product. )

In that same vein, any inferences that purchasing a product will enhance a
consumers chances of winning should be eliminated.

Claims that a consumer is already a winner also should not be allowed
unless that consumer is in fact an unconditional winner.

The same holds in those instances when a sweepstake operator declares
every solicited consumer a guaranteed winner then sends those who respond a
worthless trinket.

in addition, phony claims that the consumer has become part of an elite
group still vying for the grand prize, when in fact they are not, should be
prohibited.

The number of solicitations sent to a single consumer for any particular
sweepstakes should be limited to prevent exploitation of especially vuinerable
individuals.

Along those same lines, there need to be restrictions on the sale of lists
containing the names of sweepstakes players.

Such so-called "mooch lists” are pure goid to disreputable marketers who
zero in on those most vuinerable to deceptive sweepstakes pitches.

The odds of winning a sweepstakes - which in some instances can be as
high as one in hundreds of millions - should be clearly and prominently
disclosed.

Envelopes and letters designed to look like official documents should not
be allowed.
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Safeguards to prevent multiple billing -- and prevent overpayments from
being used to extend subscriptions without a customer's permission -- should be
put in place.

Sweepstakes promoters should include in their solicitations a toll-free
telephone number for consumers to call for more information about a particular

contest.

And finally, promoters should also provide a toli-free number consumers
can call to have their names taken off the company's mailing list...and those
requests should be honored.

-0-

This past spring, the Florida Legislature considered measures to deal with
the problem of deceptive sweepstakes marketing.

Unfortunately, lawmakers could not agree on the proper remedies.

While we still hope to address this issue on the state level, the task of
reforming the sweepstakes marketing industry
cries out for a comprehensive, nationwide approach.

You have acknowledged the wisdom of that approach by virtue of your
hearing here today.

The National Association of Attorneys General has acknowledged it also
with creation of a committee to look specifically into the sweepstakes probiem.

That panel is chaired by Indiana Attorney General Jeff Modisett.

General Modisett, myself and other attorneys general around the country
stand ready to work with you to solve the problem of deceptive and fraudulent

sweepstakes.

Together, we can make a positive difference in the lives of consumers
through this country.

Thank you again for the opportunity to appear before you today.

At this time, | would be happy to answer any questions.
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DESIGNATED CASH SWEEPSTAKES « OFFICIAL RULES » Purchase Not Required
, two instant Match Entries (one winner of 350000 and one vnnner of $1,500.00) were secreﬂy pre-selected
and already awarded to winners by an mg are final.
ires February 15, 1998. For a list of winners, send a so stamped #0 pe 10 DESIGNATED CASH
EEPSTAKES, P.0. Box 480, Sayreville, NJ 08671-0480.
ALL STAR PRIZE SWEEPSTAKES * OFFICIAL RULES » Purchase Not Required
To enter, retum your Official Entry (in this presentation the Instant Match Entry Ticket with three matotmg numbers) and
Ent rdsfFormmoudmgywrorder!or in the pr d retum ided a substitute for
pu m your nlry, rEmryIOrduFomaMa?‘XS'ndexwdmhhwords ALLSTARPRIZE
SWEEPSTAKES hand printed in plain block letters in the p retum One winner of
$1,500.00, one winner of $500.00, 4nd three winners of $100.00 wil s selecied n & random trawing by an
Mgmgovgmzanonwhosedeusmsamﬁnal Mo'alo!livecashpnuswlllbeawmded Enmsmustbemsmdby
of Apeil 15, 1999. For a complete winners' list send a self stamped #10 lope to: ALL STAR
PRIZE SWEEPSTAKES X 0 Box 833, Sayreville, NJ, 08871-0833.
SUPER AWARD DISTRIBUTION SWEEPSTAKES * OFFICIAL RULES * Purchase Not Required
It you reveal three maiching numbers, to enter, retumn your Official Entry (in this presentation the Instant Match Enbry Ticket
with three matcmng numbers) and EmryIOrder Form includi a ur order for merchandise in the pre-addressed retum
envelope provided or as a substitute for purchase, Entry/Order Form and a 3" X 5° index card
with the words 'SUPER AWARD DISTRIBUTION SWE STAKES® hand pnmed nn plain block letters in the pre-addressed
retum envelope provided. Official Ticket Entries have been issued nationwide and 7 will be secretly pre-selected as winners
by an independent judging organization, whase decisions are final. Thetevn'llbemushptizeofﬂ.SO0.00,lwoash
pnzesdssoomavmourcashpnusoﬂwooo In the event that not ali winners respond, a random drawing from among
all eligible entrants wil be held by an independ whose any unclai
peizes. Entries must be recewedbythe xpiration dae o Septomberl 1998. Fovacompietemdpnzemfs senda
:2714461 , stamped #10 envelope to: SUPER AWARD DISTRIBUTION SWEEPSTAKES, P.O. Box 481, Sayrevile, NJ

LUXURY CAR/CASH SWEEPSTAKES * OFFICIAL RULES * Purchase Not Required

1. To enter, retum your Official Entry (in this presentation the Instant Maich Entry Ticket with three matching numbers) and
Entry/Order Form including your arder for merchandise in the pre-addressed retum envelope provided or as a substitute for

purchase, retum your Official Entry, your Entry/Order Form and a 3° X 5 index card with the words "LUXURY CAR/CASH
SWEEPSTAKES' hand printed in plain block letters in the pre-addressed retum envelope provided. Official entries have
been distributed nationwide and one of them will be secretly pre-selected as a winner by an independent judging
organization whose decisions are final. Winner will have a choice of the Chevrolet Cavalier, Ford Taurus or Pontiac Sunfire
plus cash equal to $36,500.00 in lotal. Inu\eevemmtmevnnnerdoesnmmpondarandomdravnnglmmmgan
eligible entrants, will be held by an judging whose decisions are final, to award any unclaimed
prizes. Entries must be received by the explranon date ol August 31, 1998. For a complete list of| prize winners send a seff-
addressed, stamped #10 envelope to: LUXURY CAR/CASH SWEEPSTAKES, P.0. Box 380, Sayreville, N.J, 08871-0880.

LUXURY AUTOMOBILE GIVEAWAY SWEEPSTAKES Ill + OFFICIAL RULES + Purchase Not Required

1. To enter, retum your Official Enlry (in this presentation the instant Match Enhy Ticket with three matching numbers) and
Entry/Order Form including your order for in the pr lope provided or as a substitute for
purchase, return your Official Ent {( ur EntryIOrder Form and a 3° X 5' index card with the words "LUXURY
AUTOMOBILE GIVEAWAY SWEEPS “AKES 1" hand printed in plain block letters in the pre-addressed retum e

provided. One winner will be selected in a random drawing from among all efigible entries received by an independent
gdgmg otgamzanon whose decisions are final. Winner witl have a choice of the Chewvrolet Cavalier or Ford Taurus or

mm&mﬁrephsushequallomsoooomlom Entries must be received by the expiration date of December 31,

1998. For a complete winner's list send a self-addressed, stamped #10 envelope to: LUXURY AUTOMOBILE GIVEAWAY
SWEEPSTAKES W, £.0. Box 849, Sayreville, NJ, 08871-0849.

General Conditions
1. We are not responsible for printing and other emors. I through a printing or production error more winners are printed
and distributed than have been reg: d with the indep i ‘the correct number of prizes to
registered winners as and d by the indep ion will be issued. In different

presentations of these sweepslakes dﬁerem graphics, styles andpnzes ?eomparable value may be used on these
programs under the same prize structures. All winners will be notified within 60 days after expiration date and may be
required to sign and retum an eligibility affidavit. Failure to retur the affidavit will result in selection of a new winner. ¥ a
vanetyofpmesolom\pa:ablevalmmo«eudmmesesmpszam winners will have their choice of prizes from either
lhis of these p Theoddsofmngmdepsndemonhmmmd

oonsmutes issi tsenamemdlimss. amlormmm&:lnd

novm: where prohibited. Sweepstakes United
g::::% mmmmofmumdsmuewmmwmmmdumd
Stms Purehasmg XC cand its affifiated comp g, P and
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WRITTEN TESTIMONY OF STANLEY F. PRUSS,
ASSISTANT ATTORNEY GENERAL IN CHARGE,
CONSUMER PROTECTION DIVISION,

MICHIGAN DEPARTMENT OF ATTORNEY GENERAL,
BEFORE THE UNITED STATES SENATE
SUBCOMMITTEE ON INTERNATIONAL SECURITY, PROLIFERATION,

: AND FEDERAL SERVICES

Mr. Chairman and Members of the Committee:

My name is Stanley Pruss and I am the Chief of the Consumer Protection
Division of the Michigan Department of Attorney General. I am presenting
this testimony on behalf of Michigan Attorney General Frank Kelley, who
regrets that his schedule does not allow him to appear before you today.

This hearing provides a much-needed opportunity for greatly enhanced
public scrutiny of marketing practices that are becoming increasingly
unfair, deceptive, and unconscionable. It is our sincere hope and
expectation that this hearing will not only heighten public awareness of
these practices, but lead to meaningful state and federal legislative
action directed at combating these shameful, predatory practices.

Primary among these marketing practices are the so-called sweepstakes
promotions that are being increasingly used by both unscrupulous and
legitimate members of the business community. We are all aware of these
promotions, as we are all, to varying degrees, victims. These mailings
are almost always unsolicited and unwanted; they are annoying and
frustrating. Yet they have been specifically designed by marketing
experts to be tantalizing and alluring. The envelopes are designed to
compel the recipient to open and examine the contents. This is the hook.

The most direct and effective allurement is personalized deception such
as:

"Carl Levin, you have won $10 million" in bold
16-point print.

Many people, fortunately, recognize this calculated deception to sell
goods or services and, most notoriously, magazines. Many of us simply
don't have the time to unfold the numerous papers inside, to choose
between the Jaguar or Mercedes Benz from the colored, adhesive-backed,
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perforated stamps to affix to the return card. Yet many of our citizens

do have the time, and these are, disproportionally, our senior and

disabled citizens. The deceptive language of the promotions are so
cleverly qualified that it's reasonable for some to think that they have

won a prize that will bring sudden wealth. The sweepstakes promotions
are, of course, designed to snggest that the recipient's eligibility for

the prize is directly related to the extent of the purchase of the goods

and services. Buy more and you will likely win more. Respond quickly and
you will win more. And never affix the "no" sticker to the return

envelope.

The effectiveness of sweepstakes promotion as 2 marketing technique
in direct proportion to the magnitude of the deception and the cleverness
with which it is purveyed. The marketing experts behind these
unconscionable schemes know that there is a segment of our population
that will, most literally, buy into the deception. And for that segment
of our population sweep promotions can be devastating. The most
vulnerable of our citizens wiil write check after check in response to
these mailings in the elusive quest to win the grand prize.

Worse, those who fall victim to the marketing predators
once are deliberately and knowingly set up to become victims again and
again, when their names and addresses are sold to others who simply steal
their money. I have with me today letters and testimonials from
relatives of persons, typically senior citizens, who have come to
discover that their loved ones have been exploited and who have lost tens
of thousands of dollars in response to prize promotions. Some of our
complainants inform us that their relatives have garages and basements
full of magazines and other items from prize promoters and telemarketers.

The complaints include: An elderly woman from Livonia, Michigan who
sent more than $20,000 to prize promoters; A grandmother from Spruce,
Michigan who spent more than $20,000 on sweepstakes in 1996 alone; And a
woman in Michigan whe has spent more than $200,000 on sweepstakes
promotions and whose home and garage are filled with sweepstake .-
promotional materials. These complaints beg the question of how one
could ever expend such sums without becoming the focused, chosen target
of predatory sweepstake marketeers. The answer may lie in this verbatim
complaint we recently received from eighty-nine year old resident of
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Owosso, Michigan:

In the past I have ordered various items from Publishers

Clearing House, have paid for some and returned others; and

have received several notices stating I am a winner. One time

a person called and stated that I was one of the last five people

to win and ask (sic) if I would be home on a certain date and to have my
family present. The last notice took the cake, they now have my
comments, my family and my neighbors (sic) comments to my winning. 1
will soon be ninety, and do not feel that I need this sort of harassment.
It is a fraud and unfair to me

and others that they be allowed to continue such false

advertising. I, like any other person, would like to be a

winner, but obviously, this will not happen. Please,

help to stop this fraud, or help make me a true winner.

You, members of this Committee, can help make every senior citizen a
winner by putting a stop to these deceptive sweepstakes promotions.

In Michigan we have a horticultural company, Michigan Bulb,
that has used sweepstakes promotions that we believed were unfair and
deceptive and thus violated the Michigan Consumer Protection Act. We
threatened legal action against Michigan Bulb and it agreed to modify its
sweepstakes mailings to address our concerns. The problem, however, is
that the sweepstakes promoters find ever more ingenious ways to deceive
and mislead the public. The compliance and enforcement efforts of states
have not been able to stem the tide of deceptive solicitations nor
anticipate the new marketing techniques that are increasingly being
employed by an ever widening array of businesses.

Of course there are legitimate prize promotions that are
effectively used by the best of our business community. But those
business that depend on sweepstakes campaigns have not been able to
conform their promotions to meet reasonable ethical or legal standards.

The Direct Marketing Association, a trade group that includes in its
membership companies who use sweepstakes campaigns as their primary
marketing practice, represent that these promotions are not inherently
deceptive and even state that those who spend large sums of money on such
promotions are "unstable." The Direct Marketing Association's position
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is astonishingly callous and outrageous. To suggest that these carefully
designed and specially crafted sales promotions are not inherently
deceptive is as outrageous and bizarre as having the CEOs of the tobacco
companies come before this Congress and state that they're unaware of any
evidence that tobacco is addictive or that it causes cancer. To state

that those who respond to these deceptive solicitations are "unstable,"

is shameful, offensive, and wrong.

There are measures that can be taken that are simple and may be
effective. Some of these measures are already under consideration by
this Congress. Let me suggest a few:

1. Every mailing that contains a sweepstakes or prize promotion should

have clear and distinct disclosures on the front of the envelope that

inform the recipient that "THIS IS A SWEEPSTAKES PROMOTION - YOU
HAVE NOT

AUTOMATICALLY WON and YOU NEED NOT PURCHASE ANYTHING TO
WIN OR TO ENHANCE

YOUR CHANCES OF WINNING.

2. There should be clear and distinct disclosures specifying the odds of
winning every prize. The Official Rules need to be clearly stated on the
first page of the promotion materials in print that is large and legible.

3. The enforcement authority should be able to seek civil penalties for
every solicitation that fails to comply with these requirements.

4. Additional, enhanced civil penalties should be imposed in cases where
the evidence indicates that senior or disabled citizens were targeted
with the solicitation.

5. The selling, exchanging, transferring or trading of confidential
personal information should be prohibited subject to certain categorical
exceptions. "confidential information" should include an individual's
name, address, social security number, telephone number, account number
at a financial institution, or investment record.

In Michigan Attomney General Kelley and his staff have worked
hard to educate citizens concerning sweepstakes promotions. We have
implemented programs to educate and alert senior and disabled citizens to
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these predatory practices. Grass roots citizen organizations are

focusing principally on sweepstakes promotions. The Michigan Association
for Family and Community Education, for instance, have started their own
campaign to gather and analyze sweepstakes promotions to assist
government in taking action. The American Association of Retired Persons
is continually fighting this battle.

Lastly, this Committee must not underestimate the creative faculties of
the predatory marketeers who design and craft these promotions. They
will do their utmost to disguise or shadow any disclosure requirements
that the law may impose. We will all have to maintain or vigilance and
respond accordingly.

Thank you for inviting Attorney General Kelley to appear before this
Committee. Our Department appreciates the opportunity to speak out on
these issues and to provide written testimony for the permanent record.



Testimony
of
Richard A. Barton
Senior Vice President for Congressional Relations
The Direct Marketing Association
before the
Senate Subcommittee on National Security, Proliferation, and Federal Services
September 1, 1998

Chairman Cochran and Members of the Subcommittee:

The Direct Marketing Association appreciates this opportunity to discuss problems
arising from false and misleading sweepstakes, government “look-alike” envelopes, and
facsimiles of checks from the perspective of mailers of legitimate mail advertising.

Summary

In this testimony, I will concentrate on sweepstakes marketing from the viewpoint of the
hundreds of legitimate marketers and advertisers that use sweepstakes as an integral part
of their communications with consumers. Direct marketers share with this subcommittee
a mutual concern about the criminal and illegal scam operators that run bogus prize
promotions attempting to deceive trusting consumers. We are also concemed, as are you,
about consumers who may respond inappropriately to legitimate sweepstakes promotions.

We believe that steps can be taken to strengthen actions against scam operators and to
provide broader education about the operation of legitimate sweepstakes. However, we
believe that legislative proposals now under consideration will do little to stop the
criminal scam artists or assist confused consumers. While we commend the sponsors of
this legislation, particularly Senator Campbell, for the real concern we share for consumer
protection, the actual effect of the legislation as currently written could have an
unintended and detrimental effect on the many legitimate marketers and advertisers
featuring sweepstakes in promotions and offerings that consumers welcome. We believe
there is another way, which will be discussed further in this testimony.

Direct Marketing

The Direct Marketing Association is an international trade association consisting of more
than 4,100 companies using all forms of direct marketing to promote products and causes
and companies supplying services for direct marketers. Catalogers, book and record
clubs, direct mail advertisers, magazines and other publications, nonprofit organizations,
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telemarketers, printers, list brokers and compilers, mail preparation businesses, and many
others are all part of the direct marketing family.

The association has been a leader for more than three decades in the formulation of self
regulatory programs and guidelines for ethical business practices for all segments of
direct marketing, including sweepstakes programs.

Direct marketing is an important segment of the American economy. Studies conducted
by the highly respected economic forecasting firm, the WEFA Group, show that direct
marketing is responsible for more than $1.2 trillion in sales in 1997. Of that, direct mail
sales revenues totaled $390 billion. ‘

Clearly, the American public likes and responds to-direct marketing solicitations to buy
all manner of products and services and to donate to innumerable charitable and political
organizations. Legitimate sweepstakes are an important part of this direct marketing mix.
While sweepstakes are used to support the sale of many valuable and useful products,
they are particularly important to the magazine industry. According to the New York
Times, and other sources, sweepstakes play a significant role in the magazine industry
and are involved in least 1/3 of all new magazine subscriptions. Legislation that could
lead to a substantial reduction in response to legitimate sweepstakes could be devastating
to the magazine industry, as well as to many other direct marketers.

Sweepstakes-A Time-Honored Sales Method

Sweepstakes have been a mainstay of the American marketing scene for many years. As
shown by the huge participation in thousands of sweepstakes promotions, they are a
popular American pastime and contribute to literally billions of dollars in sales and
charitable contributions. From the U.S. Postal Service perspective alone, sweepstakes
are major customers. Two major sweepstakes alone account for more than 400 million
pieces of mail a year. Sweepstakes taken as a whole probably account for more than a
billion pieces of mail a year.

Sweepstakes are used by established, well known businesses to promote and sell a vast
array of valued products and offerings. Readers Digest, for example, founded in the
1920’s, is one of the most venerable and highly respected names in the magazine
publishing field. Publishers Clearing House was founded in 1953 and began to operate
its famous sweepstakes program in the mid 1960’s. Just a few companies and charitable
organizations using sweepstakes include the American Lung Association, National
Diabetes Fund, the National Easter Seal Society, Catholic Digest, American Express,
Public Broadcasting, North Shore Animal League, Consumer Reports, Coca Cola, Pepsi,
McDonalds, and Chase Manhattan Bank. This list could go on for the balance of the
afternoon, if I were to go on!

Sweepstakes promotions conceptually operate in much the same way as department store
advertising in enticing customers to come into the store. Just as no store can function
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without customers inside its doors, no direct mail advertiser can function unless a
prospective customer opens the envelope and looks inside. Sweepstakes are a powerful
enticement for customers to open the envelope and come into our “store.”

And come they do! Most Americans have been exposed at one time or another to
legitimate sweepstakes offers. Twenty nine percent of the American public entered
sweepstakes in 1996. Eleven percent of all Americans bought products in 1996 in
response to sweepstakes promotions. Many thousands have won literally billions of
dollars in prizes since the inception of sweepstakes, and a large majority of major winners
did not include a purchase order with their winning entry.

Fraudulent Sweepstakes

Success and consumer popularity breed imitation in every endeavor, and in too many
cases it is the fraudulent operators that move in most aggressively. This is certainly true
of sweepstakes. Capitalizing on the popularity and ubiquity of legitimate sweepstakes,
fraudulent operators create scams that, on the surface, may share some superficial
characteristics of legitimate sweepstakes, but actually are redesigned subtly to rip off
consumers

In some cases, the frauds actually misappropriate the names and logos of legitimate
sweepstakes companies. Telephone calls have been made in the name of these companies
asking that money be sent by overnight delivery services to assure receipt of a “prize.”
Of course, the prize never arrives. Similar notification may be sent through the regular
mail, by Priority Mail, or even by private package delivery companies asking for
prepayment of taxes, a refundable deposit, shipping and handling costs, or other pretexts
for getting payments up front. Any requests for payment immediately brand these
“sweepstakes” as a fraud, since legitimate sweepstakes never require a payment to enter
or receive a prize.

In many of these scams, the intended targets may be senior citizens. Recently, the scams
have increasingly come from Canada, resulting in increased efforts by law enforcement
authorities in both countries against “cross border” fraud.

All scams, regardless of where they originate, give a black eye to legitimate sweepstakes
marketers.

Industry Activities

The Direct Marketing Association and many of its member companies work closely with
government agencies such as the Postal Inspection Service, the Federal Trade
Commission, and state attorneys general to combat sweepstakes and other types of fraud.
Our industry also works closely with consumer advocacy organizations such as the
National Consumers League, the National Fraud Information Center and its Alliance
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Against Fraud in Telemarketing, and The Council of Better Business Bureaus, to combat
fraud and develop consumer education and awareness.

This past March, we held our 26th “DMA Dialogue™ Our dialogue program brings
together representatives from all areas of direct marketing, including sweepstakes, to
meet with regional representatives of the consumer and law enforcement communities to
discuss areas of mutual concern. In September, we will hold our 27th Dialogue in
Florida, and we would certainly welcome any member or staff of this subcommittee to
participate.

In addition to the sweepstakes section of our Guidelines for Ethical Business Practice,
enforced by an extensive peer review process, The DMA also has published a free
consumer brochure, Sweepstakes Advertising: A Consumer’s Guide, in conjunction with
the Postal Inspection Service and representatives of our industry. The guide is designed
to combat fraud and provide consumers with the information necessary to recognize a
fraudulent offering.

The Direct Marketing Association has long maintained an extensive program creating and
monitoring guidelines for ethical practices in all aspects of direct marketing, including
sweepstakes promotions. Our Committee on Ethical Business Practice, comprised of
fifteen executives from DMA member companies, investigates and examines mailings
and offerings made throughout the direct marketing field, based on complaints and
inquiries received. The committee, which usually meets ten times a year, works with
both member and nonmember companies to gain voluntary cooperation in adhering to the
association’s guidelines.

The committee issues a report on its activities three times a year. While previous reports
have discussed each case and its resolution generically, in the future we will publicize the
names of the companies that are found to be in persistent noncompliance with our
guidelines.

Complaints referred to the committee are reviewed against our guidelines. All
proceedings of the committee are completely confidential. If a company is considered to
be in violation, a member of the committee personally contacts that company. Usually,
companies work with the committee to correct practices found to be in violation of the
guidelines. If a member company continues in what the committee determines to be in
violation of the guidelines, the committee may then recommend to The DMA's Board of
Directors that action be taken and the case results be made public. Board action may
include censure, suspension or expulsion from the association, and public notice. When
the committee determines that there is a serious question of unlawful activities on the part
of either member or nonmember companies, referral is made to the appropriate federal
and state law enforcement authorities.
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Legitimate Sweepstakes
The same fundamental principles are followed by all legitimate sweepstakes.

Most importantly, unlike a state lottery, no purchase is ever necessary to enter a
sweepstakes or win prize. This is always fully disclosed by all legitimate marketers. No
payment or fee of any kind is necessary to receive or claim a prize. Those who order and
those who do not order have identical chances to win. No preference whatsoever is given
to entrants who order products. The selection process is fully disclosed.

If a sweepstakes does not do all of these, it is not a legitimate sweepstakes.

Legitimate sweepstakes marketers offer complete money back satisfaction

on any purchase and feature consumer friendly cancellation and returns policies.
Legitimate sweepstakes marketers use The Direct Marketing Association’s Mail
Preference Service, a national service to facilitate consumers who want to have their
names removed from mailing lists.

Sweepstakes frauds by criminal scam artists, particularly against the elderly, are a
growing problem. It is important the underscore that these have little to do with legitimate
sweepstakes, however. A different problem is the inappropriate and troubling behavior of
a small number of respondents to legitimate sweepstakes. Frankly, at least some of these
responses may have been from a minuscule number of consumers who may be unable or
unwilling to make reasonable purchasing decisions.

Our experience shows that the vast majority of sweepstakes respondents understand the
conditions under which sweepstakes operate, know that they are not necessarily a winner,
and are aware that no purchase or any other consideration are necessary to win. This is
indicated by the fact that the majority of respondents to most legitimate sweepstakes do
not place an order. ‘

Nevertheless, I want to make it absolutely clear that all legitimate direct marketers are
concerned about the few who are confused or unclear enough about the actual terms of a
sweepstakes promotion to behave in a manner harmful to them. I have described some
programs we have already developed to assist consumers in making rational decisions
about sweepstakes promotions and prevent them from making inappropriate and harmful
decisions. We are also developing even stronger programs that I will discuss in a
subsequent section of this testimony

Legislative Proposals

There is already a substantial body of law against such fraudulent activities and a number
of federal and state agencies have enforcement authority. We are certainly willing to
consider and support more extensive laws and increased penalties to target, deter, and
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stop criminal scam operators who attempt to deceive. However, stepped up enforcement
of current laws and even more effective consumer information is the best way to protect
the consumer, which I will discuss in a subsequent section of this testimony.

We believe, however, that legislative proposals, which do not address specifically
criminal activities, now being considered by this subcommittee and in the House of
Representatives are not the answer to preventing inappropriate behavior in connection
with legitimate sweepstakes. The legislation pending before this subcommittee would
require a specific disclaimer on the front of an envelope and dictate the placement and
size of type of a similar disclaimer on the front page of the promotion piece inside the
envelope.

As mentioned above, direct marketers are not only in favor of full an fair disclosure of all
terms of their promotions, but go to some lengths to do so. However, a legal mandate
that a specific, negative announcement be placed prominently on the outer envelope and
on the first page of a legitimate promotion would almost guarantee that responses would
drop so precipitously as to endanger the operations of many legitimate companies and
organizations. Direct marketers live and die by response rates, and quite small shifis in
response rates can mean the success or failure of a promotion.

Imagine a toothpaste mail promotion showing a couple walking on a beach preceded by a

large banner stating, “THE FOLLOWING IS AN AD FOR
TOOTHPASTE, WHICH IS DESIGNED TO FIGHT BAD
BREATH, GUM DISEASE AND CAVITIES.” Or, visualize one of your
own political mailing pieces with the message “THIS IS A PAID POLITICAL
AD: THE STATEMENTS HEREIN ARE MERELY THE
OPINIONS OF THE CANDIDATE, WHICH MAY OR MAY
NOT BE ACCURATE?” in sixteen point type (which is the size of type used

here.) What would the response rate be to these mail pieces?

Thus, we would have a law that would do great harm to legitimate marketers while doing
little to solve the problems that precipitated its introduction. Fraudulent operators would
ignore the law. Those who respond inappropriately to legitimate sweepstakes would
likely continue to ignore the disclaimers they have already ignored, even if they are more
prominently displayed.

What Can We Do?

The best approach, we believe, is an enhanced program of self-regulation and consumer
education to provide even firmer guidance to those who may need assistance in
responding appropriately to legitimate sweepstakes We are committed to working with
companies and organizations using sweepstakes programs, with appropriate consumer
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and government agencies, and the members of this subcommittee to enact these
programs. Specifically, we are preparing to:

1. Strengthen our sweepstakes guidelines to provide even clearer explanations of the
rules of sweepstakes.

2. Develop company programs to identify quickly high activity respondents and inform
them that no purchase is necessary, repeatedly if necessary. In extreme cases,
removal of high activity names from mailing lists might be appropriate. Some
companies already do this. We would encourage all to do so.

3. Train customer service representatives to identify problem cases, work with relatives
and provide name suppression, cancellations, and refunds where justified.

4. Develop a coordinated national customer information program to educate the public
about how legitimate sweepstakes operate and how consumers can detect and spot
fraudulent prize promotions.

5. Serve as a clearinghouse for consumer complaints and concerns about sweepstakes -
an expansion of our Mail Order Action Line, which is already operating.

6. Establish a more effective relationship with consumer organizations to help them
provide information about sweepstakes and educate their constituents and members
on how to avoid financially risky behavior in connection with sweepstakes.

Conclusion

Consumer confidence, trust, and satisfaction is of utmost importance to direct marketers.
Legitimate companies develop their customers with great time, expense and effort. They
never want to jeopardize the customer relationships they so heavily rely upon. We have a
particular interest in providing for the safest and most trouble free atmosphere possible
for consumers. Therefore, the members of The Direct Marketing Association are
committed to strong laws to eliminate fraud and strong self-regulation to encourage our
companies to be a completely consumer friendly. We are looking forward to working
with members of the subcommittee to find the most effective way to achieve these mutual
goals.

For further information, contact:

Richard A. Barton

Senior Vice President for Congressional Relations
The Direct Marketing Association

1111 19th Street, N'W. Suite 11

Washington, D.C. 20036

Telephone:  202.861.8416
Fax: 202.955.0085
e-mail: rbarton@the-dma.org
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} am also not here today to discuss the data on the high cost of mail fraud
on the elderly or the number scams currently being employed. Others have
reportad on the number of seniors targeted and the plight of the victims. | am
here to talk about the communication strategies used to convince all of us
including the elderly to participate in sweepstakes. What is reported here is
based on existing research and on new research reported at the end of my
presentation.

in looking at this issue of direct marketing, we looked for research that
would tell us what strategies the more popular companies were using particularly
with the senior market. Such research has not been easily come by, as most of it
is proprietary for those who hire marketing firms to help them design messages
for seniors and for the entire general population as well. There is a body of
literature in communication, persuasion, marketing, and social psychology that
can give us some insight.

There are three major points that 1 would like to discuss with you
today. First, | would like to briefly discuss some of the persuasive strategies that
attract all of us to direct mail. Second, | would like to discuss those persuasive
strategies that impact seniors more than the rest of us. Finally, | would like to
report on two pieces of research that | have conducted to give a clear picture as
to what is going on with the senior marketing. | must indicate that this research is
preliminary and is part of an ongoing series that | will be conducting.

General Strategies

My first point is there are at least six persuasive strategies where seniors
and other adults respond to direct marketing. Many of us respond to direct
marketing campaigns, vis-3-vis sweepstakes, as simply a matter of greed. We
want to get rich quick. We all would like to gain financially from a contest,
sweapstakes, lottery, or any other game of chance. This is not unique to the
senior and certainly relates to what many aduits might do. *You cannot win if you
don't play.” A study was published by Narayana and Raju that suggested we
would rather play a sweepstakes with the chance to win big time than accept a
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small token prize that everybody would receive. Mail sweepstakes are only a
part of the gambling society that we have created.

Second, many individuals respond to sweepstakes and other contests
simply for the-fascination and curiosity that the contest holds. It is exciting; it -
could be just as exciting as a lottery contest or sitting in front of a slot machine or
any other game of chance. Seniors tefl us that it is fun to do what it takes to
enter.

Third, there is no question that some individuals participate in
sweepstakes contests because it gives them something to do. It fills time. it takes
away from the' hours where one might sit in front of a television set or sit and do
nothing. Contests create activity to fill time.

Fourth, the mailing looks important. The example that | cited in the
beginning is clearly trying to convince the respondent that the document is
important and should command immediate attention. “Open without delay,”
“Immediate response required,” “UNITED STATES MAIL IMPORTANT" are
messages used to hook us into a response. lllegal, not yet but it is something
that we must study to see if it is misieading seniors.

Fifth we have to look at adults who participate in sweepstakes and other
mail marketing strategies as an excessive compulsive behavior equal to
gambling or any other addiction. There are cases that have been reported where
individuals have spent eight to ten hours a day, responding to mail solicitations.
These individuals should be treated as addicts.

Finally, there are individuals who respond to sweepstakes and other mail
pieces because what is being offered is something they want. This is a very
legitimate response if, in fact, what is purchased is indeed something that the
individual wants. Of course, if they already have a three-year subscription, that
might be ancther issue.

All of these reasons then reflect how seniors and aduits respond to mail
solicitation. None of these are currently considered fraudulent. The marketers
use principles of persuasion, marketing, communication and social psychology to
get us to participate.
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use principles of persuasion, marketing, communication and social psychology to
get us to participate.

Senior Related Strategies

What are the strategies that seem to impact the senior popuiations in our
country? First, seniors over value the official nature/appearance of the document.
Our current seniors grew up in an era when the govemnment via the postmaster
and other federal officials were considered to be highly credible sources.
Document that say, “Postmaster, do not deliver to someone other than the
addressee,” or “Postmaster, this document should be free from tampering,” or
“Third party interruption prohibited,” are the kinds of messages that seniors find
particularly credible. | have data that | will present under my third point to confirm
this finding. As | described in the beginning, we all get such mailings but most of
us recognize it for what it is.

Second, seniors are particularly vuinerable to credible sources. We all
have people who we consider to be credible sources whether a politician or an
entertsiner. When | conducted my dissertation research some 35 years ago, my
conclusion was that a high, credible source could persuade people to change
their attitudes and to engage in behaviors recommended by that source better
than a low credible source. Aristotie first developed credibility as a persuasive
force some 2300 years ago. We are persuaded by those sources that we view
as having high credibility. Our commercials use entertainers and other celebrities
to convince us to make purchases. As an aside, | asked some seniors who
would they recommend as someone to speak against mail fraud and their
response was unanimous, "Well, of course, Hugh Downs would be a credible
spokesman for that cause.” Who do the companies use to convince seniors to
participate in sweepstakes?

Inadvertently, the Post Offics is a credible source that is being used to get
seniors to respond to the mailing. ¥f you combine the above two points, you can
see how a senior might interpret a mailing that has messages from the
Postmaster as a credible source and indirectly endorsing the product.

4
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You can also look at how credibility is used on the outside of the mailings.
We have signatures from a prize counsel director, a postal compliance manager,
and a sweepstakes director to encourage replies. On one envelope we found
names and signatures of nine individuals. We even have the signatures of
celebrities with their pictures endorsing the contests.

Third, the use of the statement, “You are a prize winner® throughout
documents may make seniors more vulinerable to messages contained in mail
solicitation. Such statements are usually made in big, bold, bright print and
disclaimers are reproduced in small, off-color print. The senior is going to have
difficulty in separating the caveat from the conclusion. Research on seniors
indicates that they suffer not only vision loss but also macular degeneration, both
of which may impact how the senior reads the messages contained in the
document. This visual problem is compounded when we realize all of the caveats
about the percentages, the odds, and other such statement are made in a much
smaller type size embedded somewhere in the document.

Fourth, there are issues surrounding the nature of the material enclosed in
the envelope. This ranges from the length of the message to the type size, color
and content of the material. The type ranges from 24 point to 8 point, which can
decrease a senior's awareness of what is being said in the message. The
message complexity is also a significant part of how a senior might read what it

Using the color red seems to be a much more compelling strategy than
having everything done in black type on white paper. It was interesting to note
that reply envelopes for those who were going to respond to the offer were in red
and the envelope for the nonrespondent was in black. The box numbers were
different which might suggest to a senior that failure to purchase might preciude
them from the drawing. The length of message adds to problems for seniors. If
the message is 8-10 pages long, it does not take long before a senior may forget
what was slated in the beginning and then not restated anywhere else in the
dounthscmboproblumﬂcif'YwmaWnnefismtanﬂyrestated
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and the fact that you have to submit and your number has to be selected before
you become that winner is not repeated or appears in small nonbold print.

Another strategy that is being used is the personalization of messages
generated by computer. “Dear William® we have a prize just for you. The “Amold
family” could certainly take advantage of this prize. A post-it note with my name
on it is stuck to a page of the material next to some important point. | am also
supposed to be impressed to find my name printed boldiy on the fancy certificate
announcing my prize. Use of our name is a strategy to help us identify with the
product. .

Another message impact comes from persuasion research that reports a
recency and primacy effect of messages. We generally remember those things
which are stated first and those things which are stated last—primacy and
recency. So if a message says in the beginning, “You are a winner.” That gets
rapeated periodically throughout the message and then finally at the end, *To
qualify, simply send in your name and check these boxes.” The senior may forget
the other nine pages that talked about qualifications, chances of winning, and
everything else that the document says. Then it ends with the statement, send
no money we will bill you later.

Finally, there is another issue that comes from the literature on persuasion
and that is the amount of effort that one participates in order to achieve the
desired outcome. The research on cognitive dissonance suggests that if | have to
work for something then | am more likely to stick with it until completion and also
be more satisfied with my effort. Look at the number of mailings that have you filt
out pages upon pages of questions. Then you have to move stickers and place
keys in siots. These activities are designed to on one hand to heighten my
fascination and interest, but on the other hand make me more committed to
follow through on the activity. _

Al of these strategies impact our seniors. We do not have all of the
research that we need to determine exactly how strong an impact these various
strategies have among our seniors. In an effort to begin finding out whether these
issues make a difference, and how our seniors respond to the mail they receive,
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we conducted two pilot studies as part of a series that we will be conducting at
the university. This brings me to my third and final point and that is, what does
the research that we have conducted say to the issues that I've discussed
already.

Research Projects

By way of background, 1 should tell you that these are pilot studies, that
they were not conducted on random samples but on volunteer samples of
seniors who were willing to participate. Their identities were keep anonymous
and we asked them for their opinions on what would appear on the outside of an
enveiope. This is only the beginning of 8 careful look at how direct marketing
impacts seniors.

We collected data on 145 seniors at three different senior centers
throughout the Phoenix Metropolitan area. These volunteers had a mean age of
72 and approximately two-thirds were male and one third were female, and 50%
shared living with someone else.

We asked our respondents some general questions about sweepstakes in
general. Ninety-eight percent of our respondents had received mail about
sweepsiakes in the past six months. Thirty percent said that they responded all
the time. Twenty-one percent frequently responded and sevenieen percent
responded some times. The reasons given for responded ranged from ) wanted
the product (36%), to twenty-nine percent said it said | had won money or a
prize." Twenty percent said it did not cost me anything. Six percent liked the
tasks and ten percent said it relived boredom. Notice how these relate 1o the
issues identified under my second point. Forty percent said that pone of the
swoepstakes were legitimate. Of that forty percent that said that none were
legitimate, thirty-eight percent still said they responded to such sweepstakes all
the time. Another fifteen percent of these folkks responded frequently or
sometimes. Forty-five percent said that a few were iegitimate. When we asked
if they feit that they had ever been cheated but a sweepsiakes contest, thirty-two
percent said yes. Seniors are telling us the sweepstakes are not legitimate and
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they have been cheated but they stili take part. To me, these conflicting
-@sponses to the questions suggest that we have a problem needing a solution.

We had two major questions for our study. Would specific messages on
the envelope deter or encourage a senior to open that envelope for the material
inside? The second question was, If we put a series of messages on an
anvelope, would that deter or encourage you to open the material?

Our method for our first research question consisted of a questionnaire
where we placed specific messages used on existing mail document envelopes
and asked seniors whether or not they would open the document based upon
reading the statement. In the first study we asked our seniors to look at three
specific statements that are included in my testimony here today. In the second
study, we placed all three of those statements on a mock envelope and then
asked them to respond as if that envelope had been delivered to them.

The first question was asked, “If you saw a statement that said, ‘Open it
once, prize to guaranteed winners inside,’ and this appeared in red on the
outside of the envelope, how likely would you be to open it?* (See figure one)
Sixteen percent of our sample said “Very likely," Twenty-three percent said
“likely.” Twenty-six percent said, “Not likely,” and thirty-five percent of our
subjects responded that they would not open it at all. Thus sixty-one percent
said that they would not open the envelope.

The second question asked, “If the statement appeared on the envelope
and it stated, "Notice: Postmaster, the security of this package is guaranteed
from Tampering, inspection or delay under Section G011.5.1 of the U.S. Postal
Service Domestic Mail Manual” how likely would you be to open it?" (See Figure
Two) Twenty-four percent said “Very likely." Thirty-three percent said, “Likely.”
Twenty-three percent said, “Not likely,” and twenty percent said, “Not at all.” Now
fifty-seven percent said that they would open the envelope.

Finally we asked the question, what if a waming were placed on the
envelope much like what Senator Campbell is proposing where the postmaster
would warn that this included a game of chance, how likely would they be to
open it? The statement read as follows: *WARNING: The Postmaster has
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determined that the contents of this envelope include a game of chance. Your
odds of winning are 80,000,000 to one. Play at your own risk. You do not have
to buy to playl” With that statement only four percent of the respondents said
they were very likely to open the envelope, and ten percent said, “Likely.” Thirty-
one percent said, "Not likely,” and fifty-five percent said, “Not at all." (See Figure
three)

What does this mean in terms of these three statements when taken in
isolation? It would appear to mean that our seniors are responding more
favorably to statements by the postmaster in protection of tampering. Fifty-seven
percent of our seniors said they would open such a document if they saw a
statement that said the Postmaster protects from tampering. Surprisingly, only
thirty-six percent said that they would read the statement, “Open at once, prize
inside,” that this was important. For the bill on honesty in sweepstakes, the fact
that eighty-six percent said that they would not likely ~ or not at all ~ open the
envelope if the Postmaster provided a warning. It is clear that at least for this
group of seniors, the official nature of the document vis-&-vis Postmaster was a
significant factor in whether or not they were likely to open the envelope. That
maybe the good news for the bill being discussed here today. Seniors appear to
heed what the Postmaster says.

This then led us to a second study, much smalier in natwe but one that |
think is very important as we look at the potential of legislation. Warnings and
caveats cannot be viewed in isolation. They need to be viewed in the context
that the senior would see them in the mail.

We provided the sample dummy envelope (See figure four) that was
handed to each of our respondents. We asked the question and that was, "What
did you notice about the envelope first?” and the results were as follows:
Seventy-three percent of our respondents — noticed immediately the statement,
“Open at once, there is a prize inside.” Only 9.7 percent of our respondents
noticed the waming about this being a game of chance. (See Figure five) Given
all of the messages on the envelope, the warning appears to get lost.
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The significant question that one has to ask was the next question, and
that was, "Would you open the envelope?” Forty-two percent of our respondents
said, “Very likely." Thirty-six percent said, "Likely,” for a total of 78% that would
open the envelope. Only 22% said "Not likely” or “Not at all.” (See Figure six) So
78% of our respondents looked at the envelope with mixed messages said that
they would go ahead and open the envelope. Combining the results of the two
separate studies, there is good news and bad news when the waming is placed
on the envelope. If that warning is there by itself, we have a deterrent to the
opening of the envelope. If that warning appears along with other messages, the
chances are that it would not deter our seniors from opening the envelope.

One other issue | think is very important that came out of the second study
that we have not looked at in previous research. We asked our respondents to
indicate how the mail had been mailed to them. Specifically, what did it mean to
have something received by bulk mail? The overwhelming response was bulk
mail means that it was bulky! Our respondents did not know that bulk mail meant
that it was cheaper way to mail, went to a larger number of people; and was not
necessarily important mail. They viewed it as “paid for by the addressee® and did
not see any other real differences between the mail going first class or by bulk.

Clearly, our research is only the beginning, but we think there are some
significant issues that need to be addressed as we look toward legislation,
adjudication, and perhaps more importantly, education. We are concemned that
our seniors may not be deliberately lied to but are, by using strategies that are
more effective with them, being misled as they receive this mail. | would
encourage us all to work together in order to solve this problem, and we'll
continue at our place to do reséarch in order to find out exactly what impact
these messages have on our seniors. Each senior will probably respond to a
piece of direct mail differently than every other senior. Thus, legislating broadly
may not cover all of the categories, but we do have to work together to try to
solve the probl?m.

10
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Figures and Sample Envelope

Figure Ome

Open at Once: Prize inside

Very likely
Not at all 16%
35%
Likely
23%
Not likely
26%
Figure Two

Postmaster: Tampering

Not at all Very likely
20% 24%

Not likely
23% Likely
33%
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Figure Three

Postmaster warning: Contest

Very likely
4%
—

Likely
10%

Not at all

Not likely
55%

31%

Figure Four
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OPEN AT ONCE  Prize payments
guaranteed to winners inside.
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determined that the contents of this Marual
envelope include s game of Your

‘odds of winning are 80,000,000 to one.
Play at your own risk. You gdo not have to
buy to play
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Figure Five

What did you notice?

Figure Six

Would you open the envelope?

Not at all
o 0,
Likely
42%

Likely 78% /
36%
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- Search
Results

Document 4 of 8.

Copyright 1998 The New York Times Company

View Related Topics
July 28, 1998. Tuesday. Late Edition - Final
SECTION: Section A: Page 1; Column 1; National Desk
LENGTH: 3349 words
HEADLINE: Sweepstakes Pit Gullibility and Fine Print
SERIES: IT COULD BE YOU (BUT PROBABLY ISN'T): First of two articles.
BYLINE: By DOUGLAS FRANTZ
DATELINE: VERO BEACH, Fla.
"BODY:
Optimistically, Dorothy Edouart recites her mantra. "I haven't won yet. but I've got the letters saving I

won and ['ll be getting my winnings very-soon,” she says outside the airv dining room of the retirément
center where she lives. "All T have to do is send in my entries and my checks.

Mrs. Edouart, an 88-vear-old widow. has played i kes and similar pr

passionately for years. In a 54-day period in 1995. she wrote 148 checks to 36 contests. according to her
check register. Her family estimates that in five years she has spent $60.000 on magazines she never
read and worthless prizes, without winning a dime.

To continue playing, Mrs. Edouart moved here from Rhode Istand to escape her children's objections.
Now she is suing her son for the right to sell the family's estate, saying she needs more money for
sweepstakes. The family is seeking to have her declared incompetent.

Across the country, people are fooled every day into believing they have won sweepstakes and other
contests, misled by attention-grabbing graphics and official-sounding language.

Most people understand that these pitches are come-ons to buy magazines and other products. " We just
throw them away," Lucille Corwin said of the sweepstakes entry forms that fill her maiibox at Sun City
Center, a Florida retirement comunity.

But from big cities to the nation's Sun Cities. the mailboxes that fill fastest are those that belong to the
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elderly. And ail too often the people who believe the sophisticated pitches and spend large sums they
cannot afford on hundreds of magazine subscriptions or on other goods they do not want are elderly. too.

An examination of the sweepstakes business by The New York Times provides a look at the inner
workings of an industry that has grown dramatically, offering bigger and bigger prizes to millions of
households to persuade people to buy magazines, videos and flower bulbs.

As the stakes and competition have risen, so has the sophistication and. in some cases. critics argue.
deception. Marketing experts and copywriters at the brand-name sweepstakes operations. like Reader's
Digest and American Family Publishers. use increasingly sensational language and graphics to make
their sweepstakes stand out.

And increasingly, the authorities say. fraudulent copycats and telemarketers are using the techniques of
legitimate sweepstakes, and lists of their contestants. to prey on people they know are vulnerable.

"It's virtually impossible to distinguish the legitimate sweepstakes trom the frauds.” said Michael T.
Kogut, an assistant attorney general in Massachusetts.

But recently even the well-known legitimate sweepstakes have come under scrutiny because of concern
that they promise too much.

Among the elderly who prove vulnerable. some are lonely and seeking excitement. Others do not
understand the rules printed in small tvpe. And many take literaily what they read when they open
envelopes marked "Registered Documents Enclosed” and "Personal and Contidential” and inside find
Sports [Hlustrated announcing that they have won $833.337. or Publishers Clearing House congratuiating
them on "your selection to be a Guaranteed Cash Prize Winner with a timely response.”

"Folks who are in their 70's. 80's and 90's grew up in an era where. if something was official or appeared
to have something 1o do with the Government, it must be O.K.." said William E. Arnold. director of the
gerontology program at Arizona State University, who is studying the effects of sweepstakes on the
elderly.

Enormous Stakes
Sweepstakes Mean More Subscriptions

The legitimate sweepstakes industry has mushroomed from a single contest at Reader’s Digest magazine
in 1962 to hundreds of contests a year. More than 400 million of the most sophisticated packages in the
direct-mail business are sent to American households each year by the two largest sweepstakes
companies, American Family Publishers and Publishers Clearing House.

For the magazine industry. the stakes are enormous. Nearly one-third of new subscriptions are generated
through sweepstakes, industry experts say. The business is profitable for the sweepstakes operators
because they keep about half of the subscription money they collect and sell other merchandise through
their contests.

The power of sweepstakes is evident in carefully guarded industry statistics. A sweepstakes mailing for
magazine subscriptions is four to five times more likely to generate an order than a mailing without a
prize or contest, said Larry Stone, a former senior official at Publishers Clearing House and Reader’s
Digest and a rare insider willing to describe how the industry works.

From the size and color of the type 10 the texture of the paper and the number of pages. every clement of
a sweepstakes package is designed to persuade readers 1o play the sweepstakes -- and 1o order
magazines or other products. Representatives of the sweepstakes companies say their mailings are
designed only to provide people with the fantasy of winning and comply with laws that require them to
make clear that no purchase is necessary and that entries that include orders have no more chance of
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winning than those that do not.

"We've had a very long history of making disclosures in our copy beyond what has been required by
law," said Michael Brizel. an executive at Reader's Digest. a unit of The Reader's Digest Association.
"We think that the people we mail to clearly understand the ditference between buying these
high-quality products and entering the sweepstakes.”

But an increasing number of state officials. who share regulation of the sweepstakes industry with the
Federal Government, say some sweepstakes mailings have crossed the line from persuasion to deception
in trying to make people believe they are winners. After years of isolated action. state authorities have
opened an offensive with the potential to change the way the sweepstakes industry operates.

In March. 32 states and the District of Columbia reached an agreement with American Family
Publishers. which is owned jointly by a unit of Time Inc. and an investment group associated with the
Pritzker family of Chicago. The company paid $2.25 million to the states and agreed to stop telling
people they were winners, unless they had actually won, and to emphasize in mailings that no purchase
was necessary.

But Connecticut. Florida, Indiana. South Carolina and West Virginia went further and sued American
Family Publishers, accusing it of deceptive practices and seeking restitution for customers. Also named
as defendants were Dick Clark and Ed McMahon, who promote the sweepstakes.

Those five states are also cooperating as they expand scrutiny ot other companies. Gary L. Betz. special
counsel to the Florida Attorney General, said his office was investigating Publishers Clearing House. the
other big sweepstakes company. and scrutinizing mailings by Reader's Digest and Time.

Publishers Clearing House. based in Port Washington. N.Y.. is a limited partnership with a majority held
by trusts and charities connected to its founder. the Mertz family.

American Family Publishers also faces 26 class-action civil suits and 11 suits brought by individuals
seeking millions of dollars in restitution.

In January. a former circulation executive at Time, Susan Caughman. became chief executive of
American Family Enterprises. the parent company of American Family Publishers. Her first goal. Ms.
Caughman said. was to negotiate the settlement with the states.

"I'm committed to making it as clear as possible that we are honest and we are proud of what we do asa
contest,” Ms. Caughman said. "It should help distance us from the fraudulent operators who are abusing
our good name."

The company's redesigned mailings are toned down. but continue to relegate to small print the odds of
winning the $10 million prize -- 150 million to 1. Still, those odds are better than the chance of winning
the $1 million prize in Reader's Digest's 1998 President's Prize: 600 millionto 1.

Some people in the industry expressed concern that the problems of American Family Publishers have
harmed other companies.

"They squeezed the golden goose, and everybody is going to get hurt.” said Mr. Stone. the former
publishing company executive. "Nobody can tell these companies apart.”

Legislation introduced in June in the Senate would expand the Federal Government's role in regulating
sweepstakes mailings. The bill would require main disclaimers to be printed in large type. restrain other
language and allow the Postal Service to destroy mail that does not comply.

"Like a lot of Americans, I get these things in thé mail, and they are so realistic that consumers are
misled into believing they have won a big prize,” Senator Ben Nighthorse Campbell, the Colorado
Republican who wrote the bill, said in an interview.
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Seductive Bait
Entry Mailings Become a Science

In some ways, sweepstakes are the victims of their own success. The Reader’s Digest sweepstakes
helped the digest become the largest-circulation magazine in the world. Other magazines followed suit.
Next came the stamp sheets assembled by Publishers Clearing House and American Family Publishers.
offering discount subscriptions to 300 or more magazines.

Designing a sweepstakes package is a science. Marketing and promotions experts develop the central
pitch, Copywriters and graphic artists come up with words and images to convey the message.

Often. Mr. Stone and other insiders said, lawyers haggle over the detils to keep the package within the
law. But the goal is always the same: to sell products.

That is accomplished by entertaining and involving people through the stamps, seals and stickers known
in the trade as action devices. Over the years, the industry has discovered that the more gimmicks in a
mailing, the better the response.

The envelope may have an official-looking message. The most recent mailing from American Family
Publishers. for example. has a bright orange card on the envelope back that says. "ATTENTION,
UNAWARDED PRIZE DEPOSIT PRE-AUTHORIZATION FORM."

Inside, almost all mailings include several pages with numerous action devices. The newest American
Family Publishers mailing requires people to detach the pre-authorization form. detach an entry form
that resembles a check and affix a gold seal to the completed form before mailing the enury.

Mr. Stone and other experts said the motive was simple. The more that people have to do in a mailing.
the better chance they think they have of winning,

Mailings often begin by trumpeting the news. "You are a winner.” Then comes a description of the
contest and an urgent request at the end to send in the response form.

David Sayer, executive director of advertising at Publishers Clearinghouse. compared the gimmicks and
language to a department store's "sale” sign.

"We do find that the sweepstakes get them in the store. and once we get them in. we like to involve
them.” Mr. Sayer said. "But we take care 10 write them clearly and believe that there should be no
confusion whatsoever for anvone who reads them carefully.”

A successful sweepstakes generates subscription orders from 10 percent of the recipients. industry
experts say. The entries with orders are called "the pull.” When a mailing is sent to 30 million
households, a 10 percent pull translates into $50 million or more in revenue. A much larger group. about
30 percent, returns the entry form without ordering.

Sweepstakes officials would not disclose their results, but Ms. Caughman of American Family
Publishers said a 10 percent pull would be bad from a mailing to proven customers. and good from a
mailing to people who had not bought before.

Regulations require that all entries have an equal chance of winning. But subtle distinctions sometimes
reinforce the misconception that you have a better chance if you order something.

In an American Family Publishers mailing this year, for example, entries with magazine orders went into
an envelope addressed to contest headquarters in Tampa. Fla. People not ordering anything were
instructed to mail entries to a post office box in Waycross, Ga.
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“All the entries wound up in Tampa. but the illusion was that you had a better chance by mailing it
directly to the sweepstakes headquarters.” said James Lyons. an investigator with the Florida Attorney
General's office.

The basic accusation by the states against American Family Publishers is that its entry forms have
evolved into sophisticated shams that violate state laws against deceptive sales practices.

For example. an American Family Publishers mailing in January declared to millions of recipients: "[T'S
DOWN TO A 2-PERSON RACE FOR $11,000,000. YOU AND ONE OTHER PERSON. WERE
ISSUED THE WINNING NUMBER. WHOEVER RETURNS IT FIRST WINS IT ALL!"

Ms. Caughman. the American Family Publishers chief executive. said the company voluntarily withdrew
that mailing in February and stopped routing entries without orders to Georgia. She said other practices
are under review.

But practices criticized by the attorneys general were featured in recent sweepstakes nailings by Sports
[llustrated and Time. both published by Time Inc., one of the partners in American Family Publishers.

A promotion in March for Sports Hlustrated. for example. was mailed in an otficial-looking brown
envelope with the words "Registered Documents Enclosed" on the front. Inside was a manila folder.
stamped in red "Keep This Document In A Safe Place.”

The accompanying letter announced the good news. "OUR SWEEPSTAKES RESULTS ARE FINAL:
the recipient's name HAS WON A CASH PRIZE OF $833.377.00!" It went on. "A BANK CHECK
FOR $833.337.00 IS ON ITS WAY TO the recipient’s address '" Finally. it said. "A BANK CHECK
FOR $833.337.00 IN CASH WILL BE SENT TO YOU VIA CERTIFIED MAIL IF YOU RESPOND
Now!

The caveats came in small type. The first. just above the headline about winning. said. "It vou have and
return the Grand Prize winning entry in time, we will officially announce that.” The back of the manila
tolder, in small print under the heading "Official Rules.” disclosed that the actual deadline was a vear
away, March 31, 1999. And the odds of winning the grand prize turned out to be 1 in 120 million.

Peter Costiglio, a spokesman tor Time Inc.. said the solicitation was not misleading: “We have no
interest in deceiving either existing or potential customers. We run our sweepstakes honestly and
ethically.”

True Believers
From Pastime To Obsession

Kelli Carson’s grandfather committed suicide. Mrs. Carson. who lives near Seattle. described the events
leading to his death on the condition that his name not be used. because some relatives objected to the
pubticity. Law-enforcement authorities confirmed the details.

"After his wife went into the nursing home with Alzheimer's. my grandfather started playing for
something to do when he was alone,” Mrs. Carson said of his introduction to sweepstakes. "It just went
from something he did to occupy his time to an obsession. He truly believed that each time he sent in his

form he would be the $10 million winner, as long as he bought something."”

At one point, the family of the retired contractor discovered that his garage was filled with njerchar}dise
and magazines. They sold the goods at a garage sale. Less than a year later. the garage was full again.

Relatives met many times to discuss the problem. The only answer seemed to be to go to court to have
the grandfather declared incompetent. They could not bring themselves to do it.

"He was the hardest-working person all of his life.” Mrs. Carson said. "He saved and saved. He was
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never frivolous. And he was in complete control. except he was just brainwashed by these sweepstakes.”

Last Dec. 8. Mrs. Carson said, her grandfather was found dead in his truck from carbon monoxide
poisoning. The family determined he had spent more than $100.000 on sweepstakes and similar
contests. His bank account had been closed, and his utilities were about to be shut off.

Some elderly people have become so convinced that they are winners that they have flown 1o American
Family Publishers headquarters in Tampa to collect their prizes. Jeanne Meyer. a spokeswoman for the
company, said that only a fraction of recipients misunderstood the mailings and that fewer went to
Tampa.

A different story was told by former employees of Time Customer Service. the subsidiary of Time
Warner that handles calls from customers of American Family Publishers in Tampa.

In a lawsuit filed in Tampa in mid-July, Anne E. Curran, the customer service manager for the
sweepstakes account until she resigned in April, said she had to deal with so many disgruntled people
who thought they had won that she feared for her safety.

"The individuals Curran met with who had traveled to Tampa to claim prizes they believed theyv had won
in the A.F.P. sweepstakes were often very angry or very depressed upon learning that they had not won
and had traveled to Tampa for nothing," the suit said. "As a consequence. Curran began to experience
emotional distress and fear for her personal safety."

Without specifying the number, the suit said more people started traveling to Tampa to collect their
prizes in recent months. So many went that they were given the code name "visitors” and Ms. Curran
was instructed to keep cash in a fund "specifically set up to silence them.” the suit said.

Time Customer Service filed its own suit against Ms. Curran. contending that she had misappropriated
company electronic mail and demanded money not to disclose it. The Time suit did not address Ms.
Curran's accusations.

Another former employee of Time Customer Service, Kim Venezia. said that during the sweeps season.
October to March, she handled 200 to 300 calls a day, "and over half of them were people who thought
they had won.”

"This was not just illiterate people.” Ms. Venezia said. "And it's not just the elderly. ! talked to all sorts
of people who thought they had won.”

The worst times, she said. were when a cab would pull up to the building's employee entrance while she
and other workers were taking a cigarette break.

“We knew it," Ms. Venezia said. "Here comes gramps with a briefcase or a box with ali his sweepstakes
entries."

Dorothy Edouart fervently believes that sweepstakes riches are just around the corner for her.

A trim, well-spoken woman, Mrs. Edouart had been living comfortably with her family in Jamestown.
R.I, in a house that she had bought and put in a trust. The trust required the family to care for her until
her death, when the house would go to her heirs. But several months ago she moved to a retirement
center in Vero Beach on Florida's Atlantic Coast to escape the objections of her son and other relatives
to her sweepstakes playing.

"I just do it to make a little money," Mrs. Edouart said in an interview recently. "That's the only reason. |
just need to get enough money to take care of myself. It doesn't hurt anybody."

But Mrs. Edouart's son discovered that she was spending $2.000 a month on magazines she never read
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and merchandise she did not need in response to sweepstakes mailings. said her daughter-in-faw. Susan
Zwick.

“She spent 12 hours a day at her desk writing checks and filling out entrv forms -- and this is a woman
with arthritis,” Mrs. Zwick said.

Her family's objections escalated in heated disputes.

“She would say, 'It's my money and I can do with it what [ want. * Mrs. Zwick said. "We'd say that we
were afraid she was being taken advantage of. And she'd say. "Now vou think I'm stupid and old and
being taken advantage of.' "

After moving to Florida, Mrs. Edouart filed suit to remove the Jamestown house from the trust. Mrs.
Edouart said she needed more money for the sweepstakes.

“Some of my winnings | won't be able to collect.” she said. “because | don't have enough money to send
them the $25 fee.”

NEXT: Con men copy the sweepstakes' promises of instant riches to defraud the elderly.

GRAPHIC: Photos: Millions of offers of sweepstakes are sent through the mail each vear, with the
envelopes usually designed to create the impression that the recipient 1s. if not already a winner. then a
finalist. {pg. Al); Dorothy Edouart has taken her son, Howard Zswick. to court 1o try to gain control of
her former home in Jamestown, R.1., so she can sell the house. where Mr. Zwick lives. to raise money to
play sweepstakes. (Bill Powers for The New York Times)pg. A13)
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Consumer Federation of America

Howard M
us. Semmru(-net.)mwnb.“m August 24, 1998

Chairman
The Honorable Ben Nighthorse Campbell
United States Senate
380 Senate Russell Office Building
Washington, D.C. 20515

Re: The Honesty in Sweepstakes Act of 1998, S. 2141
Dear Ben:

CFA supports this bill, and I personally thank you for your leadership in protecting vulnerable
consumers against these outrageous marketeers. It should be passed this session, even though the
time until adjournment is rapidly approaching.

1 am increasingly concerned about mail sweepstakes, having received these come-on letters
myself. They are magnificently drafted to mislead, particularly senior citizens. As the recent
New York Times articles pointed out, too many people have spent thousands in a futile attempt
to collect as a “Guaranteed Cash Prize Winner.” These stories are truly heartbreaking. In
addition to the loss of retirement savings, these practices too often lead to intra-family conflict.
There is a certain kind of deviltry and evil in the minds of those who draft and send these letters.

Unfortunately these sweepstakes work for the companies which sponsor them. But there should
be a distinction between deceptive practices and those where a consumer knowingly makes a
purchase and understands the long odds of winning. One has to look closely and read clearly to
learn that the big prize isn’t really yours. I believe that clear disclosure in a large font, as you
have proposed, is necessary. Surely, legitimate sweepstakes operators, if there are apy, cannot
object to such a requirement.

Given that state Attorneys General are investigating these practices, and the variety of state
consumer protection laws that may be applicable, CFA supports your decision not to preempt
state laws that may give consumers additional protections against such deceptive practices.

We look forward to working with you to get this bill enacted, hopefully this year.

Ho M. MetZEnbaum

irman
1424 16th Street, NW,, Suite 504 * Washington, D.C. 20036
(202) 797-8551 FAX (202) 797-9093
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July 17, 1998

The Honorable Ben Nighthorse Campbell
380 Russell Senate Office Building
Washington, DC 20510

Dear Senator Campbell:

On behalf of the National Consumers League, America’s pioneer
consumer organization, I commend you for introducing S.2141, the “Honest in
Sweepstakes Act of 1998.” This legislation would be very effective in
preventing misleading and deceptive sweepstakes solicitations.

At NCL, we know about sweepstakes scams first-hand because we hear
directly from consumers in that regard. Our National Fraud Information Center, a
toll-free hotline at (800) 876-7060, was created in 1992 to help fight
telemarketing fraud by providing consumers with prevennve advnce and relaying
their reports of suspected fraud to law enfi s can
also contact us now through our web site, www. fraud ¢ org, to get helpful tips an
report possible fraud.

Bogus prize and sweepstakes offers have consistently ranked among the
top five telemarketing frauds reported to the NFIC since its inception. They were
the top subject of telemarketing reports in 1997. And of the 3,081 prize and
sweepstakes complaints that we received that year, 2,237 began with a mail

licitation to the .

As you know, some of these mail pieces can be very deceptive. They
make it appear as though the consumer has automatically won something of great
value. They do not make clear that they are games of chance, or the odds of
winning, or that no purchase is necessary. In fact, when consumers call to claim
their “awards,” they are told that they need to pay something first. It might be
described as taxes, a p ing fee, or bonding, or the might be told
that it is necessary to buy a product from the company in order to qualify for this
promotional offer. However, the object is simply to extract money from the
consumer without ily giving anything of value in return.

There are legitimate p that use sweep as a marketing
incentive, but even some of them have on occasion strayed across the line and
found themselves at odds with consumer protection authorities.

Representing Consumers for 99 Years
»aBee @ Prnted on Recycied Papec

E
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It is often difficult for consumers to tell the difference between a legitimate and a
fraudulent sweepstakes offer. Many of the same marketiny strategies -- creating excitement,
conveying a sense of urgency, making the recipient feel special - are used by legitimate
companies. The key information that consumers need to know is that under federal law, it is
illegal to require payment to participate in games of chance. Unfortunately, many people who
contact the NFIC find this out too late, after they have already sent hundreds, even thousands of
dollars to con artists.

Members of the legitimate sweepstakes industry should welcome your proposal because
it would help ensure that consumers understand the solicitation. It would also help to
distinguish them from the “bad guys.” As a consumer education tool, it would be very useful if
we could tell people exactly what information must appear on sweepstakes solicitations. And it
would be easy for them to see, because the disclosures would be clear and conspicuous.

We would be happy to work with you and your staff on this important initiative. Please
do not hesitate to contact me at (202) 835-3323.

Sincerely yours,
Susan Grant, Vice President for Public Policy

Director, National Fraud Information Center
National Consumers League

cc: Linda F. Golodner, President
National Consumers League
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WRLAM V. ROTH, Ja_ DELAWARE JOHN GLENN, OWO

SEmSte .. Wnited States Senate

MANNAH S. SISTARE, STAFF OMRECTOR AND COUNSEL COMMITTEE ON
LEONAAD WEISS, MNORITY SYAFF DIRECTOR GOVERNMENTAL AFFAIRS

WASHINGTON, DC 20510-6250
September 4, 1998

Mr. Richard A. Barton

Direct Marketing Association
1111 19 * Street N.W., Suite 1100
Washington, D.C. 20036-3603

Dear Mr. Barton,

Thaok you for testifying as a witness at the International Security, Proliferation and
Federal Services Subcommittee’s hearing on “Uses of Mass Mail to Defraud Consumers.” In
response to one of my questions, you agreed that you or your organization would apply the
Direct Marketing Association’s guidelines for ethical business practices to several apparently
deceptive sweepstakes promotions we reviewed to dctermin%ﬂwsuﬁbitations complied with
your ethical guidelines.

Enclosed please find solicitations from the following four companies for your review:
Michigan Bulb, Publishers Clearing House, American Family Publishers, and Guaranteed and
Bonded. I would appreciate receiving DMA’s evaluation of these solicitations as soon as
possible. Ihave provided the complete solicitation with highlights of statements which appear to
be the most deceptive. Your reaction to these specific statements would be appreciated as well.

Please contact Myla Edwards (224-4551) of the subcommittee staff with any questions
you may have. Thank you for your assistance. We would appreciate the retum of the original
documents we have enclosed after you complete the review.

Sincerely,

Carl Levin

Ranking Member

Subcommittee on International Security,
Proliferation and Federal Services

CL:me

Enclosures

cc: The Honorable Thad Cochran
Chairman
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EXHIBITS FROM MICHIGAN BULB CO.
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DELIVER PROMPTLY. VOID AFTER 3/6/98

PLEASE USE THIS ENVELOPE ONLY IF YOU ARE NOT PLACING AN ORDER

NOMW-M@MW

When placing an order, be sure to use the Bright Yellow Response Date malied:
{ Envelope to return your Claim Form and order.

ﬁ [J$5.000.00 Super Cash Jackpot award certificae enclosed.
40'4 IF NOT PLACING AN ORDER, SEE RULES FOR
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COLOR
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CASH

inother

He thought he was dreaming, but his
dreams came true! P :rry Salvestrin
entered and won our BIG GRAND PRIZE!
Now Perry and his family are $110.000.00
richer! You could be this rich, too - don't
wait - eater toda

IR <
. WNLLPhH 902
POWER 700N AUTO CAMERA or
S3I00L00 CASH

3 00

CAPRE

Ninth

S30.00 GIFY CERTIFICATE

,.,5‘70 o000, 00

4

A *117 7.

: b and you will win a 10,006 0¢
nter todav You could be N110.000.00 richer®

$250,000.00 SWEEPSTAKES RULES
NECESSAKY. 'lhe rules apply to the 1998 $250,000.00 Sweepatakes aponsored
. ('Ro—u entering, 10 these rules and 10 the decisions of
Wits and bnon (the Ivndgu )v/lnch are final on all matters related 1o
m ‘ollow instractions in this mailing. Entries must be received by the
. enlryhuln equal chance of winning. win-
ners chotn in with final selection on 1/15!99. ‘Winners to be notified within 30
dny-ofndam. wnmm PRIZES: 1,501 major prizes (“ Sweerukes Prizes™ ) 2n shown
this mailing. Al prises will be awarded. Total value of major Sweepstakes Prizes in $250,000.00
values stated in U S. ¢ . Sponeor may substitute prize of equal or greater value if
d odde of nndg’nu 000,000

Dus -

of winning any major prize are approximately 1:20,000.
All entrants to offe: them receive a Special Prize

, Round One, Instant Winner, Special, Mystery. Bonus, 1st Level

Prize or Award. Odds of dﬂnd on the sumber of entries received. Odds of
ial Pri GIBILITY: Sweepstakes apen to legal U.S. and
sor and the Judges and their respective agents

bouschold members. Additional rules ada

(orma-

nnblc for Finting Frrues, dnuﬁed Tahel=
: Sweepatakes e..n.,m W all fedd-
'
pre
ious 4rlal|n nirmn
s including

d Garden Value Mart. All entrants release Sponsor and Judges and th
olﬁoen directors, agents, !mplo’ . suppliers ...5 all othe
of this sweep: vom any and all hahilits with m.n
this r the wr use of
y for any p personal inpury. Winners will he asked Tor permiission to s e
me, cit te of residence for advertising. Prizes won by minars must be a
in the name of the renl or guardian who must execate affidavit and release o
Sponsor may mdmon final prize lv-rdn on execution of publicity and Lubility
di J winer fails 10 sign and return

s of cligibilit; select an alternate winner if i
releases .ndynm’;i:vm within 21 dny- of 1Ill'mplfd delivery. Taxes are the winner:

ity e st sapely S b Social Security mumber 1o 1 e vale
WINNERS® LISTS AND FUTURE MATLINGS:
ailable {rom 211599 theou

out tion, vn‘u: 1998 MBC
P4 4951 17 or call (616) 735-2100 M.




Norman Field
Our latest Grand Prize

Winner, Norman Field, |
had an unlisted phone §

number. So we sent
the county sheriff to
tell him he was listed
with us — as our
Grand Prize Winner
of $110,000.00 CASH!

Dorothy Sippel
Dorothy knows it pays
to order and enter
often. She’s won
prizes before but
never anything like
her BIG GRAND
PRIZE. Now she has
an extra $110,000.00

You could be a big 250,000.00 S¥EEPsTAxss' | in the bank! You, too,
winner too ~ ¥ [ Dorothy Sippe; | could be this lucky!
110,000 ... 09 .., § Enter today!

*100,000.00

Grand Prize You W/ﬂ N 741(355 Prizes.
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ADD $10 000.00 7O YOUR WINNINGS!

Return your sweepsiakes onlry before the deadline date stated in this package, and you witl win a $10,000.80
bonus i you are the Grand Prize Winner! Don’t delay, enter lodly You couid be $110,000.00 richer!

o il o o

ue
e

P KES
NO PURCHASE NECESSARY. These rules apply to the 1996 $250,000.00 Sweepstakes sponsored by Michigan Butb Co. (“Sponsor™). By entering, you
agree to these rules and to the decisions of Price Henevdd Cooper, DeWitt and Litton (the “Judges™) -'lnch are final on all matters related to this
Sweepstakes. TO ENTER: Fol.lmv instructions in this mailing. Entrics muet be received by the date stated or 12/31/98, whichever is sconer. Each entry
has an equal chance of wini Prue winners chosen in r: d i n on 1/15/99. Winners to be notified within 30 days of selec-
tion. WINNERS AND P i i i g. All prizes will be awarded. Total value of major
Sweepstakes Prizes is $250,000.00. Al prize values stated in U.S. currency. Sponsor may substitute prise of equal or grester value if prize shown is
nnavnl:ble Estimated odds o{nnmm‘-n Grand Prize and Bonus - 1:30,000,000; 2nd Prise - 1:30,000,000: 3rd Prize — 1:15,000,000; 4th Prize -

,000; 5th Pri ,000,000: Prize - 1:1,500,000; 7th Prize - 1:1,000,000; 8th Prize — 1:750,000; 9th Prize - 1:250,000; 10th Prize - 1:23,603.
Odd. of winuing any major prize are approximately 1:20.000. Prizes ace. not transferable. All entrants to promotions offering them will recsive a Special
Prize which may be called I'Pnl Roun(r Round One, Instant Winner, Special, Mystery, Bonus, 1st Level or Level One Pnu or Award. Odds of winnin
depend on the number of entrics received, Odds of winning a Special Prize (where ered) are 1:1. ELIGIBILITY: Sweepstakes open to legal U.S. -ns
Canadian residents except employees of the Sponsor and the ]MQ: and their relgecuvr agents a and mpplwu and their immediate families and household
members. Additional ruL in C-mda u. 5 residents write: d Gardens Ont NOB 2K9 for information. Any entry
received which is imately obtained or tampered with is void. Sponsor is not responsible for printi
errors, detached lnbel.l or hu, lost, postage due or mudmxlcd uuulp MISC!{LIANEOUS Sweepstakes. sllb_'«‘l 10 all fedecal, state, provlntn.l and lormi
laws and in conj with various using various creative pre-
sentations by Michigan Bulh C nny and its parent, subsidiaries and affiliates mclndmg Foster & Callugher lnr Rochmod Gardens Inc., Flower of
the Month, Persona Comforn. ‘alter Drake and Home and Garden Value Mart. All entrants rele; s Spensor and Judgu -nd their parents, affiliates,
subsidiaries, officers, directors, agents, employess, suppliers and all uthers associated with the developmn and from any
and all liahility with respect to or in any way arising from this or the or use of any mdudlng liability for any
personal injury. Winners will be asked for permission to use their pho.o,..ph ame, city and state of residence for .Sm.. . Prizes won by minocs
must he lvnr?ed in the name of the pares rdian who must execute sffidsvit and release on minor's behalf. Sponsor ay coadition final prize
awards on execution of publicity and Labilit y. Sponsor may select an afternate winner if initial winaer fails to sign and
return such releases and affidavits within 21 days of attem ivery. Taxes are the winners’ respon y and winners must supply Sponsor with
Social Security number to receive valued over $600. ] ‘or a list of major Sweepstakes Prive -nn»
ners available from 2/15/99 th /1500, or to receive future Sweepsial riunities without obligation. write: 1998 EBC
Information. PO Box 140617, Grand Rapids, MI 49514-0617 or call (616) 115-2IN M%m -5pm EST.

Pr'ﬂsd In U,S,A.
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¢}
$5,000.00
CASH!
Take a Trip!
2 Winners!

\"M‘ hirm i W 77 B .
** GRAND PBEE WINNER @




Michigan Bulb’s Lifetime Guaran
Protects You Two Ways. ..
You Risk Nothing!

If you're not happy with any item you order from us, simply return

it within 15 days for a full refund or replacement, whichever you
prefer.

Any items that do not grow and flourish to your complete
satisfaction will be replaced FREE - with no time limit - for as long
as you garden.
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0008981

€ In quantities as shown in the enclosed brochures. Al 00136412855 CR 1726 Y 4

L items are covered by our Lifetime Guarantee. Free

Boruses are yours 1 ioep even X you retum your order.

1YW want (0 be & big winner in 000,00 Sweepstakwe! —
fm rot ummwcgsm)hmm
o Ao b Flesponse enveiope. Please sendmy order ) EYANDRIA VA 22308-1053
TINGOL I
Claim Form. ondey mealion.)
R NOW AND PAY NO
Sogenia - 130.95 0412.08 18099 44898

1
i:
R,

i

§|§'
Bt

5

;

i
?
i

mm.ll[lﬂlllhl]lﬂ I T1 eranoror
’ Exp. Dale:
Drwmxwkgc.o.m)

MICHIGAN BULB COMPANY, 1950 WALDORF N.W., GRAND RAPIDS, Mi 49550 reTE N USA
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CLAIM FORM IA

130

FORT OF ORIGIN 98
o - RETURN THIS FORM
PAULINE EVANS WITHOUT DELAY!
MICHIGAN BULB CO. - —

729 B0O6 93/115 1
1950 WALDORF N. W. R e

" GRAND RAPIDS M1 49550

cumno. MHOY3?79353

ALEXANDRIA VA 22308-1053

o mmm s  emyey

>

VI WNHO4 WIVID

< FINAL NOTIFICATION <  FINAL NOTIFICATION >{

e LG e R e NN E e NN RN N AR 4 LNCSE

-
®  YOU HAVE BEEN SELECTED TO RECEIVE A SPECIAL PREMIUM. -
# GUARANTEED. CLAIM PREMIUM BEFORE 3/6/98 OR RISK FORFEITURE. #

L I I DN N JEE BN R R BN BEE BN BB BEE NN JER BN JEE JEE NN JEE JEE DK B BEE R
ATTENTION willh

PLEASE CONTACT MY OFFICE IMMEDIATELY. AS OF 2/2/98 WE HAVE NOT RECEIVED CLAIM
FORM IA FPROM TEE willllNme.

THE 3/6/968 DEADLINE IS RAPIDLY APPROACHING. CLAIM YOUR SPECIAL PREMIUM —— OR LOSE
IT! THAT'S WHAT COULD HAPPEN IF YOU WAIT ANY LONGER.

THE $100,000.00 GRAND PRIZE HAS NOT YET BEEN AWARDED. WHEN I WRITE THE CHECK FOR
$100,000.00 WILL IT BE MADE OUT TO MUEMNNNS?

OR WILL YOU GET THE $25,000.00 SECOND PRIZE? MAYBE THE EDWARDSES WILL GET $5,000.00
see $1,000.00 ... A CAMCORDER... A CAMERA KIT.., OVER 1,500 MAJOR PRIZES HAVE NOT
YET BEEN ANARDED. (SEE RULES.)

PURTMEEMORE —- THIS PACKAGE MAY CONTAIN A WINNING COLOR TOKEN FOR OUR SUPER CASH
JACKPOT, IN WHICH 5 LUCKY INDIVIDUALS HAVE BEEN SELECTED TO WIN A SHARE OF THE
$5,000.00 GIVEAWAY PRIZE. YOU MAY RE ONE OF THE PIVE. (SEE RULES.} ¥OU ARR

20 RECEIVE A NINIMM OF $1,000.00 CASE IN ADDITION TO ANY OTMER FRIZE(S)
IF YOU HAVE HEEN TSSUED A WINNING COLOR TOKEN. 7O FIND OUT IF YOU ARE ONE OF THE
FIVE, YOU MUST RESPOND AS INSTRUCTED BY THE DEADLINE DATE STATED ABOVE. (SEE
ENCLOSED INSERT FOR DETAILS AND RULES.)

IN ADDITION... YOU COULD GET ANOTHER §$1,000.00 GUARANTRERD... IF YOUR OFFICIAL
RESPONSE IS SELECTED IN OUR BRAND NEW $1,000.00-A-WEEK RANDOM DRAWING.

EACH WEEK, FOR FOUR CONSECUTIVE WEEKS STARTING ON FEBRUARY 13, 1998, ONE LUCKY
RESPONDENT WILL BE SELECTED AT RANDOM FROM ALL ENTRIES RECEIVED FOR THE $1,000.00
WEEKLY PRIZE. RESPOND BEFORE FEBRUARY 13, AND YOU'LL HAVE 4 CHANCES TO WIN A CHECK
FOR $1,000.00¢ THE FINAL DATE YOU MUST BEAT TO HAVE ANY CHANCE AT ALL IS MARCH 6,
1998. APTER THAT DATE, THERE WILL BE NO MORE $1,000.00-A-WEEK GIVEANAY AWARDS.

ALL PRIZES ARE TO BE BUT ONLY SPECIAL PREMIUM CLAIMANTS --
LIKE YOU -- CAN WIN THEM.

SEPARATE THE CLAIM FORM FROM THE TOP OF THIS NOTIFICATION AND SPECIFY ON THE BACK
HOW YOU WISH TO RECEIVE THE $100,000.00 IF YOU ARE THE SELECTED GRAND PRIZE
WINMER. MAIL IT TO MY ATTENTION WITHOUT DELAY TN THE RETURN ENVELOPE PROVIDED.
{CONTINUED ON BACK)

: .

{ NOLLVOIHLLON TWNIZ > NOLLVOIJILON TVNId >
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>

$100,000.00 GRAND PRIZE PRIZES GUARANTEED TO BE AWARDED:
PAYMENT METHOD PREFERRED: ATENT - 3 waeten
“wu.l.nn-’ 'WNNERS
B m“"-' ':m'“ SHARP® VIEWCAM - CAMCORGER or (l2
[] moneY onosn CANOM® POWER 200M AUTO CAMERA or >
[ wo rrerenence ooy b 4
DEADLINE DATE SONY® 40-GHAISIIL CORDLIESS FHONE o =
3/6/98 TABLETOPS UNUIMITED® 40-PIECE STONEWARE SET or 8
1371 WINNERS o 1}
TOTAL NUMBER OF WINNERS =
>

{__FINAL NOTIFICATION > FINAL NOTIFICATION > CLAIMFORMIA _ >

THERE IS RO PURCHASE REQUIRED TO CLAIM ANY PREMIUM OR WIN ANY PRIZE. HOWEVER,
MANY PAST WINNERS HAVE BEEN OUR BEST CUSTOMERS.

AS OFFICIAL SWEEPSTAKES DIRECTOR, I ENCOURAGE YOU TO SERIOUSLY CONSIDER
PURCHASING ONE OR MORE OF JIM MEADOWS' RECOMMENDATIONS ENCLOSED. IF YOU ORDER,
BE SURE TO USE THE OFFICIAL BRIGHT YELLOW RESPONSE ENVELOPE. ALL OTHERS MUST
USE THE PLAIN WHITE “NO" RESPONSE ENVELOPE.

ONCE AGAIN, JIM HAS DONE THE NEARLY IMPOSSIBLE. HE HAS PUT A STUNNING SELECTION
OF IMPORTED BEGONIAS TOGETHER, GUARANTEED TO TURN YOUR YARD INTO A GARDEN
EXTRAVAGANZA! DON'T MISS OUT. YOU WON'T FIND PRICES THIS LOW ANYWHERE ELSE.
EVERYTHING IS COVERED BY OUR NO-RISK LIFETIME GUARANTEE:

IF YOU ARE NOT HAPPY WITH ANY ITEM YOU ORDER FROM US, SIMPLY
RBTURN IT WITHIN 15 DAYS FOR A FULL REFUND OR REFLACEMENT,
WHICHEVER YOU PREFER.

ANY ITEMS THAT DO NOT GROW AND FLOURISH TO YOUR COMPLETE
SATISFACTION WILL BE REPLACED FREE - WITH NO TIME LIMIT -
FOR AS LONG AS YOU GARDEN.

BEST OF ALL, YOU CAN PAY NO MONEY NOW AND STILL TAKE ADVANTAGE OF THESE
INCREDIBLE GARDENING VALUES. THAT'S RIGHT! ORDER WITH YOUR CREDIT CARD NOW
AND YOU PAY NOTHING UNTIL WE SHIP YOUR ORDER TO YOU THIS SPRING. THAT MEANS
NQ RISK TQ YOU! YOU HAVE NOTHING TO LOSE!

SO ORDER WITH CONFIDENCE WHEN YOU CLAIM YOUR SPECIAL PREMIUM AND TELL US HOW
YOU'D LIKE TO RECEIVE A PAYMENT OF $100,000.00.

REMEMBER, WE MUST HEAR FROM YOU BY 3/6/98 OR THE SPECIAL PREMIUM YOU HAVE BEEN
SELECTED TO RECEIVE WILL BE CONSIDERED OPEN TO FORFEITURE. PLEASE DO NOT GIVE
UP WHAT YOU'RE ENTITLED TO. RESPOND IMMEDIATELY.

URGENTLY,

(LibiEoans

PAULINE EVANS
OFFICE OF PRIZE AWARDS

P.S. $10,000.00 BONUS OFFERED TO GRAND PRIZE WINNER IF
RESPONSE IS RECEIVED BY THE DEADLINE DATE.

< NOLYOILLON TWNId X NOLLVOIJILON TVNId i

. PRNTED M USA.
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EXHIBITS FROM PUBLISHERS CLEARING
HOUSE
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PUBL{SHERS
CLEARING HOUSE

101 WiNneRS CRCLE
PORT WASHINGTON, NEW YORY § 1050

February 27, 1998

AN
Palm Springs CA 92264

Dear SN :

It's morning. You're at home getting ready to start the
day. Deciding what to have for breakfast, perhaps, or
what to wear to work.

Suddenly, there's a commotion down the street. You hear
an unusual sound.

Through the window, you see an armored car pull up to
your door. Two guards get out. They move quickly to the
rear of the vehicle, weapons at the ready. Out steps a
distinguished silver-haired gentleman with a suitcase
handcuffed to his wrist. Flanked on each side by the
armed guards, he strides purposefully to your door.

The doorbell rings. When you open the door, Dave Sayer
of the Publishers Clearing House Prize Patrol greets you
with, "SEENEENEY, you're our newest multimillionaire.
And I've brought all your millions to you."

With that he unlocks the suitcase
and reveals $3,500,000.00 in cash
right there before your eyes!

Dollar after dollar, greenback after greenback, it's all
there. Three and One Half Million Dollars -- in cash!
I'1ll bet you never thought you'd live to see that much
money -~ all at once -- all in cash!

Yes, here it is and it's ALL FOR YOU. To spend as you
like. Pay off bills, invest, take a trip, treat your
family and friends -- and yourself -- to anything you'd
like.

Sound like a dream, (NENUWINN® On the contrary,
I have it on good authority that April 15 is when it could
all happen for you. That's the day that we will take a
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special early look at the winning number for Giveaway

No. 525 ... and the day you will definitely win 3.5 Million
Dollars should you have and return the matching winning

number from this Bulletin. Which means that your prompt prs
response now could turn this scenario into real life. o

But you see our concern for confidentiality. It's not every
day an armored car unloads $3,500,000.00 into someone's
living room. And as a precaution, we don't want the word to
get out that 243 Tunis St could be the next delivery site.

But we're committed to giving the prize money away. And we
need two things from you before we can proceed further with
our prize winner selection process.

First, sign and return the Acceptance Notice letting us know
that you're willing to accept the cash should 56 7252 3639 13
match the winning number.

Second, enclose your signed Confidentiality Acknowledgment
attached to the packet this letter came in so we know this
method of delivery will be just between us.

Then don't delay. We must know of your willingness to accept
the cash by the April 3 deadline at the latest. We can’'t hold
the prize for you from this Bulletin after that date.

Sincerely,

Eburting (Adzo

Dorothy Addeo
Contest Manager

P.S. 1If you'd rather not have so much cash delivered to
you, just check the box on the Acceptance Notice.
Dave will bring you a Certified Check for
3.5 Million Dollars instead should you win.
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PUBLISHERS
CLEARING HOUSE

101 WINNERS CIRCLE
® PORT WASHINGTON, NCW YORK 11050

February 27, 1998

TO: ./

FROM: Dorothy Addeo

SUBJECT: Confidentiality Acknowledgment

My name is Dorothy Addeo and I'm Contest Manager of
Publishers Clearing House.

What I have to tell you is so potentially lucrative for you
that I had to rush this information out as soon as I could.

The fact is WINNEENE has been identified as a possible
location for an extraordinary future event. I'm writing to you
now to ask for your participation should your address be the
one chosen as the actual location. :

However, given the unigue nature of this event, I'm concerned
‘that this information might leak out and become too widespread.
So while I need your involvement now, I also want to be suze the
event and ite potential outcome will not be revealed too soon.

Therefore, I'd appreciate it if we could keep this information
confidential for the time being. So please sign the
Acknowledgment below and return it along with the document
enclosed within the attached brown wrapper.

Signing below simply confirms that you will keep our plans
confidential a little\while longer. Once you read inside,
you'll understand just why it is desirable to maintain a
certain silence. So please sign below and then open the
brown wrapper.

I look forward to hearing from you very soon.

P22 T2 X R332 22 T2 R 22 2R X 22 22222 X222 X222 222 22222222222
CONFIDENTIALITY ACKNOWLEDGMENT

1, SRy Paln springs, CA 92264,

acknowledge notification of the unigue nature of this exciting

event and will not reveal it to anyone beyond my close friends
and family until after the prize is awarded.

Signed M Date




136

LN3IOdHN

TISOTONH SLNIANNDOA
IVLLNAJIANOD




137

‘BRI DERORUS JO SYisOdEp
0} $D0D SIS 0 891 UORISS MONS) "HATIAIND JOU 4 SHEIDPE SRS O A0 NMISD MRLEVIL lpa_-o..

Wby 7Y Yhwmoy wey

]

TSTLY #TOZTL6TZLTIOOS
OOV YHLG _u ONINOV YOS D 301 Aa D PT0D +» LOTHDE sass AGHNOAG#
(5HVHO VHUG) BI00D SNOLIONYD D

R 44114 VWATIN 14 o . T S,
VEYWT) "N WO Yvry LHoEam

g)ﬁﬂgD Eddo»(uzaD AHIATIO LHDINY3AO D

nawsosemoa []

oson fix werbwrprom ey

— 8h,€ /b A9 GAUS3N0M Ald3Y
IVIHILYW Q3iva

Q31S3IN03H IDAYIS IONVHD R

$17)

HOd
- <n_ _<Lw.: Q3SOTONA SINZNND0A
oy.90d VLLNIQIINOD

YORIONS 'Yy,
TVHINID AINHOLLY M1 40 Piaso

BRI 6§ 0 savay



138

IVERY

TR R

Expedition

' fower Ford

Dealérship Model
Mark A. Haddad » February 27, 1998
. Date of issue

Sales Manager

Congratulati nis!
We've been s.Clearing Ho
pril 24, provided your entry from

w.Ford has been checked and
uthorize delivery of your
and return this Guarantee

Forms and Paperwork
7 ared for Processing

% 3
=

Miihtenance Schedule/Warranty

Acceptablé for Deliver o . klet/Owner's Guide
Delivery Authorization . B/ Operation of Features and
Forms Completed Accessories Verified
| have reviewed the above Guarantee Of Delivery and acknowledge that it _ | PLACE :
is to my satisfaction. | am transferring my Delivery Approval Stamp from 3 DELIVERY APPROVAL |
my big sheet of Order Stamps to the box at right. ! STANMP HIERE !
- tANDRETURN WTH ¢
t YOURORDER i
(your signatuwee) — teelnnUEh

(IF NOT ORDERING, SEE OFFICIAL RULES FOR ENTRY DETAILS)
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PUBLISHERS
CLEARING

HOUSE
PRIZE PATROL

101 WINNERS CIRCLE
PORT WASHINGTON, NEW YORK 11050 <

DAVID C. SAYER
Executive Director, Prize Patrot

Dear Winner Candidate:

May I ask a favor of you? 1It’'s rather important and I hope you’ll
respond positively to my request.

You see, I'm all set to surprise the winner of the Publishers Clearing
House $3,500,000.00 SuperPrize. And Contest Manager Dorothy Addeo has
informed me that your entry from this Bulletin could be the wipper!

If indeed you are our $3.5 Million winner, we will be at your door on
April 15, along with the news crew from your local TV station, to
record the winning moment for the entire country to see. The TV folks
will ask you, “What are you going to do with all that money?” And
they’ll ask me questions like, “How can you afford to give away all
that money?” and “Do most people order when they enter?”

While we have had winners who admitted on TV that they hadn’t ordered
anything when they entered, I'd love to say you don’'t just enter for
the prizes. 1’4 like to answer, “This winner is a smart customer whe
takes advantage of our unbeatable déals as well as our Sweepstakes and
placed an order with the winning entry!”

As a friend and potential multimillionaire, you understand that
the only way we can afford to give away so much money is to sell
magazines. Since I’'m about to head out for my next big prize
delivery, I’'d like to ask my favor now:

Won't you please take advantage of your “On The House” or Free
Inspection privilege and order something at. this time?

It doesn’t have to be a big or expensive item, and with over 120 great
deals to choose from, you're sure to find something you like. So make
your pick using the enclosed sheet of Order Stamps. Then be sure you
get your documents back to us by April 3.

And if you’'re named our big winner, I‘ll bring your first issue or
item along with your $3.5 Million prize. How’s that for fast and
courteous service!

Many thanks for your help!

David Sayer
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QIEEEEIPlIBlJS}iﬂks CLEARING HOUSE - 101 wiactrs OnaLe - PORE wASHINGTOR. NE YORK 11030

$3.5 Million Acceptance Notice
from

~

3
1, GeeeAmmmiEmSES, do hereby affirm and attest that I am
willing to accept 3.5 Million Dollars in cash from Publishers
Clearing House on April 15 provided SuperPrize Number
56 7252 3639 13 matches the winning number and this acceptance
reaches PCH by April 3, 1998. Should that be the case, I will
expect Dave Sayer to arrive in an armored car with guards to
deliver the cash to me at WIS, Palm Springs, CA.

O 1 would really prefer a Certified Check should I be
the winner.

Thank you.

Signeds

Palm Springs CA 92264

I'd also like you to be able to tell the media that I,
SmRiEmleeeNy, don't just enter for the prizes but know an
unbeatable deal when I see one. Therefore, please activate
my ON THE HOUSE Privilege and see that I receive Express
Order Processing on any item(s) I may order below. Thank you.

PLACE 1ST PLACE 2ND PLACE 3RD PLACE 4TH
ORDER STANP ORDER STANP ORDER STANP ORDER STAMP
HERE HERE HERE HERE

Your credit is A-OK, so as a President's Gold Club Member won't
you try one or more of our unbeatable deals?

If not ordering,

paste *NO" stamp from the sheet of stamps over the first two

order boxes.

1

b4 5653 4323

A0109

HERE

FOLD

FOLD; HERE

$6-30
10047Re.
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EXHIBITS FROM AMERICAN FAMILY
PUBLISHERS




REGISTERED ENTRY DOCUMENTS ENCLOSED are Intended
for the sole use of addressee. Obstruction of U.S. Mall is

punishable by fines up to $2,000.00 and/or 5 years in prison.
OFFICIAL RULES

143

for & gven prize, that prize

I seloctad parts of Europe, Africa, Asta, Australia, Mexico,

by law, Employees of Time Inc., all sweepstakes presenters
advertising and promotion agencies, and membaors of those employ

oF aCkNOWlodged. Any prize fotice that results from o printing, arocduo-
‘o appicable fodersl, sate, provincial and local laws Bnd regations. Void in

a0 orror, more than one prize notice s ssued

and received.

EES

. For alist of major prize winners, svailable after 8/30/99, send a stamped, sei-addrmssed envelope by that date to: Winners' List, P.O, Box

9254, Medford, NY 117639254,

uss will be approximately the same. Al prize values are indicated in and wit be swarded In U.S. cummency.

§aiadtgas ié
‘§§§;§§ i
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; e i |
i

26,667 OF & hlmp
used to pey

T

000
75 payable as 23 snual instalments.
3/31/99. is . 3
jay assumed for Incomect of insotwake capture of entry infor.

comgonents: (1} $1,
wmm—l m.mm(m-mmmmam,e
[When the Tax Bonus,/Bonus Prize component can

Noris

3 22
£hg p

‘
mmmunfm

7.1 o
onlhl mmmmmmwmmmhmdw&
paysdie o8
antry geadine
mvcﬁm
merchandise
oy
the
25.000.
Cash: , 1997, and ending
ncoved that $5,000 prize or
u na 1419 mikon. event no received for & gven Growing, the next s
will have thew choice of recsh
NAMED 3
£acem a3 otherwise indicated above, sweepatakes BEpns 1171/97 and ends 3/31/98. Sponscr is not responaible for lost, iate, misdiected,
any

THE FOLLOWING APPUES TO ALL OF THE SWEEPSTAXE! S

H
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s
is‘«*?ﬁsséﬁig i
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The information enclosed is of crucial importance.
Because your name appeared on the list of people
identified to receive this mailing, you can now be
told. OPEN IMMEDIATELY...
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EXHIBITS FROM MONEY MAGAZINE/TIME INC.
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INSTRUCTIONS
Validate the entry at right with the

-—-"éﬂ_!n 2eak(s) below and return it - rll'lIlul . do heredy validate this document with  #
in the enclosed eavelope by the deadline. . AFFIX the scals at lefi. Notify me at ance of any prize | am awarded. e

If you fall to respond, you risk 186667500 + FREE GIT  { To racaive your FREE GIFT and Risk-Free fasue of MONEY, atix the FREE GIFT seal provided. H you e MONEY. |
FORFEITING the $1,666,675.00 prize. GRAND PRIZE SEAL You'l pay 4 equal monthiy instasiments of just $7.49 for you subscription (an additional 9 issues. making 10 in o). N
: P A 2 20d you'l facaive al the benefits of the Preferred Subacriber's Advaatage. It ot simoly eturm your bill marked A

SEAL HERE . HERE . “eancal” 20d be under 1o further DNGaton. The FREE GIFT and Risk-Free lasue are yours 1o keep. Plus.

™ s _..h periodically. you™ receive spacial selactions as described on the Back of this form. e m
% “ 8T
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rdwienied L8
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H Fres lesus of MONEY and your FREE GIFT, but ss

H want 10 enter the swespsiakes. Do NOT amach your aighzq" [En——— [ w ‘ |
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OF: OUR $1,666,675.00 'WINNERS!
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IZE AMOUNT WINNER'S AFFIDAVIT PAYMENT
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CONFIRMED -- JACK SEARS AND
. NS SR HAVE BOTH
ION $1,666,675.00 PRIZES!

has something in common with a previous Grand Prize
be worth $1,666.675.00.
\66,675.00 winner, Jack Sears of Deerfiekd, lfiincis, received a confirming

ch like this one. Healsorecewedaunquese(oanzeNxmbers--nﬂ
endwvdyvegusterednym;m N\dead(Semscase.re
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§ Diirows Murketing Asaciation, Inc.
£ onr rych Sincer NW. Suire 1300

DV \ [

\am Vice l‘luldcm

gressional Relarions

December 23, 1998

The Honorable Carl Levin

United Stutes Senate

Subcummittee on Intermational Security, Proliferation
and Federal Services

Washington, D.C. 20510-6250

Dear Senator Levin:

This letter is to advise you of the status of the foux sweepstakes promotions you
referred to The DMA’s Committee on Ethical Business Practice, specifically, pramotions
of Michigan Bulb, Publishers Clearing House, American Family Publishers and
Guaranteed and Bonded (Money Magazine/Time Inc). The Committee on Ethical
Business Practice began its review of the promotions in September; to date, three of the
cases have been closed, and ane is pending completion.

Michigan Bulb

The material submitted was actually a combination of two Michigan Bulb promotions.
The Committee learned that one of the promotions had been discontinued and was not
being replaced with another similar promotion; therefore, the Committee concentrated
its efforts on the other promotion. 'IheCmnmnueconumdﬂumpmyregudmg
potential violations of DMA'’s Guidelines for Ethical Busi Practice, i
oonfumontegardmgthemgmﬁcameofﬂ:egnldandsﬂver “winning” tokens, the
“official order form” verbiage and the potential perception that those who order have a
better chance of winning a major prize than those who do not order.

Without providing a detailed response as to any speafic potential guidelines violations,
the company responded that the dp tion was also being discontinued and
was not being replaced. The Committee closed the case based on the company’s
representations. (According to the Committee’s case handling procedures, cases are
closed if the promotion or practice in question is discontinued. In cases where a
promotian is revised or replaced witk another gimilar promotion, the revised promotion
is also reviewed against the guidelines. Ifit is then determined that there is no
guidelines violation, the case is closed.)

New York « Washingyu:



164

2

Publishers Clearing H
The Committee reviewed the submitted promotion and contacted the company
regarding a potential guidelines violation regarding the chances of winning cune of the
grand prizes, namely the Ford Expedition. The Committee believed there may be
confusion because of the separate sweepstakes entry devices for orderers and non-
orderers, and questioned how the drawing for this prize was conducted. The company
responded to the Committee’s inquiry and the respanse is pending review by the
Committee. Since the Committee does not review cases in December, the matier is
pending untl the Committee’s January meeting. (The case could not be reviewed at
the C ittee’s N ber meeting due to an unfortunate lack of the necessary
quorum of members who could heax the case.)

The Committee reviewed the submitted promotion and contacted the company
regarding a potential guidelines violation with respect to no-purchase option,
specifically that the Entry-Order Card did not appear to include instructions on how to
enter without ordering. Also, the lack of the Security Label for nan-orderers may give
the impression that consumers who do not use the security label are at a disadvantage.
The company responded to the Committee’s inquiry by stating that the promotion with
the Entry-Order Card was discontinued and there were no plans to mail it again. In
the event that the promotion is mailed aguin, the company stated that it will take the
Committee’s concerus into consideration. With regard to the use of the Security Label
on the “Important” letter, the company indicated changes have been made in other
promotions where both orderers and non-orderers are instructed to use the label. The
Committee agreed that the indicated change for promotions that were still in use did
not vialate the guidelines, and the case was closed.

M Mogazine/ Time I
The Committee reviewed the submitted promotion, discussing the issue of the
statement “If you have and return the Grand Prize winning number...” and the overall
impression of the offer. The Committee, by majority vote, agreed that the proper
disclosures were prevalent and positioned properly throughout the promotion, and
closed the case. (When the Committee agrees that the guidelines are not vialated, the
company in question is not contacted.)

We will advise of the oulcowme of the pending case as soon as the case is closed. Please
feel free to contact me with any questions you may have. As you can see, where a
promotion is challenged under the guidelines, the self-regulatory process is effective in
getting marketers to change or discontinue the practice.

chard A. Barton
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YOLUNTARY PETITION - Page 3 Name of Dettor(s) Direct American Marketers.

Case Nmver:

nc

F—-

ALL OTHER NAMES used by the debtor in the last 6 years

L]

$5000 Blackjack
A-Ficticious Business Names-101 Confidential Business Secret

ACC

ACC Clear: house Sweepstakes
ACC Inte: Mopitoring Service
ACC Paymant Division

ACC Winners List

ACG and Di Admini
ACG Certified Sweepstakes Judges
ACG Inc

ACG mg.pm: Judging gtga:j.:au.on

Judging zation

4447
’12&
i

¥

:
i
i
]

Amalgamated Eol L]

au
tomobile Award Distribution Center
Administrators For Disbursements Division
Award Auditing Divisic:z
Award Claim Center
Centre

Disbursement t
Award Wotification Director
Award Notification Services

Award
Award Transfer Committee
Awardex Paxtners

\ Administration Notification Bureau

Cash Claim Center
Cashier

Clajim Division
Disk texr

Cante:
fwvards Disbursements Division
Awards Distribution Center
Awards Distribution Division
Division

Awards Search Center

llvmu ;:‘youc Office

Awards Transfer Division
3 T Wellingham

Bankers Vault Building
Beauty of America Giveway
Benjamin Holmasdell

Bert Robbins

Bertrand S Redmond

Reverly Kills Fashion Jewelry
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FORM L VOLUNTARY PETITIOR - Page 4 Nace of Dedtor(s}: Direct American Marteters, Inc
Case Mumber:

—

| ALL OTHER NAMES used by the debtor in the last § years

-

Big Jackpot Slots
Birthday Awards Committee
li.rtdhd.n" Search A'u'd- Committee

Mlx'd ﬂ: Examiner
Board o anuu'y
Bob Wilson
Bradley W Co:

ty
Bursau of Sweepstakes R ation
C Bulce o egul

€ Sharman
Calling All Winners Sweepstakes
Camilla Winters Alb.:tlon

dian Process:
Car Cash Claius ray-.n: c-nnr
Carver T Righsmith
Cash Award !tiso Winners List
Cash Claims Payment Center
Cash Claims Paymen: Centre
Cash Claims Payout Center
Cash Disbursement Center
Cash
Cash
Cash
Cash

rRan
Childrens Award Dighursement Center
ldrens ldnc-ei.ml Sweepstakas

Chi.
C.I.MI
g e of v!.:!.en

Office

m !uyl—l: Ooftice
Consumar Secre

Crai.

Y

t h Aud.t: Sureau

alxtncy Transfer Systea
ancyiet

Dam Inc

David T Corsairs
David Wadsworth
Davis Carlos Perex

Delano Xulce Palmer & Associates
Departasnt. of Consumer htiﬁ-nt'
e

ca
Diamond Publicity Awards
Diamonds or Cash Appraisal Center
Diana DeYoung
Disbursement Auditing Center
Disbursemant Auditing Centre
Dishbursement Centre
Disbursement Holding Association
Digbursements Divieion



FoRM |

167

VOLUNTARY PETITION - Page 5 Name of Debtor{s): Direct American Marketers. Inc.

Case Number :

ALL OTHER NAMES used by the debtor ir; the last 6 years

Disbursements Holding Associates
Disbursements Office

DM Telecom

Donald Dandorlon

Y Sy

Great A-.ricnn Grab Bag
Greg 8
m:mtu lquity Punding

Wildconm
lnnk;my

Martin
Henry Scootsworth Tinsdale
Hexrme Cranston
Horace W Xegler
l!ore-copo Botline

I Support Americas Police
Instant Win Awards Center
Instant Winner
I n

International Cash Consortium
Iaternational Currsncy Consortium
Int-mt%m._‘ll. Currency Coordinators
International Travel Coordinators
International Travel Partners

J Austin Gardner

g wkou.-

Jack D 'nw?m

Jackpotunities

Jackpotunit. Award Claim Center
Jackpotuniti Winners List
James Albert Coatswaithe

Jim Bdgington

Josl Herman

John Bartins

John Desmond

John H Dempsey

Jonathan Lauren

Jordan H Merman

Judy Perguson

Kelvin W Paxton

Kermit Mathews
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YOLUNTARY PETITION - Page 6 . Same of Dedtor(s) "Direct Amerrcin Marketers. Inc.

Case Mumber :

ALL OTHER NAMES used by the debtor in the last § years

Kevin Stowfield
Laguna Hills Administration Center
Laguna Hills Disbursement Facility
Lawrence K Marsh

.I).and H Stanley
s Rage
nqnincon: Collection of Jewelry
Magnificent Collection Swespstakes
ficent Jewelry
Mario Antonio Jr
orie Webster
Pattae: n
Mary Charles
Matthew J West
Maureen Montgomery
Merchandise Distribution Center
Merchandise Shipment Center
Messenger From The Stars
Michael Lecnard
Mike Dunnock
Miles Mahston
Minuteman Delivery Services
Minuteman Bxpr
Morgan Lindquis
Morgan N Lundquist
Mozrris W Dawes
Myron Peldman
Myron W Kegler
National American Awards Center
National Awards
National Awards Association
National Birthday Giveaway
National Bonanza
National Cash Awards
National Consumer Center
National Consumer Coupon Club
National Control Bureau
National Family Award
National Pamily ..wards Association
National Family Shopping Network
National Housing Assistance Awards Center
National Housing Assistance Bureau
National Housing Awards
National Opinion Bureau
National Prize EHeadquarters
National Processing Pacility
National Publicity
National Sweepstakes Awards Search Center
National Sweepstakes Center

National takes Escrow Center
National Headquarters
National

National

National

NCA Administration
NCC Clearinghouse S
NCC Paymant Services

NCC Winners List

NOB

Norman Griswald

Norman Mathers

Notice of Disposition
Notification Services

o:gic- of Awards Claims Division

of Awards Distributor
of Comptroller
of Disbursements

Of£i. of Sweapstak Administration
Offices of Winston Ballard & Worth
Olive H KcKendrick
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VOLUNTARY PETITION - Page 7 Name of Dettor(s): Otrect American Marketers. Inc

Case tumber:

ALL OTHER NAMES used by the debtor in the last 6 years

P J Bonny
Pacific American Group
Pacific Coast Processing Center
Pacific Funds Disbursement
Palmer Delano & McFirsten
Parrie M McFirston
Parrie McFirston
Patricia Peterson
Paul G Robertson

Y of Award its
Payment Approval Center
Payment Confirmation Bureau
Payment Division
Payment 'rrmsn: Reporting Systens

Y
Personal Enrichment Network
Peter Andrews

Phillip A Harrison

Pot of Gold

Potential Cash Winners

Prize Claim Department

Prize Disbursement Center
Prize Disbursement Committes
Prize Disbursement Division
Prize Distribution Center
Prize Distribution Centre
Prize Presentation Bureau
Prize Transfer

Peychic Messangers

Psychic Revelations

Psychic Stargate

R Claude

Reynaldo K Sigafoos
Richard E Young
Richard Egnar
Robert A Gleason
Robert A Gleeson
Robert A Thompson
Robert A Wilcox Jr

Roland Nowell IIX
Ronald A Newhouse
Ronald G Lloyd
Sabrina

Samuel W Matherson

8 a
Santord Pendergast
Sarah Desmond
Search and Award Division
Search Center
Shawna Hiott

h ing Spree P

Shower of Checks Award Center
8id Button

Silver Gold Cash Sweepstakes
Silver Gold Sweepstakes

Stan Jacobs

Stanton B Masterson

3 te

Sterling H Beresford Jr

Steven W Jos on
Stewart W Rowland
Stock Portfolio or Cash Pinancial Center
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VOLUNTARY PETITION - Page 8 Nome of Dedrorts): Direct Anerican Narketers. Inc.

Case Mumder -

ALL OTHER NAMES used by the debror in the fast 6 years

Sweepstakes Administration
Swaapstakes Ad:in{.ntra:ten & Prize Disbursement Division
s Xes Admi

s
s\n-;-elk.- Award Division
sm-p.:nko- Award Fund

Dd Center

S\'.'pltlk‘l Division

Payment Examiners Division
Search Center

Showcase

an

Mo
Ted Sanders
Telecard Communications Network

s A Dawson

Thomas N Lowell
Todd Smith
Tom Metinius
Tracey S?cnc.r

ons & fers Dapartment
Trmlecionl & Transfers Division
{onal Pinancia
Transpacific Funding Co
Trﬁtln Wioner Sweepstakes
aimed Bank Check Section
Unclaimed Prize and Merchandise Warshouse
Unclaimed Prize Department
Cash Bxpress
USA Diet Plan
W Grovant
¥ B O Briea -
W Coast Central Sweepstakes Administration

illiam K Allenbeck

'illia- James Administrators
William Worthington

Winuners Audit Center
Winners Circle

Winaoers Distribution Center

Wish Fulfillment Fund

Wishl:

Wishline Awards Pund

Yes Youth Education Sweepstakes




for the sole use of addressee. Obstruction of U.S. Mall Is
punishable by fines up to $2,000.00 and/or 5 years in prison.

REGISTERED ENTRY DOCUMENTS ENCLOSED are intended
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IT'S CONFIRMED -- JACK SEARS AND

MR. BRUCE SRS HAVE BOTH
WON $1,666,675.00 PRIZES!
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ORIGINAL

Central District of California

United States Bankruptcy Court

VOLUNTARY
PETITION

BURE: ey of dotnw - Windividml. amer: . Lum, Fise, Midi)

Direct American Marketers, Inc.

HANE OF JORMT Fem. Midow)

ALL vind, meiden,

310000 Blackjack

SMALL SUSINESS (Chugur 1§ sty
1 l Dot it 5 sl bunianes mn dofland in 1} US.C § 909,
1

$10000 Sweepstakes Showcase
(See Attached Sheet)
$OC, SEC./TAX LD, MO. (F mar dam o, 000 o0 SOC. SHC/TAX LD. N0 1 musos s an. 30w ult)
33-0175543
STRESY. o, wity. STREET ooy oy,
16801 Hale Avenus
Irvine, CA %1606
couTY couTY or
2 vy 2o0eT
4330-101 Sarzancs Pazkway
#147 and #309
Irvine CA 92604
VENUR (Chuck ne e
o [ur—
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May 13, 1998 TTORNEY GENZRAL

!

[ MAY19199% ;
Michigan Bulb Co. . . ¢
Attn: Company Owner CONSUMER PROTECTION OVisioN rf
1950 Waldorf, N.W. RECEIVED !

Grand Rapids, MI 49550 ———
To whom it may concern:

1 own a new home in Lansing and have already done quite a bit of landscaping and have much more to
do. 1 have bought bulbs from your company and have been very happy with the quality, delivery and
overall service your company has provided. I’m telling you this so that when you see that I am
discontinuing further business with you, you won’t think it’s because of your product.

1 will not do business with your company any longer because of the tactics you use to get business. I've
looked over the last couple of mailings I’ve reccived from you that skillfully imply that I am a winner in
your “Sweepstakes”.

1 am a college educated professional with plenty of business savvy. I had to read every single line, some
several times, to see that, technically, you didn’t actually say I had won. IfI had to work that hard to
decipher the truth, we all know how the average prospect will read it. Of course, that’s your whole
purpose. Lead them to believe they will win sométhing if they buy more and more of your product.

I realize this is legal, but it’s wrong. Not only will I not be a part of it, I will use every opportunity I get
1o tell others of the way you are running this scam. I am sending a copy of this letter along with copies of
the literature sent by your company to the Consumers Protection Division of the Attomey General’s
office.

Unless you can show me that these practices have stopped, please remove me from your customer/mailing
list. I will return future mailings to you st your expense.

Sincerely,

DBolona Sl

Barbara Laidlaw

Copy: Pauline Evans
Consumers Protection Div.
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NATIONAL ASSOCIATION OF ATTORNEYS GENERAL
Adopted

Summer Meeting
July 13-16, 1998
Durango, Colorado

RESOLUTION
ESTABLISHMENT OF SWEEPSTAKES SUBCOMMITEE

WHEREAS, the sweepstakes industry is a billion dollar industry in the United
States; and

WHEREAS, a 1992 Harris Survey showed that 92% of all American adults have
at one time or another received a postcard or letter in the mail informing them that they
have won a prize and nearly one-third or 53.6 million people have responded; and

WHEREAS, a 1995 American Association of Retired Persons (AARP) survey of
telemarketing fraud victims confirmed that prize and sweepstakes schemes appear to be
the criminals’ weapon of choice; and

WHEREAS, a sampling of cases from federal and state agencies suggests that
hundreds of thousands of consumers, often elderly, are bilked out of at least tens of
millions of dollars a year; and

WHEREAS, since 1990, the number of states enacting specific prize promotion
and sweepstakes statutes has increased from 12 to more than 25; and

WHEREAS, in 1996 and again in 1997 state and federal law enforcement
authorities and State Attorneys general joined forces in projects to crack down on
sweepstakes and prize promotion operators, resulting in more than 250 actions; and

. WHEREAS, Attorneys General are committed to enhancing consumer protection
and are the primary enforcers of the states’ consumer protection laws;

NOW, THEREFORE, BE IT RESOLVED THAT THE NATIONAL
ASSOCIATION OF ATTORNEYS GENERAL: ;

1. Establishes a subcommittee of the Consumer Protection Committee on
sweepstakes and prize promotions that shall be charged with establishing appropriate and
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adequate safeguards to protect consumers from abusive and deceptive practices in these
areas, including by: )

o Actively enforcing existing laws against unfair and deceptive practices by
operators of sweepstakes and prize promotions;

o Considering the effectiveness of joint guidelines or statements of policy as
enforcement tools;

o Studying whether further specific legislative initiatives would be effective
means of deterring and punishing deceptive and abusive practices by
operators of sweepstakes and prize promotions; and

o If deemed appropriate, drafting model state legislation.
2. Authorizes its Executive Director and General Counsel to transmit this

resolution to interested parties, including the National Conference of Commissioners of
Uniform State Laws, should a determination be made that model legislation is warranted.
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SUMMARY
PROPOSED LEGISLATION: ISSUES RELATED TO
HONESTY IN SWEEPSTAKES ACT OF 1998

The intent of the proposed "Honesty in Sweepstakes Act of 1998" (S. 2141), introduced by
Senator Ben Nighthorse Campbell on June 5, 1998, is to ensure that organizations that use
sweepstakes or bther games of chance and cashier's check "look-alikes" as promotional or
marketing tools are as honest and accurate as possible in their dealings with consumers.
In response to Senator Campbell's July 1, 1998, request, GAO obtained information on two
issues related to the proposed legislation: (1) the extent and nature of consumers'
problems with mailed sweepstakes material and cashier's check look-alikes and (2) recent
initiatives to address such problems. GAO obtained information from officials and
representatives in a total of 17 federal, state, and local government agencies and
nongovernmental organizations.

GAO found that comprehensive data that could indicate the full extent of the problems
that consumers experienced with mailed sweepstakes material and cashier's check look-
alikes were not available. The main reasons officials and representatives gave for the
lack of comprehensive data were that (1) consumers oftentimes did not report their
problems and (2) no centralized database existed from which comprehensive data could
be obtained.

Although comprehensive data were unavailable, FTC and the Postal Inspection Semce
were two organizations that GAO identified as having some data on consumers'
complaints about deceptive mail marketing practices, which could indicate the nature of
these types of problems. Much of the consumer coraplaint information, which GAO
obtained in a sample from FTC's Consumer Information System, showed that in many
instances, consumers were required to remit money or purchase products or services
before being allowed to participate in the sweepstakes. Information about Postal
Inspection Service cases that had been investigated largely involved sweepstakes and cash
prize promotions for which up-front taxes or insurance, judging, or handling fees were
required before consumers could partncxpate in sweepstakes promotions. GAO was
unable to identify examples of consumers' problems with cashier's check look-alikes
similar to those involving mailed sweepstakes material because such information was not
readily available.

Two recent initiatives are intended to address consumers' problems with deceptive direct
mail marketing practices. The initiatives are (1) Project Mailbox for which various
participating organizations, including FTC, the Postal Inspection Service, and 25 state
attorneys general, collectively took steps to target organizations that used such practices;
and (2) the establishment of a muiti-state sweepsta.kes committee that, among other
things, is desngned to facilitate cooperation among various states in dealing effectively
with companies that attempt to defraud consumers through the use of mailed
sweepstakes material.



182

STATEMENT

Mr. Chairman and Members of the Subcommittee:

We are pleased to have this opportunity to discuss issues related to the proposed
legislation entitled "Honesty in Sweepstakes Act of 1998," (S. 2141), which was introduced
on June 5, 1998, by Senator Ben Nighthorse Campbell.' In my statement, I will provide
information on the resuits of our efforts to determine the extent and nature of problems
that consumers may have experienced with various sweepstakes mailings that
organizations have used to entice consumers to purchase goods and services. Also, I will
provide information on our efforts to obtain similar information related to the mailing of
documents that resembled cashier's checks, also known as cashier's check "look-alikes,"
which are not the negotiable instruments that they appear to be. In addition, I will
provide information on initiatives in which various agencies and organizations have
participated to address consumers' problems with direct mail marketing practices. We

performed our work in response to Senator Campbell's July 1, 1998, request.

'On July 28, 1998, Congressman Frank LoBiondo introduced proposed legislation entitled
"Honesty in Sweepstakes Act of 1998" (H.R. 4340), which was identical to Senator
Campbell's proposed legislation.

2
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As Senator Campbell indicated in his remarks that appeared in the June 5, 1998,
Congressional Record, the proposed legislation is primarily intended to protect
consumers, particularly senior citizens, from deceptive direct mail marketing practices.
The provisions of the proposed legislation are generally designed to help ensure that
organizations, which may use questionable or deceptive direct mail sales promotions
involving sweepstakes or other games of chance and cashier's check look-alikes, be
required to be as accurate and honest as possible in such promotions. Specifically, the
provisions would require these organizations to ensure that statements are printed in
large typeface on the outside of the envelope to clearly indicate that the printed material
inside involves a sweepstakes or game of chance and that the consumer has not
automatically won. Also, the provisions would require that these organizations include
statements at the top on the first page of the printed material inside the envelope that

would

- repeat the statements that were printed on the outside of the envelope;
- indicate consumers' chances of winning the sweepstakes; and
- state that no purchase is necessary for consumers to win a prize nor would such

purchases enhance their chances of winning.
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In addition, for mailed cashier's check look-alike documents, the provisions would
generally require that in accordance with prescribed Postal Service regulations, a
statement be included in large or contrasting typeface on the document to indicate that it

is not a check and has no cash value.

As Senator Campbell has indicated, consumers would be key stakeholders in helping to
ensure that organizations complied with the provisions in the proposed legislation. The
role of consumers would be to report their complaints to the Postal Service about any
mailed material that appeared not to meet the proposed legislative provisions. Such
complaints would provide the Postal Service with information that could be used to
appropriately investigate and determine an organization's compliance with the proposed
"Honesty in Sweepstakes Act” provisions. If such information indicates that the mailed
material is not in compliance, the Postal Service may take action to dispose of the

material or return it to the sender.

APPROACH

As agreed with Senator Campbell, our primary purpose was to obtain available
information that could help indicate the extent and nature of problems that consumers
may have experienced with mailed sweepstakes material and cashier's check look-alikes.
To accomplish this purpose, we performed general research to identify any federal, state,

and local government agencies as well as nongovernmental organizations that may have
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been involved in dealing with consumers' complaints about questionable or deceptive
direct mail marketing tactics involving mailed sweepstakes material and cashier's check
look-alikes. The key federal agencies we identified were the Federal Trade Commission
(FTC) and the U.S. Postal Service, specifically, the Postal Inspection Service. We also
identified other state and local government agencies and nongovernmental organizations

that dealt with such complaints, including

- state Attorneys General offices for such states as Florida and West Virginia;

- local government offices that handled consumer protection issues; and

- various nongovernmental organizations including (1) American Association of
Retired Persons (AARP); (2) National Consumers League (NCL),? which established
the National Fraud Information Center (NFIC);® and (3) Direct Marketing

Association (DMA).!

*NCL is a private, nonprofit consumer advocacy organization that was established in 1899
with a mission to identify, protect, represent, and advance the economic and social
interests of consumers and workers. Among other things, NCL provides government
agencies, businesses, and other organizations with information concerning the consumer's
perspective on various issues such as child labor, health care, and food and drug safety.

3In 1992, NCL established NFIC as a nationwide toll-free hotline through which consumers
could report suspected instances of fraudulent activity and receive information about
avoiding the dangers of fraud. NFIC focuses on problems associated with telemarketing
and Internet fraud.

“The Direct Marketing Association (DMA) was established in 1917 as an international,
nonprofit trade association whose primary objective was to serve its members in bringing
about more effective direct marketing techniques. As of June 1998, DMA had about 6,700
members representing about 3,700 organizations in the United States and in 54 other
countries. Examples of DMA members included catalogers, publishers, book and record
clubs, financial service companies, manufacturers, and advertising agencies.

5
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We contacted officials at FTC and the Postal Inspection Service and discussed with them
the extent to which they may have collected and maintained data that could indicate the
extent or scope of consumers' problems with questionable or deceptive mail marketing
practices that in;rolved mailed sweepstakes material and cashier's check look-alikes.
Also, we discussed with these officials whether we could obtain examples of consumers’
complaints about such practices that could indicate the nature or the types of problems

that consumers had experienced.

In selecting states to contact, we relied in large part on information obtained from FTC

officials. These officials generally cited various states that

- had laws, which included requirements for organizations to follow in using mailed
sweepstakes material as marketing techniques;

-~ were involved in legal actions concerning mailed sweepstakes material against
specific organizations; and

- had been active in dealing with consumers' complaints about mailed sweepstakes
material and working with other agencies and organizations to help educate

consumers about questionable or deceptive mail marketing practices.

During the course of our work, we also obtained information about initiatives in which

various federal and state government agencies and nongovernmental organizations have



187

participated in addressing consumers' problems with questionable or deceptive direct mail

marketing practices.

At the time we completed our work in mid-August 1998, we had obtained information
from officials and representatives in 17 federal, state, and local government agencies and
nongovernmental organizations. Because we had a limited amount of time in which to
obtain information related to mailed sweepstakes material and cashier's check look-alikes,
we did not independently verify the information provided by the 17 agencies and
organizations. A list of these agencies and organizations is included in the appendix to
this statement. We did our work from July through mid-August 1998, in accordance with

generally accepted government auditing standards.

Of the 17 agencies and organizations from which we obtained information, we found that
comprehensive data-on the extent of consumers’ problems with mailed sweepstakes
material and cashier's check look-alikes were generally not available. We found that in 2
of the 17 agencies and organizations-namely FTC and the Postal Inspection Service-some
data were available that could help indicate the nature or types of problems that

consumers had experienced with mailed sweepstakes material. However, we were unable
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to obtain similar data concerning cashier’s check look-alikes. According to FTC and
Postal Inspection Service officials, consumer complaint data on cashier's check look-

alikes were not as readily available as data on mailed sweepstakes material.

Various officials and representatives in the remaining 15 agencies and organizations told
us that generally they could not provide us with information similar to FTC and the
Postal Inspection Service that could indicate the extent or nature of consumers' problems.
The reasons they cited were mainly because (1) their agencies and organizations did not
believe it was their primary function to collect or maintain such information or (2) their
data collection was limited to information that could assist the agencies and organizgﬁons
in taking action against a specific company that may have misused sweepstakes as a
marketing tool. For example, an official in Florida's Office of the Attorney General told
us that consumer complaint information was collected and maintained only on American
Family Publishers (AFP)® because the state of Florida had filed a lawsuit against AFP for

allegedly deceiving consumers with mailed sweepstakes material.

SAmerican Family Publishers (AFP) is a company partly owned by Time Customer
Service, Inc. AFP's main purpose is to provide consumers with opportunities to purchase
magazine subscriptions. AFP has used a sweepstakes to try to induce consumers to
purchase subscriptions.

8
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In attempting to identify the extent of consumers' problems with mailed sweepstakes
material and cashier's check look-alikes, we found that comprehensive data thay could
clearly indicate the extent of the problems, including such information as how frequently
such problems might occur, were not available. Various officials and representatives
from the 17 federal, state, and local government agencies and nongovernmental
organizations from which we obtained information told us that generally, such data were
not available for two main reasons~first, consumers oftentimes do not complain or report
their problems and second, no centralized database existed that could indicate the full

extent of such problems involving those who did not register complaints.

Regarding the first main reason for the lack of comprehensive data, officials and
representatives told us that consumers often did not report problems because they were
too embarrassed or did not realize that they had been victimized. Also, some consumers
reportedly feared that if they complained, their chances of future sweepstakes winnings
would be diminished. In addition, an AARP representative mentioned that in many
instances, elderly consumers may fear losing their financial independence if they reported
negative experiences with mailed sweepstakes material. Specifically, elderly consumers
may fear that if their family members learned that they had been victimized, the family
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members might then take steps to prevent future victimization, such as stricter control

over bank account activities.

In addition, consumers may not file complaints because such complaints can be filed with
various organizations, such as FTC, the Postal Inspection Service, NFIC, a local better
business bureau, or a consumer protection agency. In many instances, consumers may be
uncertain about which organization is the most appropriate one to receive their
complaints. Also, in some cases, if consumers try to file complaints, they may be referred
to or told to contact other organizations, which may cause consumers to become

frustrated and abandon their attempts to file complaints.

Concerning the second reason for the lack of comprehensive data, various officials and
representatives mentioned that no centralized database existed that could indicate the
extent of consumers' reported problems with deceptive mail marketing practices involving
mailed sweepstakes material and cashier's check look-alikes. Some of the agencies and
érganizaﬁons from which we obtained information, such as FTC, NFIC, and state attorney
general's offices, have collected and maintained some, but not complete, consumer

complaint data related to such practices.

Consumers can complain to a variety of organizations, but none of these organizations
necessarily receives information on complaints filed with other organizations. For

example, in large part, FTC receives coraplaints directly from consumers and from

10
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various outside organizations, including NFIC, AARP, and Project Phonebusters.®
However, FTC does not generally receive consumer complaints from all organizations that
may accept such complaints, such as state attorneys general offices and local consumer
affairs offices. An FTC official mentioned that currently FTC is working with other
organizations, such as the National Association of Attorneys General (NAAG),” to
encourage these organizations to share consumer complaint information with FTC, so that
more comprehensive data on consumer complaints can be centrally collected and

maintained.

Also, although the Postal Inspection Service receives numerous complaints related to
consumers' problems with alleged fraudulent activities, including mailed sweepstakes
material, it does not necessarily receive these complaints from all organizations that
accept them. In addition, according to Postal Service Inspection officials, the extent to
which complaints within the Postal Inspection Service's database involve mailed

sweepstakes material or cashier's check look-alikes is not easily determined.

SProject Phonebusters is a Canadian national task force that provides consumers with a
toll-free hotline through which they can register their complaints about fraudulent or
deceptive marketing or promotional practices.

"The National Association of Attorneys General (NAAG) is a professional association that
was established in 1907. Its members include the Attorneys General of 50 states and
chief legal officers for other jurisdictions, such as the District of Columbia and the Virgin
Islands. The U.S. Attorney General is an honorary member of NAAG. NAAG's overall
goals include (1) promoting cooperation and coordination on interstate legal matters and
(2) increasing citizen understanding of the law and law enforcement's role to ensure both
protection of individual rights and compliance with the law.

11
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Furthermore, some of the agencies and organizations from which we obtained
information did not have comprehensive data because they generally believed that
collecting and maintaining such data were not their primary functions. Also, an AARP
representative told us that the general lack of comprehensive data was partially due to an
overall scarcity of resources, including staff and funds, which she believed would be

needed to collect and maintain a comprehensive, centralized database.

In our discussions with various officials and representatives of the agencies and
organizations from which we obtained information, they suggested that in order to obtain
examples of such problems, in all likelihood, FTC would be the most appropriate agency
to provide us with data on consumers' complaints about sweepstakes mailings and
cashier's check look-alikes. FTC officials explained that the Consumer Information
System (CIS) is FTC's database that includes consumer complaint information. The
officials told us that the purpose of CIS, which became fully operational in September

1997, was to collect and maintain various data related to consumers' complaints.® FTC

3An FTC official told us that he believed CIS could serve as the central database for
receiving information on consumer complaints from various federal, state, and local
government agencies and non-governmental organizations that deal with such complaints.

12
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officials expected that CIS data would be used primarily by law enforcement

organizations and officials to assist them in fulfilling their law enforcement duties.

The CIS dambas; contained a total of about 200 categories within which consumers'
complaints were included. The categories in CIS covered a wide range of topics such as
(1) creditor debt collection, (2) home repair, (3) investments, (4) health care, and (5)
leases for various products and services such as automobiles and furniture. We identified
one of those categories—prizes/sweepstakes/gifis—as the key category that could provide
us information on consumers' complaints about mailed sweepstakes material. However,
we were unable to identify a specific category that could help us obtain similar
information on cashier's check look-alike documents. FTC officials told us that consumer
complaints about such documents could be included in many of the CIS categories
because these types of documents may be related to a wide range of products and
services, including home mortgage loans, automobiles, and real estate sales. Thus, we
weuid have needed to review nearly all the CIS categories to try to obtain insight into the
nature of consumers' problems with these documents. Because our time to review this
information was limited, we determined that we should focus our efforts on reviewing

those complaints that were included in the prizes/sweepstakes/gifts CIS category.

As of August 13, 1998, which was the date that we received the data from FTC, the
prizes/sweepstakes/gifts category included 15,735 consumer complaint records in which

the initial contact from the company to the consumer was made through the mail. FTC

13
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officials further told us that to expedite delivery of these data, they provided us with data
that included only those complaints received from two sources-FTC and NFIC. The
officials explained that 95 percent of the complaints included in the
prizes/sweepstakes/gifts category in which the consumers were contacted by mail had
been filed with either FTC or NFIC. Also, they mentioned that many of the 15,735
records in the prizes/sweepstakes/gifts category included consumer complaints that both
FTC and NFIC had maintained in their databases for several years before CIS was
established.

In reviewing the consumer complaint data we received from FTC, we focused on those
complaints that were included in CIS during the most recent 12-month period (i.e., July 1,
1987, through June 30, 1988). For this period, we identified 1,384 consumer complaints
within the prizes/sweepstakes/gifts CIS category in which the initial contact with the
consumer was made by mail. Of the 1,384 complaints, we found that in 1,215, or about 87
percent, of these complaints, companies had requested individual consumers to remit
motey. The total amount of money requested by the companies was reported to be about
$102,000.

Also,ourmiewolthel,MwnmmercomplﬁntsahowedM?M,or;bout&percent.
ofcamnenmporudﬂmtdteyhadmnﬁmdmoneywdnewmm The total amount
of money these consumers said they had paid was about $46,000. The amounts of money
individual consumers said that they had paid ranged from less than $5 to $8,850. Of the

14
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734 complaints, 551 individual consumers, or about 75 percent, reported that they had
paid amounts less than $5, whereas, in one case, a consumer reported paying $8,850. We

did not independently verify the accuracy of this information.

In reviewing the 1,394 complaints, we identified 1,371 that included information in the
"comment” data field, which indicated the nature of consumers’ complaints. From the
1,371 complaints, we randomly selected 200 for analysis to try to more clearly determine
the nature of consumers’ complaints that were included in the prizes/sweepstakes/gifts

CIS category. We sorted the 200 complaints into the following five groups:

- Sweepstakes that required consumers to send in money or pay fees.
- Sweepstakes that required consumers to purchase products or services.
- Sweepstakes that required consumers to call a telephone number for which they

were charged a fee.

- Sweepstakes that required consumers to provide personal information, such as
social security numbers or bank account numbers.

- A miscellaneous group for those complaints that could not readily be included in

the previous four groups.

Table 1 shows the general breakdown of the 200 consumer complaints into the five

groups.

15



Total number

of consumer
Group description complaints Percent
Send in money or fees. 140 70.0%
Purchase products or services. 20 10.0
Call a telephone number. 7 3.5
Provide personal information. 7 35
Miscellaneous. 26 13.0
Total 200 100.0%

Source: GAO analysis of data from FTC Consumer Information Syster.

As indicated in table 1, 160, or 80 percent, of the consumer complaints we sampled
involved sending in money or fees or purchasing products or services. Some examples of

the types of complaints included in the two categories were as follows:

- A consumer was told by a company that she had won $12,000, but that she was
required to send in a processing fee to claim her winnings. She remitted the fee to
the company but received no winnings. Later, she received an identical notice ’
from the same company but she did not remit the requested processing fee.

- A consumer received repeated notices that she had won a cash prize in a
company's sweepstakes. However, she never received such a prize, even after she

ordered and received several plants from the company.
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- A consumer reported that a company had offered to enter his name in its
sweepstakes when he purchased magazines. After the consumer purchased the
magazines, the company advised him that he was a sweepstakes winner. The
company .told the consumer to remain at home on a specific date so that he could
receive his prize, which was a suitcase full of money. Although the consumer

remained at home on the specified date, no suitcase arrived.

As shown in table 1, 7 consumer complaiints involved organizations asking consumers to
call a telephone number for which the consumer was charged a fee. Generally, the
consumer complaints in this group were similar in that consumers were asked to call
such a number to claim their winnings or verify their winning numbers. Examples of
such complaints included the following:

- A consumer complained that he had received an award notification in the mail. -He
was required to call a 900 telephone number to verify his winning number. The
company told the consumer that he had won one dollar. Later, the consumer was
charged $56 for the telephone call.

- A consumer was told by a company that she had won either a car or cash and
required her to either call a 900 telephone number or send in a eard to receive her

prize. Although she sent in the card, she did not receive her promised prize.
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As indicated in table 1, 7 consumer complaints from our sample involved organizations
requesting personal information, such as the consumer's social security number or bank
account number. Some exarples of these types of complaints included the following:

- A consumer reported that a company informed him that he could win as much as
$100,000 if he would send in a release form that included bank account
information. The consumer did not send in the form.

- A consumer complained that a company instructed him to call immediately
concerning his sweepstakes winnings. When he called, a company representative
tried to solicit his telephone number as well as credit card information. The

consumer refused to provide the information.

As shown in table 1, 26 complaints contained a variety of miscellaneous consumer
complaints that did not easily fit into one of the previous four groups. Examples of these

miscellaneous complaints included the following:

- A consumer received three letters informing him that he was the winner of a large
sum of money. After writing many letters to the company, the consumer never
received any explanation as to why he had not received his money.

- A consumer reported that he had received a notice that he was the winner in a
company sweepstakes. The notice stated that the company was preparing to

award him a prize. The consumer sent the company a letter requesting the prize,
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but subsequently, the company notified the consumer that he in fact was not the

winner.

Postal Inspection Service officials told us that the Fraud Complaint System (FCS) is used
by the Postal Inspection Service to collect and maintain consumer complaint information
about various types of alleged fraudulent activities, including those involving deceptive
mail marketing practices. The officials estimated that the Postal Inspection Service
generally receives between 60,000 and 100,000 consumer complaints each year that
pertain to alleged fraudulent activities. However, officials were unable to estimate how
many of these complaints were related to mailed sweepstakes material and cashier's:
check look-alikes. The officials told us that generally, it would be difficult to identify
such complaints because. FCS has limited search capabilities. In large part, complaints
regarding mailed sweepstakes material and cashier's check look-alikes in FCS can only be

identified by searching on the company name or product sold.

According to Postal Inspection Service officials, we could best obtain information on the
nature of consumers' complaints by reviewing specific cases for which postal inspectors

had performed investigations. One of the officials told us that during the period October
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1, 1997, through August 21, 1998, 16 cases involving mailed sweepstakes material were
closed and specific law enforcement actions, such as the issuance of cease and desist
orders,” had been taken. The 16 cases most often involved sweepstakes and cash prize
promotions for v.vhich up-front taxes or insurance, judging, or handling fees were required

before consumers could participate in the sweepstakes.

The disposition of the 16 Postal Inspection Service cases involved various actions. For
example, seven cases were closed because (1) no clear violations were identified, (2)
criminal prosecution was declined due to insufficient evidence or a civil agreement was
reached with FTC, or (3) the sweepstakes operators or promoters abandoned or
voluntarily stopped their activities. In five cases, cease and desist orders and withholding
mail orders were issued.” In two cases, sweepstakes operators were arrested, with one
of the cases resulting in a dismissal and the other case resulting in a conviction. The
remaining two cases were combined into one case because they involved activities
sponsored by the same organization. This organization offered to provide consumers with

money allegedly held in the consumers' names with the federal government for which the

°A cease and desist order is an order of an administrative agency or court prohibiting a
person or business from continuing a particular course of action.

An order to withhold mail is an order that is requested by the Postal Inspection Service
if specific laws regarding delivery of mail have been violated. Such an order is issued by
a judicial officer and sent to the violator and to the postal inspector-in-charge within the
area where the violator was operating. The order usually requires that mail from the
violator is held for a time by the Postal Service, then returned to the violator.
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consumers would have to pay a fee. The two combined cases resulted in the issuance of

a cease and desist order, a withholding mail order, and a false representation order."

We identified various initiatives by specific agencies and organizations that were intended
to provide opportunities for these entities to address, among other things, the problems
affecting consumers that involved questionable or deceptive mail marketing practices.
These initiatives also provided the agencies and organizations with information that ihey
could use to assist iaw enforcement organizations in initiating appropriate actions, such
as investigations and lawsuits. In addition, the initiatives provided agencies and
organizations with opportunities to work together on efforts that could help educate and
inform consumers about direct mail marketing practices that could cause problems.
Examples of two of the more recent initiatives included (1) Project Mailbox and (2) the
establishment of a multi-state sweepstakes committee, which resulted from a legal

complaint involving AFP.

Iynder 39 U.S.C. 3005, if the Postal Service finds sufficient evidence, an order can be
issued against any person engaged in conducting (1) a scheme or device for obtaining
money or property through the mail by means of false representations or (2) a lottery, gift
enterprise, or scheme for the distribution of money or of real or personal property, by
lottery, chance, or drawing of any kind. Such an order may involve returning mail to the
sender and forbidding payment of any postal money order that was made payable to the
sender.

21
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Proiect Mailt

In October 1997, FTC announced the establishment of the Project Mailbox initiative.
According to FTC and AARP, its main purpose was to establish specific efforts that could
help educate consumers and appropriately deal with organizations that attempted to
defraud consumers through the use of mass mailings. Various agencies and organizations
participated in Project Mailbox, including FTC, the Postal Inspection Service, about 25
state Attorneys General, and AARP. Project Mailbox resulted in four efforts being
established that would target any questionable activities of organizations that use the mail
to defraud consumers. The four efforts included

- the initiation of 190 law enforcement actions, which targeted companies that were
suspected of mail and telemarketing fraud, including such actions as (1) issuing
cease and desist letters and notices of intent to sue and (2) filing complaints in
court;

- the establishment of a strike force involving FTC, the Postal Inspection Service,
vaﬂommAWGmMNMG,mdMRPMdecdleetandmbw
direct mail for future law enforcement actions;

- the initiation of AARP's "Project Senior Sting," a project established in
Massachusetts and Arizona in which unsolicited mail would be tumed over to law
enforcement agencies to search for possible examples of fraud; and
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- the Jaunching of a consumer education campaign involving the Postal Inspection
Service, AARP, and the Yellow Pages Publishers Association that is intended to
help consumers and small businesses spot mail fraud.

NAAG Multj-State

Sweepstakes Committee

Within NAAG, various committees work on a wide range of issues including civil rights,
environment, energy, health care, bankruptcy, and taxes. These committees are
responsible for studying such issues and recommending policy positions to NAAG
members for action. In July 1998, NAAG approved a resolution to establish within its
Consumer Protection Committee a subcommittee that plans to address matters related to
sweepstakes and prize promotions. According to the resolution, some of the
subcommittee's objectives include (1) ensuring active enforcement of current laws that
prohibit unfair and deceptive practices by operators of sweepstakes and prize promotions,
(2) determining whether specific legislative initiatives would be effective in deterring and
punishing deceptive and abusive practices by operators of sweepstakes and prize
promotions, and (3) when appropriate, drafting documents that could be developed into

state legislation.

According to NAAG, the establishment of the subcommittee stemmed partly from a recent

legal complaint filed against AFP by about 30 states and the District of Columbia, which
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sued AFP for engaging in direct mail marketing practices that deceived many consumers.

Generally, the complaint alleged that in its mailed sweepstakes material, AFP

- falsely su.ggesbed that a consumer must purchase one or more magazine
subscriptions to win a prize;

- falsely suggested that a consumer was part of a select group vying for a prize or
was one of only two recipients with the winning number;

- falsely suggested that a consumer needed only to respond within a certain number
of days, and before an alternative winner responded, in order to claim the prize;
and

- required consumers who wanted to enter the sweepstakes without purchasing
magazines to follow a more circuitous and cumbersome procedure than those who

purchased magazines.

According to various states, as part of the settlement, which was reached in March 1998,

AFP agreed to pay a total of approximately $1.25 million to about 30 states and the

District of Columbia. AFP also agreed to revise future mailed sweepstakes material so

that it would

- only tell consumers that they were winners if they had in fact won,

- only tell consumers that they were among a select group that has a chance of
winning a prize if the odds of winning are disclosed,

- tell consumers that no purchase is necessary to participate in the sweepstakes,
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- clearly explain how to enter the sweepstakes without a purchase,

- make it clear to consumers who order magazines on an installment payment plan
how much money is due each month, and

- not imply that consumers have a better chance of winning if they purchased

magazines.

According to a NAAG official, the sweepstakes subcommittee chair-the Indiana Attorney
General-has been identified. However, it was not clear whether other subcommittee
members had been selected or whether the subcommittee's work had begun. Generally,
the subcommittee members are expected to include representatives from various state

Attorneys General offices.
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APPENDIX

Name of agency/organization l Location
Federal governmen-t agencies:

—Federal Trade Commission (FTC) Washington, D.C.
-U.S. Postal Inspection Service Washington, D.C.

State government agencies (Offices of Attorneys General):

~Connecticut Hartford, Connecticut
—Florida Tallahassee, Florida
—Texas Austin, Texas

~West Virginia Charleston, West Virginia
~Wisconsin Madison, Wisconsin
Local government agencies:

—Citizen Assistance (Consumer Affairs) for City of Alexandria

Alexandria, Virginia

—Consumer Affairs Division for Montgomery County

Rockville, Maryland

Nongovernmental organizations:

—Advertising Mail Marketing Association Washington, D.C.

—American Association of Retired Persons (AARP) Washington, D.C.

—Arizona State University (Gerontology Program) Tempe, Arizona

—Council of Better Business Bureaus Arlington, Virginia

-Direct Marketing Association (DMA) Washington, D.C.

—National Association of Attorneys General (NAAG) Washington, D.C.

~National Consumers League (NCL)/National Fraud Information | Washington, D.C.

Center (NFIC)

~U.S. Public Interest Research Group Washington, D.C.
Source: GAO.

[T
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SYNOPSES OF SWEEPSTAKES COMPLAINT LETTERS

Provided to The Subcommittee
On International Security, Proliferation And Federal Services
By the Florida Attorney General

In June 1998 her mother received Time's “Guaranteed & Bonded " solicitation; she
believed had won, purchased magazines, and has now become despondent and cries

frequently after daughter pointed out the “if* which qualifies the claim. Ms.. called
Time Customer Service in Tampa to complain and the CS rep laughed at her.

Her 78 y/o mother, restricted to a wheelchair, is a closet sweepstakes junkie and also
indigent, living on Social Security and food stamps. She primarily plays PCH and AFP.
although the others have recently piled on. Mother wrote numerous bad checks to pay
for the magazines and knick-knacks and is now receiving, daily, dun letters from
various collection agencies. Mother has become afraid, paranoid, and is becoming
mentally unstable. She has wired shut her mailbox, hung blankets to cover the
windows, and refuses to answer the door ; afraid of the threats made in the dun letters
PCH is dunning her over a $3.45 overdue bill. Mother will require institutionalization
shortly as a result

AN AFFIRMATIVE ACTONEOQUAL OPPORTUNITY 1P, OvE
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Receiving dun letters from PCH for 2 magazine, Playboy, which she never ordered, but
is being delivered. Has teenage son and is offended to have it in the house. PCH
refuses to acknowledge their error.

His daughter, 34 y/o Shiela - was a sweeps junkie for several years, principally
PCH. Mr. returned 20 boxes of merchandise she had ordered in order to
participate in sweepstakes she was certain she had won. However, PCH denies
receiving them. He is embroiled in a major collection effort by PCH.

81 y/o woman has been buying magazines since 1982 in order to collect her "winnings”.
Was telemarketed by PCH in Jan. 1998 and was asked what time of day she would
prefer Dave Sayer to and the Prize Patrol to come by. Accordingly, she had her
neighbors come over for the planned party, which never occurred, and was heartbroken
and embarrassed by it. “They made me look like a foolish old lady."

His 80 y/o father, a retired physician, is a sweeps junkie and spends $1,000/month
buying merchandise from the La and Canadian boilerooms who now call and
promise him that “he’s won." ﬁ is unable to convince his father to halt. His
review of the check register indicates it began with PCH.

His 83 y/o mother suffers dementia and is a sweeps junkie. He found and returned 22
boxes of merchandise to PCH alone. Her total losses are approx. $12,000, with about
$1,000 still owing. He tried the DMA “No Solicit” list, to no avail. Check register
indicates significant double invoicing, which she double paid. Several of the marketers,

2
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specifically U.S. Purchasing Exchange, do not have telephone numbers and are thus
impossible to halt. .

Elderly father suffers dementia and is a sweeps junkie. He spends approx. $300 daily,
and the apartment is so full of stuff he cannot move about. Mr. Gumiassg.called PCH to
clear it up and they replied that their records only go back 18 months, which accounted
for $30,000 alone. He believes his father was targeted due to his age; very susceptible
to official-Hooking mail. He has complete set of solicitations indicating PCH focused in
on that style of solicitation over several months.

This 78 y/o woman ordered $300 worth of magazines from AFP this year in order to
collect the $11 million she believed she had won. Over the period of several months
she has received multiple solicitations and cannot afford to pay the invoices. She lives
alone on Social Security. She called AFP to try and cancel and claims they still send
her invoices demanding the entire amount. She is now getting solicitatons from U.S.
Purchasing Exchange and Michigan Bulb Co.

This 83 y/o woman spent approx. $3,000 on magazines, primarily from PCH. They now
regularly send her boxes of books and merchandise on spec, which she must take to
the post office to return. “It's wearing me down and they won't stop it." In Jan. 1998,
she received a call from a PCH telemarketer which said she had been chosen as the
$10 million winner and wanted to know how many places to set for the Winners
Banquet that Dave Sayer and the Prize Patrol would be bringing on Superbowl! Sunday.
She then invited all of her neighbors to the “party” and was devastated when the Prize
Patrol failed to show. “They made me look foolish."
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Ms@lllis a Legal Aid attorney representing an indigent couple who lost their savings,
possessions, and home fo sweepstakes. They were evicted following foreclosure and
are 48 hours away from living under a bridge. Both are Dutch immigrants who believe
the touted “winner” claims. Upon finally seeking counsel, their first act was to try and
borrow $10 from her to play another sweepstakes and collect “the $140,000 we've

won.

This 64 y/o, articulate, retired government worker lives on a fixed income and in 1992
believed the PCH solicitations, thus commencing his regular purchases in order to
participate. Currently, he spends $1,000/year, mostly on videocassettes. He never saw
any qualifying language and says, “You know they just throw it out if you don't order.”

A Hillsborough County Sheriff's Deputy called from the trailer of this 91 y/o woman and
described it as full of magazines, primarily “Time” and “Life”. Mrs. Sipimmmme received
a June 1998 solicitation from Time’s “Guaranteed & Bonded III” sweepstakes and
called the S.0., frantic to locate Time Sweepstakes headquarters and claim her $10
million. The deputy pointed out the mouseprint, however was unable to convince Mrs.
otherwise.

At 84 MR is sharp and articulate, however his wife of 57 years became a
sweeps junkie 12 years ago and he has been unable to convince her that she hasn't
won, nor that she need not make a purchase. _ has spent approx.
$1,000/year buying magazines and junk, while he has been forced to prematurely sell
off certain retirement investments to finance her. He reports they routinely double-
invoice Wil and he tries to intercept the second bill and throw it away, but she often
beats him to the mail and pays again. “We come from a time when paying on time and
protecting your credit were important.” Their planned estate will be little, if anything.
Recently AFP turned an overdue bill for $18.94 over to a collection agency, a bill that
Mr. 2R not only paid, but provided the canceled check to AFP.

4
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Both parents are in their 70's, suffer some degree of Alzheimers, and are sweeps
junkies. Their home is crowded with piles of magazines yet they are unable to read any
longer. Ms. Q@ spends hours weekly trying to cancel all of the orders they spend
all week placing, driving all involved nuts. She found they have 5 subscriptions to Time
and her mother is getting Sports lllustrated. Now they're being solicited by U.S.

Purchasing Exchange, and others. She’s written letters demanding cancellation and a
halt to the sweepstakes solicitations, to no avail.

Her elderly mother, in St. Petersburg, has been hooked on sweeps since 1991, Mrs.
SR must fly up several times annually to cancel subscriptions and attempt to get
refunds. Her mother gets an emotional high from the solicitaiton which makes her
believe she’s won millions, then become deeply depressed when the check never
appears. The emotional roller coaster is ruining what's left of her life and making her
miserable. Mrs. Sl is an articulate businesswoman and willing to travel anywhere,
anytime to testify.

Her mother-in-law, — became hooked on sweepstakes and was
spending $2,000/month buying magazines and junk. The family’s attempts to convince
her that she did not win, nor must make any purchase, only caused her estrangement
from the family. Finally she moved to Florida and became a recluse, staying home
inside a dark apartment all day filling out entry forms and checks, withdrawn, isolated,
paranoid and losing touch with reality. She claims that David Sayer calls her regularly
and is her only true friend. At the family’s request her bank has somehow restricted her
account, however (NI goes to the post office and purchases $700/weekly in
money orders. She is now ordering her attomey to sell the family estate in Jamestown
to further finance her sweepstakes, despite the fact that her son and his family live
there. Her name has been sold to boilercoms and scam artists of every stripe. She
now writes checks to psychics and Lindenwald.

5
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His 91 y/o father spends thousands of dollars annually and cannot be convinced he
hasn't won anything. It began with AFP, now he's being solicited by ail manner of

scams.

This 80 y/o woman had received sweepstakes solicitations for years but never paid any
attention to them. But the AFP winter 1997 campaign, “Ed McMahon and Dick Clark
convinced me, | looked but didn't see any if's or but's.” She ordered magazines as
directed, rushed to the post office as directed, and couldn't sleep for five nights, as she
was excited about her winning. She postponed scheduled surgery because she
believed McMahon and Clark were coming to her home in January with her $10 miflion.

An Assistant Attomey general in Tennessee, her 70 y/o father-in-law, P
received the AFP “You and One Other Person” piece and believed he won. So
intent was he on beating the “one other person” with his response back to Tampa, he
fiew to Atlanta and mailed his entry there to get it to Tampa faster. He intended to fly to
Tampa, but called AFP and they convinced him not to. He bought several magazines
saying, “you need to in order to have a fair chance.”

She's been buying from AFP since 1991, and purchases a magazine with every entry

she sends. “You have to buy to stay on their mailing list, and you can’t win if they don't
mail you an entry.”
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Been ordering magazines for years because “you have to in order to win the prize...if
you use the ‘NO' envelope they'll just throw it out”. She admits to spending several
thousands of dollars over the years. Upon receiving the “You and One Other Person”
AFP piece in late 1997 she was “so thrilled at winning” that she tried to drive to Tampa
to collect her prize. Her husband apparently refused.

Has a disabled son in need of an 'operation she cannot afford. She became ecstatic
upon receiving “You and One Other Person® AFP piece in Dec. 1997. By Feb. 1998,
she realized she hadn'’t won, "I was just sick when | found out it was all just a game.”

[

She has been purchasing magazines since 1986 in order to panicipafe in sweepstakes.
“You have to otherwise it goes to Georgia, and they just throw it in the trash there.” She
is 71 ylo.

[

A single mother of two living in a rough neighborhood, she was overjoyed when she
received “You and One Other Person Have Won.” She could finally move her girls into .
a safer neighborhood. Upon reading the piece she believed that indeed, it was a race
between her and one other person and the first one to get their entry to Tampa wouid
win the $10 miflion. Determined to win, on Jan. 7, 1998, she borrowed $1,500 from a
sister and, with both girls in tow, headed for the airport and jumped the next plane to
Tampa. She cites the “urgency” of the solicitation, and told me that, since the entry was
clearly worth $10 miillion, she didn't trust it to the U.S. mails. When she presented
herseif to Time Customer Service in Tampa she was told to wait outside for a young
manager who then tried to take her entry form from her, then ridiculed her and told her
to leave.

l
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He is a WW Il veteran and knows that Ed McMahon is too. Accordingly “he has a lot of
credibility with me, vets don't lie to each other.” On that basis, he began purchasing
magazines when the solicitaiton bore McMahon'’s likeness. Now he continues because
“if you don't buy, they'll drop you from the mailing list and you can't win.”

Her 89 y/o father, F lives on Social Security in LA and is a sweeps
junkie, paying about 32 different marketers to play sweepstakes over the years. She
obtained Power of Attorney and sent all 32 a letter depending they C & D soliciting her
father. PCH continued to do so. She called PCH legal Dept. and made some threats,
and now says they backdated centain solicitations to make it appear they obeyed her
first C & D letter. Reviewing his check register reveals all of them double invoiced her
father, who double paid each. Yet the invoices fail to note that the subscriptions are
prepaid for many years in advance.

Says that her grandfather, %was a competent, astute octogenarian and
retired Boeing engineer. In approx. responded to an AFP solicitation and

purchased magazines, then was marketed by PCH, Michigan Bulb, and others. In 18
months time he spent approx. $100,000 and was besieged by sweepstakes solicitations
and invoices. a coliection agency gamisheed his Social Security check. The home was
full of magazines and knick-knacks. PCH allegedly called and said'he was such a good
customer they were sending a limo to pick him up. In Dec. 1997 he realized that he

was truly broke and had squandered all of his assets, put a gun to his head and pulied
the trigger.
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MIBA

Statement of Magazine Publishers of America, Inc.
to the
Subcommittee on National Security, Proliferation, and Federal Services

United States Senate
September 1, 1998
Chairman Cochran and Members of the Subcommittee:

The Magazine Publishers of America, Inc. appreciates this opportunity to submit
this statement to your Subcommittee on the use of false and misleading sweepstakes
promotions, government "look-alike" envelopes, and facsimiles of checks. This
statement is presented from the viewpoint of our members — mailers of legitimate
advertising and promotional material.

The Magazine Publishers of America ("MPA") is the industry association
for consumer magazines. Our membership includes approximately 200 publishing
companies in the United States, publishing over 1200 consumer-interest magazines, as
well as over fifty international magazine companies and others participating in the
consumer magazine publishing industry. Membership magazines range from well
known nationally distributed publications, such as Time, Newsweek, Consumers
Report, Vogue, and Cosmopolitan, to smaller circulation and local publications, such as
Harvard Business Review, Foreign Affairs, Sesame Street and Milwaukee Magazine.

Some of MPA's larger members are also members of the Direct Marketing
Association ("DMA"). The MPA works closely with the DMA in the area of direct
marketing issues affecting magazines, including, very significantly, sweepstakes. MPA
supports the testimony of Richard A. Barton, Senior Vice President for Congressional
Relations of the DMA, which is being submitted today. As stated by DMA, MPA
believes that enforcement of current federal and state sweepstakes laws and
regulations in combination with meaningful self-regulation by the industry is the optimal
approach and that new federal legislation is not needed.

MAGAZINE PUBLISHERS OF AMERICA
1211 ConnecTICUT AVENUE, NW, SUITE 610, WASHINGTON, DC 20036 * (202)296-7277 Fax (202) 296-0343
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The importance of Sweepstakes Promotions to azine Publishers

The importance of sweepstakes promotions to the magazine industry is
enormous. Millions of subscriptions are sold each year, and as reported in the July 28,
1998 issue of The New York Times, approximately one-third of those subscriptions
result from a direct mail solicitation that in some way involves a sweepstakes
promotion. The industry has been using sweepstakes as a promotional aid in the sale
of subscriptions for more than thirty-five years and such magazine marketing legends
as Readers Digest and Time, inc. have successfully but properly used that marketing
technique during that entire period. It was also reported in The New York Times article
that more than 400 million sweepstakes mailings are made each year by just Publishers
Clearing House and American Family Publishers. It is a big business and itis a
critically important part of the magazine circulation business. Sweepstakes, over many
years have been proven to be an effective promotional aid, so they are used by
magazine publishers that are large, well respected, ethical, responsible and extremely
well versed concerning the laws and regulations that govern them. The business at
stake is far too large and essential for such companies to flout those requirements or
the ethical standards that their readers expect. All but a very few of the largest
publishers utilize one of a few marketing consultant firms that specialize in
sweepstakes to supervise and monitor their sweepstakes promotions so as to insure
that they are administered independently, ethically, fairly, and in compliance with the
iaws and regulations of the Federal Trade Commission and the various states.

Most of the larger magazine publishers that handle their own direct mait
marketing, as well as the prominent sweepstakes promotion consuiting firms that
publishers use, have worked together with other members of the DMA to develop
DMA's Ethical Business Practice rules, which cover sweepstakes. Those rules are
designed to insure that the DMA members’ sweepstakes promotions meet not oniy all
legal standards, but also reasonable standards of fairmess, clarity and consumer
sensitivity. The DMA rules relating to sweepstakes prescribe that sweepstakes
promotions clearly state that no purchase is required to win a prize, that the procedure
for entering without ordering is no more onerous than the procedure to order a product,
that recipients shall not be told that they have won a prize, or that they have a greater
likelihood of winning a prize than others when that is not the fact, and that the prizes
shall be clearly and explicitly described.

The Role Of The FTC And The States As Enforcement Agencies

The Federal Trade Commission promulgated rules regulating sweepstakes
many years ago and has been active for decades in enforcing those rufes and
prosecuting sweepstakes promotion violators under its general unfair trade practice
jurisdiction. Several states have enacted sweepstakes legislation and, increasingly,
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state attorneys general have become active in prosecuting fraudulent operators and
offenders. The major magazine publishers that administer their own sweepstakes
promotions, and the consulting firms that administer promotions for most of the other
publishers, have been diligent in complying with the FTC's rules as well as the DMA
Ethical Business Practice rules. In recent years the FTC has been active in enforcing
its rules against numerous small, unethical, and elusive sweepstakes operators. Many
of those operators prey on the respected names of the major magazine publishers or
the two major magazine promoters using sweepstakes. Currently, in response to the
FTC's vigorous enforcement, many of the offending sweepstakes operators have
moved their operations to Canada or off-shore where legal enforcement is more
difficult. The industry itself is attempting to police violators and has been working with
the FTC, the state attorneys general, and other private consumer protection groups, as
explained in Mr. Barton's testimony.

New Federal Legislation Wiil Not Be Helpful

While vigorous enforcement efforts against iess scrupulous and usually
elusive sweepstakes promoters by the FTC and the state attorneys general is
necessary, as is increased emphasis on industry self-regulation and consumer
education, additional federal legisiation would not be helpful, and indeed would be
counterproductive. Many states already have enacted laws requiring sweepstakes
promotion registration and containing consumer fraud provisions specifically
addressing sweepstakes. Indeed, just this year California enacted legislation
containing requirements for descriptive promotional ianguage that parallels in severat
respects what is included in the DMA's Ethical Business Practice rules. There are
sufficient laws on the books to protect the consumer. We know and appreciate that
Senator Campbell and the other sponsors have the best of intentions, but the
legislation which is being considered by this Subcommittee will not contribute to the
elimination of fraudulent sweepstakes operators. It will serve only to impede legitimate
promoters from functioning effectively and efficiently.

New legisiation wouid not be self-enforcing. What is needed is continued
vigorous prosecution of unscrupulous promoters under existing consumer protection
laws together with meaningful self-regulation within the industry. The testimony of
Richard Barton sets forth some suggestions for improved industry self-enforcement.
Working with the DMA, the major magazine publishers and the magazine subscription
promotional firms that principally utilize sweepstakes have been organizing and
structuring efforts for improved self-regulation, educating consumers about
sweepstakes, and identifying those limited number of individuals that buy excessive
products through sweepstakes promotions. MPA and its principal members will
continue to work with DMA to develop an industry action plan to confront sweepstakes
abuses. MPA is taking similar steps to organize industry self-regulatory measures to
control consumer abuses by telemarketers of magazines. MPA is doing so with the
cooperation of the FTC. Both the industry and the FTC have concluded that enhanced
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efforts toward self-regulation will be far more effective than additional legisiation —
which would require government enforcement in any event. The same can be said of
sweepstakes enforcement.

it will be the self-regulatory initiatives, togsther with FTC and the state
attomeys general enforcement proceedings against unscrupulous promoters, that will
effectively reduce the sweepstakes deceptive practices that exist today. The MPA and
its members endorse these efforts. Further sweepstakes legislation that arbitrarily
restricts the manner in which legitimate sweepstakes promotions can be drafted will be
counterproductive. The existing FTC regulations and state legislation are more than
adequate to give the enforcement agencies the tools they need to prosecute offenders.

Thank you for considering our views, b

Respectfully submitted,
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Washington, DC 20036
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