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I think, in which I did not refer to this Trading With the Enemy Act.
I can only plead that I had only been aboard for 6 days at that time
an%tI simply failed to give you the full information relative to this
matter.

The second response I would give to you, we are not really relying
on it. We think that in a real emergency situation it could be used as
a basis for eredit controls, but we do not propose to rely upon it.

Mrs. SurLivan. Let me just cite an illustration of why I am con-
cerned; it is on the record and although it doesn’t apply to the issue
we are talking about here today, it indicates why I feel we should go
into these things candidly.

As you may have heard, I have been at war with the administration
for 3 years—but only openly since March—on the negotiations over
the Panama Canal. 1 violently oppose the proposed treaty provisions
to turn the authority over the Panama Canal to a country that is
politically unstable. : :

During the past 3 years, when the negotiators have been coming to
us in executive session to discuss the issues, I asked them time after
time whether the Congress does not have to act as a whole if we are
to turn over any property—bought and paid for by the United States—
under any treaty. And the answer always was, “No, when we abrogate
the treaty and make a new treaty it will only have to be ratified by the
U.S. Senate.” Now they are finding out they were wrong; yet Ear 3
years I had been raising the question with them. Whether they thought
they had the right answers, or whether they went into it deep enough,
I don’t know. But I think many of these things need delving into.u%;f e
are not always right as individuals. Our negotiators, who worked with
some very clever people, evidently hadn’t done their homework well
enough to find out whether or not additional authority would be
needed, and absolutely ignored our questions on it and made no further
study on it. T ‘

I still have my doubts—going back to our own subject right now of
standby credit controls in a national emergency—whether you have
the authority to do what you would need to do in time of such emer-

ency. : b

€ Inythis connection, the Wall Street Journal ran a very interestin
story on June 20, 1967, called “The Emergency Jumble: Presidential
Crisis Powers Are Irrational and Full of Gaps.” I would like to in-
clude this article at this point in the record. T feel that the administra-
tion should devote more time to clarifying for us and for the public
the emergency powers that it has or might need on a standby basis—
especially in the area of economic stabilization and the contrel of con-
sumer credit. ‘ L5 ' '

That is all T have at this point. If there are additional questions,
you can answer them forthe record, ‘

Mr. Bryant. Thank you.

(The article referred to follows:)

[From the Wall Street Joutﬁal, June 20, 19671

EMERGENCY JUMBLE—PRESIDENTIAL CRISIS POWERS ARE IRRATIONAL AND: FULL
v gy OF GAPS

(By Joseph W. S’ullivan) :

WasHINGTON.—The United States presently faces:
(A) Disturbance in its international relations;
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(B) Actual or threatened hostilities;

(C) Athreat of war;

(D) A threat of predatory incursions.

For President Johnson, in particular, the mulling of this checklist is more
than a semantic exercise. Each check mark made by the Chief Executive can
trigger an extra quantum .of the far-flung reserve powers Congress has handed
him over the years for crisis use.

From such gunboat-diplomacy relics as the authority to arm private vessels
when there’s “danger” that “physical force” may be applied against U.S. citizens
or property abroad, these standby powers span the gamut to-a temporary dicta-
tor’s mandate to be invoked upon proclaiming that he “anticipates” an attack on
the U.S. i

So jumbled are the statutory tests for bringing all of them to bear, however,
that (short of resorting to the anticipated-attack button) they almost defy coordi-
nated use. More than a dozen finespun declarations, of which those on the check-
list are only samples, would be required to trigger the President’s arsenal in
sequence. While his Office of Emergency Planning has devised, at least on paper,
machinery for meeting all sorts of contingencies, even OEP officials are unclear
as to which plans can be activated by which triggers. They can’t, in fact, even
say with certainty which ones are already authorized under President Truman’s
1950 proclamation of a “National Emergency,” a nuncio all authorities agree has
continued in effect, though few are sure it should have—or would have if chal-
lenged in the courts. | )

Nor has Congress, it’s quite plain, followed any cohesive design for attuning
the triggers to the gravity of the crisis. Thus, an incongruous appendage to the
military draft law empowers the President to direct and even seize industrial
facilities for defense production upon finding that the “national security” re-
quires it. But to activate tools for dealing with dislocations in the civilian econ-
omy, his only statutory recourse would be to forecast an attack on the U.S. in
order to impose the sweeping economic controls conferred by the Federal Civil
Defense Act. (One exception: Rationing of “critical” materials—but not price
-controls—could be imposed more easily under yet another law.)

Coming amid the war in Vietnam and the Middle East turbulence, the long-
overhanging threat of a nationwide railroad strike starkly points up the entire
system’s irrationality. :

i OTHER CARRIERS NO PROBLEM

If the closedown threat were to loom against the maritime industry instead,
the President would have authority as clear as any can be in this muddled field
‘to take command of the U.S. merchant fleet as a “national emergency” measure,
Should transit service have been imperiled in some city, the Secretary of Defense
could have ordered continued service by “motor” carriers for military personnel
and defense plant workers, also on the ground of a ‘“national emergency.” If mil-
itary deliveries were about to be held up by a closedown in a plant instead of on
the rails, moreover, the President could first order the contractor to keep the
plant going and, if unheeded, seize the plant himself. (President Truman’s fail-
ure to follow the procedural rules is what tilted the Supreme Court against him
when it struck down his 1952 order seizing the nation’s steel mills.)

By the quirks of the emergency law book, though, the 1916 statute covering
railroads authorizes Presidential assumption of control only “in time of war.”
While President Truman relied on World War II's legal continuation to tem-
porarily seize the railroads in 1946 and again in 1950, it is the Justice Depart-
ment’s view that this legal fiction can no longer be sustained.

Thus, however ringing Defense Secretary McNamara’s statement that a rail
strike would be ‘“unthinkable” and would “cause critical and irremediable short-
ages for essential defense production,” he and President Johnson say they can
only look to Congress to prevent it. As last week’s crushing House defeat of the
Johnson settlement proposal made clear, though, the lawmakers are too frag-
mented to be counted upon. Seizure, binding arbitration, bars against industry-
wide bargaining—all these were advocated by some faction, but none could com-
mand a House majority. Yet the stopgap strike bar finally voted is being resisted
by the Senate and, as the two chambers grapple, the threat of a railroad shut-
down continues unabated. (It’s a matter of pure guesswork how long the rail
unions will abide by their promise to forgo a strike while awaiting the verdict of
a House-Senate conference.) . g .

Still, haphazardness and sputtering on Congress’ part. aren’t the only con-
tributors to the emergency-preparedness mishmash, as the railroad episode also
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_shows. If the Administration were better braced internally, it might be able to
make some use of contingency plans that President Kennedy ordered drawn five
years ago for “centralized control of all modes of transportation in an emergency
for the movement of passenger and freight traffic of all' types.” o ; :

‘“HOPELESS”

It would probably take a nuclear holocaust to justify full implementation of
such plan. If they existed, though, the President might be able to draw on them
now in a limited way by invoking an obscure section of the Interstate Commerce
Act that permits him to direct all carriers to give priority to troops and military
goods in time of “threatened war.” The railroad unions say they’re ready to keep
military cargoes moving during any strike. Despite the Kennedy directive to pre-
pare for such emergency movements, however, Mr. McNamara has told Congress
the task is “hopeless.”

It’s still likely, to be sure, that Congress will ultimately provide the Admin-
istration some new tool for preventing a walkout. And however clumsy the
legislative workings in this instance, there’s still much -to be said in theory
for tailoring emergency measures to fit the emergency, as against writing broader
powers into the lawbooks for use in unforeseeable future circumstances. While
an ever-cautious Lyndon Johnson may spurn the use of emergency powers,
moreover, some successor might be inclined to use them excessively. It’s hardly
likely, for example, that the Congressman who wrote provisions for “emergency”’
regulation of the currency into 1917’s Trading With the Enemy Act foresaw
Franklin Roosevelt’s 1939 use of this authority to justify imposition of consumer
credit controls.

Both diplomatic and domestic political reasons have deterred the Johnson
Administration from invoking powers that require fresh proclamations of crisis.
The President forewent a call-up of military reserves in 1965 at least in part
because it would have entailed making an unsettling new declaration of ‘“‘na-
tional emergency.”

But should a npuclear showdown ever come, the President would clearly as-
sume authority, on paper, to do most anything, and all the perplexities of the
lesser statutory triggers would be rendered moot. Under the 1950 Civil Defense
Act, the President is authorized to raise and spend funds about as he sees
fit, to seize any property and to “gell, lease, lend, transfer or deliver materials
or perform services for civil defense purposes on such terms and conditions as
he may prescribe and without regard to limitations of existing law.”

Bven if Congress hadn’t provided such a sweeping mandate, moreover, many
legal scholars contend the President could assert all the powers anyway, relying
on his Constitutional prerogatives as Commander in Chief. “Short of an inva-
sion or attack on the U.S., the act’s provisions are blatantly unconstitutional,
but under the conditions they envision I suspect that the President’s authority
would expand just as far without them,” says Benet D. Gellman, author of a
Virginia Law Review article on emergency planning.

LESSER POWERS CAN BE HANDY

All the same, many of the lesser power grants would appear to fill gaps that
might prove vexing in a pinch. One of these directs suppliers to give priority to
the Government’s communications, power, materials and transport needs ; others
suspend civil service hiring regulations, agricultural marketing quotas, require-
ments for bidding on defense contracts and for publication of newly issued
patents.

‘While the President could probably assert implicit powers as Commander in
Chief in a lesser crisis also, there’s probably utility in the provisions that spell
out his emergency authority to lift Congressional lids on military manpower
and to lower bars against realigning the military services’ respective combat
functions. o

Mr. Johnson is already drawing on a number of these prerogatives when they
can be invoked unobtrusively by the Truman declaration of 1950. Defense ‘“‘set-
asides” of copper, direct negotiation of defense contracts and extension of Navy
enlistment terms are all based on the Truman ‘“‘emergency.” :

Some of the authority is itself vague (one provision would appear to sanction
a Government shutdown or- takeover of all broadcast stations- and even the
telephone system whenever there’s a “threat of war”). But it’s the vagaries
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of the many triggering devices that render the entire system suspect. The
President to draw just one further contrast, can activate and dispatch up to
a million Army reservists into battle upon a simple “emergency” finding, yet
it would take an “extraordinary emergency” for him to supersede a law barring
harbor-dredging workers from toiling more than eight hours a day.

Congress should be acutely aware of the anomalies. Every Aug. 1 the lawmakers
violate the law providing for Congressional adjournment by July 31, on account of
the “emergemcy” that sprang up 17 years ago. Yet there’s been no attempt to
set criteria for the termination, or even the periodic reaffirmation, of emergency
deelarations—either of the sort now in effect or of the dictator’s mantle provided
by the Civil Defense Act.

True, Congress can vote to end emergency powers. But how is it to agree on that
as long as it’s perpetuating a spate of different standards for starting them.

Mrs. SurLivan. Governor, you have been very gracious in waiting to
testify. We had hoped to reach you by the time you arrived here, but
we can’t control what happens in the House, so we just have to do the
best we can. I know how busy you are and what a sacrifice it has been
for you to come here and then have to wait.

Mr. BryaxT. On the contrary, it is a pleasure,

Mrs. Svrrvaw. Thank you very much. I also want to thank your

two associates for coming, o

Is Dr. Ralph R, Reuter, chairman of the Metropolitan New York
Consumer Council, present ?

Dr. Reuter, we tried to reach you late yesterday to warn you that
we were not going to be able to have an afternoon session today. If
you can testify briefly now, we would like to have you give us the ben-
efit of your knowledge on the subject. Your entire statement will be
made part of our record and we will read it and study it, but will you
summarize it for us?

STATEMENT OF DIR RALPH R. REUTER, CHAIRMAN, METROPOLI-
'1"AN:t NEW YORK CONSUMER COUNCIL

Dr. ReuTer. That is exactly what I propose to do. I do not want to
leave this microphone without congratulating the committee on what
we consider to be an excellent bill in toto. We believe that some of the
features that have been discussed this morning are most essential,
particularly the garnishee question, and the matter of revolving credit
which is becoming a real horrendous problem.

We think you should take particular note of the fact that in the
State of New York we at one time thought we were ahead of every-
body else in credit legislation. We don’t feel that way any more. The
credit people have found ways and means of getting around the laws
and we now find credit as exorbitant, as was stated the other day to
this committee by Senator Douglas. We have found cases where his
figures were quite generous. We found it worse than that from so-called
legitimate institutions. Consequently, we find this legislation in its
entirety very, very hecessary. ' »

We would only hope that this bill will remain intact when it comes
out of the House and out of the joint conference committee.

' Thank' you. |

Mrs. Suruvan. Thank you, Doctor. There are people on this sub-

committee who are fighting for this bill.
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Our success remains to be seen. B
(Dr. Reuter’s full statement follows::)

TEsTIMONY OF DR. RarrE R. REUTER, CHAIRMAN, METROPOLITAN NEW YORK
CoNSUMER CoOUNCIL, INC., NBw York, N.Y.

Madam Chairman and distinguished members of the Subcommittee on Con-
sumer Affairs: :

We feel proud and honored to be able to support H.R. 11601 without
reservation. )

The Metropolitan New York Consumer Council, an organization of more than
one hundred and seventy member organizations who have gathered together
in the Council to promote and educate for the consumers welfare, is indeed
.grateful that this legislation is finally receiving the kind of attention which it
long ago deserved and which most certainly is rather belated.

Your hearings to date have undoubtedly convinced you that consumer credit
is no longer a sales tool. It has become a sales object. Debt is promoted with all
the skill and ingenuity that American advertising and sales promotion can
muster. And debt is sold on precisely the same ethical standards as those that
characterize the promotion of the cold cure, the headache remedy, the weight
reducer, the cigarettes, the detergent, the hair ointment, ete. This is indeed a
matter for real concern for the Congress of the United States as the elected
representatives of all the people.

Twenty-two years ago, the big war was all but over. Back in 1945 people
were beginning to satisfy their war-starved appetities for homes and things, and
especially for cars, mostly with cash money. Mortgage debt for urban homes
then was around $20 billion and short-term debt for goods-—debt scheduled for
repayment in five years or less—was less than $7 billion. Ten years later, in
1955, mortgage debt had grown to $88 billion, more than four times what it
bad been. Short-term debt had grown to $39 billion, six-and-a-half times what
it had been. In another ten years, by 1965, mortgage debt had become $200 billion,
ten times its 1945 level. Short-term debt had multiplied twelve times to a total
of $80 billion. Because of its pivotal importance, it is the latter kind of debt, the
debt associated with the acquisition of consumer goods and services, that we
must point to. A house and lot can be considered an investment. But short-term
debt for consumption purposes is seldom more than a promise to pay. The goods
financed have no substantial market value once they are acquired and the promise
to pay under an installment note is based largely upon the expectation of future
earnings.

How will economic historians, or anthropologists, be able to .explain in the
year 2967 just what has happened to us during the past twenty-two years. How
will they account for our having the largest per capita debt for consumption
purposes in our history after experiencing twenty-two years of what we have
called unprecedented prosperity? How will they explain that, during these
twenty-two years of great prosperity, our personal bankruptcies rose to an
all time high, more than double their number during the depths of the depression,
increasing at a rate twice as fast as the population?

While debt for consumption purposes expanded twelve times over to reach $80
billion, disposable income only tripled between 1945 and 1965. Who then loaned
out these billions so fast that debt increased three times as fast as did the
wherewithal to pay them back? Commercial banks are the largest holders of
consumer paper. They account for about 40% of the total. Sales finance com-
panies come next, with less than half as much as the bank. Then come depart-
ment stores, credit unions, other loan companies, and other retailers, ete.

With respect to consumer lending, the banker has certainly changed his con-
gervative ways. We once understood that instalment loans on goods were a sound
and solid undertaking because of the terms of such loans were so calculated that
the goods sold constituted security for the debt financing. involved in their sale.
And this principle, we gathered, was, practically speaking, immutable because
lenders were prudent. Ordinary people, as we all know, are not always so con-
stituted that they withstand well the pressure of urgent present desires if there
is a conflict between today’s clear wants.and tomorrow’s hazy needs. But lenders
are different. They are disciplined fellows. That is how they got where they are.
Hence the once-prevalent idea was that we could all depend on the bankers and
other lenders to insist on security for their loans and his prudence would save
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both borrower and lender from overcommitment. But lender prudence, as we all

now know, has turned out to be an illusion. You hardly ever hear the term used

anymore. As for the practice it referred to, when 36-month auto loans became
standard, any residual traces of lender prudence had evaporated. The fly-now,

- pay later era began |in earnest. ’ i o :

But, then, how do lenders loan? They say they base their loans on the character
of the borrower. Now that’s a pleasant idea, It conjures up the figure of a friendly
town banker looking a borrower straight in the eye and recognizing in a needy
supplicant the sturdy, honest will of a Horatio Alger, Jr., hero. What actually
happens, however, is that lenders holding consumer notes don’t look into bor-
. rowers’ eyes; they look at their handwriting. And the signatures- giving com-

. mercial value to the paper are executed where goods are displayed and sold and
where a salesman, on commission often, supplies first the pressure, then the
pen. Today’s borrower, as a matter of fact, often doesn’t consider. himself such at
all. He is simply a buyer, a buyer on time. So what lenders really mean when they

talk about a borrower's character is his credit rating, and that depends on a

commercial service called credit checking, which is admittedly staggering into

ineffectualness. The burden of trying to keep tabs on the ability to pay of some

25 to 40 million borrowers who are, month by month and day by day, pursued

by a veritable armyi of credit granters has stumped us even in this computer -

age. ' : ,

Just view the multiplicity of credit offered. In addition to instalment credit
for autos and other durables, for jewelry, for tires, for furniture, and for home
repairs, there are credit cards for both goods and services; there is revolving
credit for all soft goods; there is the combination of credit card plus revolving
credit offered by commercial banks (this is sometimes called a .check-credit
plan) ; and recently banks have inaugurated a new type of billing service for
small retailers that opens up to every side street shop facilities for selling goods
on credit. Now the hardware store, the drug store, dress shop, florist, beauty shop,
sporting goods outlet, dry cleaner, toy store, TV repair shop, and stationer have
Jjoined the car dealer, discount house, furniture retailer, department store, appli-
ance dealer, mail order house, house-to-house distributor, credit jeweler, gasoline
station, book club, record club, hotel, restaurant, bus line, railroad, funeral parlor,
and airplane company in the business of creating interest-bearing debt. Food is
almost the only significant exemption in this onrush. Nearly all other goods and
services, displayed from millions of counters and promoted by billions of adver-
tising dollars, now provide eagerly promoted opportunities to borrow as you
buy. : i :
Is it surprising that credit checking flounders and that when a bankrupt lists

his debts for the courts that list looks nothing like the record on the debtor to be
found on file in the local ¢redit bureal. This does not mean that borrowers are
attempting and succeeding in a wholesale deception of lenders. Any commercial
debt adjuster (whose job is to try to counsel debtors into solvency and who is
paid a high fee by the over-committed family for the service) will tell you
that, without exception, every client fails to remember all of his debts, try as
he will. After all, there are sometimes as many as twenty creditors involved. And

‘lenders themselves also withhold credit information from a credit rating bureau
for their own reasons. Most bankrupt families, for example, list in their debt
declarations loans in| at least three different small loan companies—Iloans which
a credit rating based on reliable credit checking would have forestalled. But the

-small loan companies of a given community frequently don’t exchange borrower
information with each other because, as they know all too well, one small
loan leads to another, and the first lender does not want to make it easy for a
second loan company, a competitor, to horn in. So loan companies hoard infor-
mation on their own customers. And a large department store, depending on 90-day
credit from suppliersifor its stock, is not apt to rush bad news about the condition
of its revolving credit accounts out to gossipy trade through a credit bureau, to
which, of course, the store’s own creditors also have access, So lenders themselves
undermine the creditichecking upon which they say they rely. Thus, for a number
of reasons, credit checking as an effective bar to overcommitment is becoming,
like lender prudence, a thing of the past.

. Except for a few instances, lenders seem to be getting along fine. How do they
do it? Different kinds of lenders have different angles and some have better ones
than others. Let’s take banks and sales finance companies first. They do the lion’s
share of the consumer credit business and they do an ingeniously devised hedge
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against being caught with too much poor consumer paper. That hedge is known
as a dealer reserve. It works this way. A car dealer, for example, sells his instal-
ment contracts to a bank or a sales finance company. (This is, by the way, what
happens to all but a tiny fraction of the contracts consumers gign at a dealer’s
lot or for that matter at most retail ‘outlets where consumer durables are sold.)
The lender makes a deal with the car dealer about how much he (the lender)
wants to charge for the car loan. This is not the amount, however, that the car
buyer pays. He pays more. If the lender’s agreed-upon take from the loan is, say,
129, true annual interest, the dealer may'write up a contract calling for 18%,
249, or even 35%. (It is not written in, of course, as an interest charge; but as a
sum called ia time-price differential.) The difference between the lender’s interest
rate and the dealer’s is known as the dealer’s kick-back, or, in more polite terms,
the dealer’s reserve. It is his share of the finance charges. And whatever that
amount may be, it is credited at the bank to the dealer’s account. But, although
the money is the dealer’s—he pays income tax on it—the lender controls it. These
funds are held by the lender until an agreed-upon total has been accumulated in
the reserve. The total that must be maintained is a matter of negotiation between
an individual dealer and a lender. ’

This reserve is supposed to insure the lender against poor consumer loans. Thus,

when a car buyer fails to make his payment, the lender takes the balance due him
on the contract out of the dealer’s reserve and hands the contract back to the
.dealer. What happens when a bank or sales finance company dips into a dealer
reserve to pay up a consumer loan is quite important to those of us who are con-
cerned about the role of consumer credit in our lives today. On the lender’s books
that car contract, which went sour, appears asa fully paid-up loan. No wonder
‘we hear such glowing reports from lenders about the quality of consumer credit,
-about how only 1% or 29 of instalment contracts are losses. Under such a fool-
proof scheme you wonder how there can be even a 1% or 2% loss. In many cases
a bank’s agreements with dealers will call for the bank returning the car as well
as the contract to the dealer, hence there are repossession costs involved. These
account for some of the losses. Then there is the skip—the fellow who signs a
contract and takes off with a car to parts unknown where neither lender nor
dealer nor their nationwide trading set-up can find him or it. And finally there are
dealer failures and sometimes a lender has not had the foresight to fatten the
reserve sufficiently to cushion him against all the loss from a bankrupt dealer’s
bad paper. ; .

What about overcotamitment? What about the risk to the whole community
against which lenders would shield us? How does this dealer-reserve insurance
system that protects lending affect borrowing?

The effect has been to turn retailing of durable ‘goods into a game of chance

in which chicanery can produce better returns from poor credit risks than price
.competition would allow on a cash sale. Car dealers, for example; would rather
sell cars on credit to poor risks- than to sell cars for cash, This doesn’t mean
that dealers would rather sell poor risks than good risks; but it does mean that
the gamble of credit-selling holds out such rewards that cash sales tend to be
less profitable ‘than credit sales. Part of the profit on credit sales, of course,
a goodly part, builds' yp in dealer reserves, but the lure of those funds that a
dealer owns only after 4 fashion is more hypnotic than was the Piper of Hamlin.
Then there are the insurance commissions:to be eatned on auto contracts. These
are handsome, And insurance: charges build up the interest earnings in a con-
tract. Finally, a repoggessed car also offers a promise of another sale, and an-
other contract. Credit’selling allows dealers to charge what the traffic will bear
and under such circumstances the buyer often doesn’t know whatt he has been
charged. He'll know his trade-in and’ his monthly payments, and that’s all. And
that leaves all kinds of room for profitable maneuvers when an enterprising
dealer has an unsophisticated customer at hand and there are, when it comes
to credit contracts, millions upon millions who are unsophisticated.

The car story is duplicated in nearly all consumer durables, including tele-
vision sets, furniture and rugs. For these goods, too, a dealer reserve protgcts
lending and has much the same offect on borrowing.  All these sellers say, and
they mean it, that they make more on the credit than on the goods. Another
group of lenders that hasno dealer reserves to count on. It is a large group made
up of various kinds of lenders: personal loan companies, department stores
lending on revolving credit accounts, credit-card issuers, and banks, too, for -
that smaller part of their consumer lending where they deal directly with a bor-
rower rather than through a dealer: Although this group of lenders is numerous,
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‘the total of its outstanding loans is lower than ‘the volume of consumer credit
extended through banks and sales finance companies for dealer paper. These
lesser lenders, hevertheless, have done pretty well for themselves so far.,

" 'With pers nal; loan companies 10 goods are invelved, of course, except for the
chattels th‘a? may be put up as collateral. And these chattels, in most cases, are
1ot adtually g @eq%ty for a loss s0 much as a botent, threat -of punishment
againgt’ a deélinguent borrower whose one and only broken down bed, although
worthless, is quite important to him. At bottom, what ‘bersonal loan companies
and the rest of these lenders, who have no insurance set-up. like'a dealer reserve,
deépend upon to assure repayment of loans is police power. The auto dealers, too,
‘faiﬁeg‘lto this group ‘Wwith the paper returned to them by lenders, _

In advance of court action, collection procedures are tried, independent collec-
‘tion agencies may be called in, but early in the game references to legal action
are a part of the collection pressure ; and finally, garnishments or other judgments
that become claims against real property are the Anevitable punishment for the
.debtor who does not, or cannot, pay. PRI i B

‘ buyer who signs the paper that makes him a debtor is seldom aware of
how directly he has hazarded his total resources when he gives in to. sales pres-
‘sure. But the lenders and sellers are aware. They know how the law reads and
how they would like it to read and how to change it, in session after state legisla-
tive session, to mold it closer to their objective of making police power a more
effective and to them a less costly debt collection tool. What their efforts amount
to, of course, is the creation of an even larger public subsidy for debt collection.
Thus the country sheriff becomes a backstop for the salesman,

The tricks and strategems of the lender in the debt collecting process produce
almost as many snares and pitfalls for the borrower 'as to those of the seller
who induces buyers to become borrowers. Even among people whose gocial -ex-
perience has been wide, there are only a few who are aware of how @ debt can be,
and is, escalated through the debt collection process ; of how, for example, through
a $195 debt a man cap, as one did not long ago, lose a $5000 equity in his thome.
‘Here is an'area of present-day living that we know little ‘about, The debt collec-
tors don’t publicize itifor the most obvious of reasons, and the debtors conceal it
in shame. People don’tlike to talk about their debts,

Not ‘only has the number of ‘bankruptecies, for example, increased at an
astonishing and puzzling rate during our great prosperity, but the percentage of
those bankruptcies that are. family, s opposed to business, financial failures has
Irisen steadily. Today over 90% of the bankrupteies are consumer bankruptcies ;
the debts listed for the courts are debts for consumption burposes. Among the
creditors listed by bankrupts, there are nearly always three-and Sometimes more
personal loan companies. Usually these borrowings.are eonsolidation loans, ingtal-
ment personal loans at high interest rates—from 24% to 42%--to pay wup ‘other
interest-bearing debt for goods. This kind of borrowing leads 'down a sbéep path
to other loans for consolidation again and again, -and ‘interest ‘on ihterest
escalates the indebtedness at a tragic rate. A harbinger of things to come may
lie in the fact that instalment bersonal loans, which account at pregent for about
25% of the consumer credit extant, are the most rapidly rising form of consumer
debt today. | '

Why are so many people going bankrupt ? Why, is it that on ‘an up-curve of
good times and with an unparalleled sustained increase in prosperity over many
years bankruptcies multiply to unprecedented ‘high figures ?

One of the recent issues of U.8. News and World Report devotes q special
feature to this inquiry.

U.8. News and World Report is hardly an ultra 1liberal publication it must
be pointed out. It corroborates what many have been saying ‘Wwith grave warn-
ings. A great deal of the cause originates out: of the greed of retailers and ‘the
weakness and injustice built in bad statelawsg, i

Annual loss from personal bankruptcies, -says U.S. News and World Report,
is one and one-half billion dollars, and ‘the figure is going ‘up. ‘Bxperts clearly
put the blame on the abuse of easy consumer credit. Bankruptecies have tripled
in ten years. Say USNWR :

To most experts in the field, the main factor is the lure of ‘easy credit. “A dol-
lar down and a dollar a week” has given way to “no'cash down-and ‘no-payments
for three months,” or “no bayments until spring,” or «. . ‘until’ summer,”

One leading authority is Linn K. Twinem, who for eight years has’been chair-
man of the consumers bankruptcy committee of the Ameridan ‘Bar Agsociation.
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' Mr. Twinem tells “U.8. News and World Report” that about 1.5 billion dollars
‘will “go down the bankruptey drain” this year. That is counting personal bank-
‘ruptcies only. RN

There are many reasons why people get “overextended on their debts,” says
Mr. Twinem. Many people, he explains, are “Misguided or misinformed” on money
‘matters. :

"To most féederal bankruptey referees who face nearly a year’s backlog of cases,
‘ignorance and ‘easy credit are the villains.

‘One of these referees says there are two big reasons for the bankruptey boom.

" “Omne,” he says, “I believe that credit is too ‘easy. Second, eredit is too expen-
sive for thé poor. A fellow buys a trailer for '$4,000, and by the time he’s through
payg{xg'for it ‘be has forked out $2,000 in credit charges. How crazy can you
‘get? s

The race to keép up with the Joneses, consumer-credit counselors’ say, is being
‘encouraged by some merchants, who use highly aggressive tactics in selling all
‘sorts '6f icohsumer 'goods ‘on credit. ;

" Too many young families, these counselors say, cannot resist what Tooks like
an easy way to enjoy immediately the good life that their parents waited decades
to achieve. © ~

Other factors cited: harassment by bill collectors and, in some states, laws
‘that make garrishinent of workers’ wages so easy that many families feel driven
‘tobankrutey asthe only way out. ‘ )
' ‘What can be done? We believe that a beginning will be made By the passage
‘of H.R. 11601. The need for outlawihg garnishees has also been amply demon-
strated. All too often they lead to harassment on the job at the very least and
not infrequently loss of job. Moreover, in many cases the ¢onsumer was never
propefly served. “Sewer Service” is prevalent in many instances and most
frequently ‘the poorer the pérson the more likely that they were not served at
all. It goes without saying, that these are also the people who can least afford
to lose their job. ) ) & - '

No comfort is to be found ina ‘quirk in the consumer credit picture. A study,
“The New Dimension in Mortgage Debt,” published by the National Industrial
Conference Board, reports that— o

“Savings in the form of building up home equities by ‘the consumer sector as
a whole haye abruptly abated. The annual withdrawals of equities now are ap-
‘proaching'the annual amortizations on mortgage debt.”

Cash realized by ‘consumiiérs through refinancing first mortgages or taking -out
second ‘mortgages rose, according to the NICB study, from $4 billion in 1960 to
$10 billion in 1963. On the basis of those totals and their rate of increase during
the three years from 1960 to 1963, it is reasonable to postulate an annual with-
drawal of home equities of $20 ‘billion in the not too distant future. “Although in
some ‘thstances home owners may ‘decide to refinance to ‘obtain better mortgage
terms,” commenits the NTCB, “cash is generally the sole dbjedtive .. .” And ‘among
the reasons for seeking cash the report Tists “consol idation of ‘dhort-term debt.”

Refinancing or second ‘mortgages ‘for needed cash has been ‘promoted by a seg-
ment 'of ‘both ‘sellers and lehders for a number of years but ‘such promotion,
especially ‘for second mortgages, has been Stepped up sharply. Unlike the. ve.
financed first mortgage that usually funs 20 to even 80 yeats, ‘the 'second deed is
generally a 'short-term debt running for 36 ‘to 60 months. Although 'the rates on
these loans are quoted as from a 6% to 129, simple interest (depending on ‘state
real estate laws), ‘the actual cost of such horrowing is much higher because, in
addition to interest, other charges such as brokerage fees, finfler’s fees, investiga-
tion icosts, éte., are levied as ‘a front-end loan ‘against the ‘surm borrowed. The
result is that the borrower may receive an amount that is as miuch &s 30%. to
409 less than the face of the note he signs. A New York Times (October 19, 1964)
discussion ‘of ‘the rapid growth of second-mortgage financing ¢ited the ‘example of
a dgbtor who, in return for $3000 cash, signed ‘a second mortgage note 'for
$5,075. . ;

One business prqﬁzg&nda agency for the promotion ‘0f ‘credit sends thousands
upon thousands of booklets into our schools, publishes hundreds 'of analyses and
fact books for our press, dnd is now establishing advisory and counselling services
for debtors in e¢ity after ¢ity, is, as you ‘might guess, really representing the
sellers—the samte sellers who tell us that they make more on the debt than they
do on the goods. Here is where idebt for ‘consumption purposes in our times, in
1967, ‘differs from that ‘of other days. Ex-tensiq{ls 'of consumer credit in'the far,
far past were understood to be exploitations of dire need. Extensions of consumer

83-340—67—pt. 2——14



792 CONSUMER -CREDIT PROTECTION ACT'

eredit in the fairly recent past, have been understood to be financial devices to
promote the sale of goods. Today, however, the promotion of goods has become
a device for the creation of interest-bearing debt. The nation’s retail merchants
at their annual convention in San Francisco 12 years ago put it succinetly with
the phrase : “Bait the hook with merchandise.” ‘ S

If is obvious that urgent action is necessary. Action such as you are consider-
ing in H.R. 11601. The statistics of the U.S. Department of Commerce quite clearly
‘show how necessary this legislation is. The U.S. Government paid $13 billion in
interest on its $329 billion debt in 1966. In the same year U.S. Consumers paid
nearly as much as $12 billion, in interest on installment debts, charge accounts
and other loans of only $95 billion about three times the rate paid by government.
Moreover, John Gorman, a Commerce Department economist, has figured out that
nearly a fourth of the average family’s income in 1966 went to pay off debts and
the interest. on debts. | : i i

Seven long years have passed since this legislation was introduced. Meanwhile,
millions of our citizens have gotten themselves and their families into even
greater financial difficulty due to a lack of curbs on the unbridled avarice of
those in the credit busihess.

Bankers, small loan companies, retail merchants, and their various trade as-

sociations have violently opposed truth-in-lending from the beginning.
" Mhey have called it an attempt to hamstring private enterprise. They have de-
geribed it as a move toward federal regulation of interest rates and credit charges.
They have pleaded that it would be impossible to administer, because salesmen
and sales clerks could not compute the finance charges they are asking the cus-
tomer to pay. L .

These arguments are sheer and utter nonsense. i i

Truth-in-Lending imposes only two conditions on credit establishments and
money-lenders. It would require them to tell their customers the total amount
they are paying for credit:

*In dollars and cents.

*Ag an annual percentage rate on the loan or credit.

This is not regulation ; it is simply disclosure. :

A lender or credit house that is unwilling to do this must feel that it has some-
thing to hide. This, of course, is the point. :

" The credit houses and the loan companies know to the third decimal point
exactly how much they charge for credit and at what annual rate. They have to
- know ; it’s how they make their money. They could provide their personnel with
little tables—Ilike the sales tax tables that perch on so many cash registers, and
they ‘do in many instances but to their salesmen only—that would give instant
answers. ; ) g .

Nor is the requirement for a maximum finance charge unreasonable. Credit
extended in an effective, useful and prudent manner can yield sufficiently to make
much more handsome profits than many business organizations do. . :

The worst sufferers from excessive credit charges are those who can least afford
them—the lower income groups. They have less cash, and greedy sellers can
more easily exploit their need for credit. In addition, members of minority groups
are often charged higher rates regardless of their personal credit standing. .

But these are not the only victims. The well-to-do are also duped. The true rate-
of interest on one of the more popular college tuition loans was found to range
from 26 to 54 per cent a year. i RO :

Servicemen are among the favorite targets, too. The Defense Department has
sought to rescue theém with a truth-in-lending directive of its own, requiring
lenders to disclose finance charges and actual interest rates in transactions with
men in uniform. :

This very action by the Defense Department is some small indication of how
sefious the situation is in the area of credit. After all the Defense Department
is essentially saying!that these charlatans are prepared to take advantage even

of men who are going to the battlefield and are prepared to die for their country.
Furthermore, it is common practice for them 'to hound to death survivors of
servicemen with means both legal and illegal which would shame the worst of us.

H.R. 11601 is necessary because businessmen have not learned that their con-
tinual wrongdoing must eventually lead to effective. elimination of their evil
deeds  through meaningful legislation, It is not clear to them that accurate
labelling and safe cars, for example, are ultimately in everyone’s interest-
including the businessman’s. They fail to believe that honest business is the best
‘business, as some learned a long time ago. -
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Yes, we are badly in need of legislation which will once again restore some
sanity and decency to the area of credit. i

In closing we believe it to be essential to remind you of some very vital
statistics. i

Half of all American families are now paying installment debt—two-thirds of
them at last count—either had no money set aside for emergencies or had any-
where from $1 to $500 to tide them over in case of illness or death, loss of job
or other disaster. Ay

A full one-quarter of the poorest citizens, those families with incomes under
$3,000 a year, were paying some installment debt. About half of these low-income
debtors were spending at least 20 per cent of their incomes to pay off what they
owe, . :

This is only part of the story. When the money ' we owe on our mortgages is
included, a Commerce Department study shows that the average American
family is using almost one quarter of the take-home pay to satisfy interest
charges and to repay installments loans and mortgages. ' ) ;

There is mounting evidence that consumers- are finding it more difficult to
keep up their loan payments. A study by the American Bankers’ Association
discloses that at the end of April of this year, consumers were 30 days or more
behind on 1.75 per cent of installment bank loans, the highest delinquency rate
since the 1961 recession. ) )

It is our sincere hope that your Committee will hold fast to the bill ag it is
presently written. That you will exert all of your might to assure its passage
by the House and that out of the conference committee their emerge a bill
closely resembling the present one. ,

‘We sincerely hope, that our expectations and your efforts will be rewarded
with legislation which will do honor to the Congress of the United States and
provide a measure of decency and protection to all of our citizens who have need
of a credit vehicle.

Once again our sincere appreciation for your kindness in pérmitting us to
be heard.

Mrs. Svrurivan. Thank you very much for coming. ,

Tomorrow morning, we plan to complete this series of hearings, un-
less additional information is required. We will hear from the presi-
dent of the Independent Bankers Association, and from representa-
tives of the United Automobile Workers of America and the Idustrial
Union Department of the AFL-CIO. We have received many com-
munications from associations and organizations which have a direct
interest in this legislation, or in some aspect of it, and those com-
munications will go into our hearing record when appropriate.

The subcommittee will now recess until 10 o’clock Friday morning,

Au%\‘lrst 18.
(Whereupon, at 12:30 p.m., the subcommittee recessed, to reconvene
Friday, August 18, at 10 a.m.)

(The following material was subsequently submitted for the record :)

U.S. DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,
) . Washington, September 6, 1967.
Hon. LEONOR SULLIVAN, .
Chairman, Subcommittee on Consumer Affairs, Committee on Banking and
Currency, House.of Representatives, Washington, D.C.

Dear MapaM CHAIRMAN : At the conclusion of my testimony before your Sub-
committee on August 17, 1967, on H.R. 11601 and related bills to provide for con-
sumer credit protection, I was presented with two questions by counsel for the
Subcommittee, and requested to furnish for the record my responses to them.

The questions and my responses are as follows :

“1. Mr. Secretary, are you aware of a study prepared by the Bureau of Business
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; - ) ‘
and Economic Research of Michigan State University entitled ‘An Analysis of
Beonomic and Persohal Factors Leading to Consumer Bankruptcies? In this
study, 80 percent of ithe persons who went bankrupt had been threatened with
wage garnishment. Seventy-five percent of them indicated that garnishment or
the threat of garnishment was the reason for their filing for bankruptcy. Do you
agree, Mr. Secretary, that the correlation between consumer bankruptcies and
wage garnishment has been adequately and positively established?”

I would agree that considerable evidence supports a conclusion that there is
a correlation between consumer bankruptcies and wage garnishments. Our ex-
amination of the subject shows that there is a widespread opinion among judges,
lawyers, economists and bankruptcy referees that there is a correlation. This is
corroborated by the opinions of three referees in bankruptey: recently testifying
from personal knowledge before the Subcommittee. ‘

A study in 1965 by the Administrative Office of the United States Courts showed
that bankruptcies were highest where wage garnishments were least restricted—
Alabama (9;,522) bankruptcies, Michigan (5,877), Obio (14,850), Tennessee
(8,602), and Oregon (3,080). Conversely, states strictly. limiting or prohibiting
garnishment had the fewest bankruptcies—Alaska (76), Pennsylvania (512),
Texas (329), Florida (507), and South Carolina (140).

Evidence of a correlation between consumer bankruptcies and wage garnish-
ments was among the considerations prompting me to call attention to the possible
use of the bankruptcy pewers as a Constitutional basis for developing measures
to cope with the garnishment problem.

«9. Mr. Secretary, personal bankruptcies have risen from 19,033 in 1950 to
208,000 for the fiscal year ending June 1967. In the latter year consumer bank-
ruptcies—that is wage earner bankruptcies—have accounted for .over 190,000 of
total personal bankruyiptcies. In excess of $1.25 billion in debts have been negated
by such consumer bankruptcies. What, in your view, is the impact on our economy
of this trend?” ! .

I observe striking parallels between the upward trend in consumer bankrupt-
cies and that of consumer credit, the latter expanding 40 times in the last 40
years. It is fair to agsume ‘that the credit abuses sought to be removed by legis-
lation before the Subcommittee have been partially responsible for the credit-
bankruptey tandem. The removal of these abuses would likely tend to reduce the
number of consumer bankruptcies and therefore have a wholesome impact upon
the economy. In addition, I do not think I can overlook the personal tragedies
of 190,000 persons and their families who found themselves so deep in financial
trouble that they weir'»e forced to turn to bankruptcy for a solution.

If you wish any additional information concerning the subject matter of the
proposals before you, I shall be pleased to assist you in any way that I can.

Sinecerely, I

W. WILLARD WIRTZ,
Secretary of Labor.
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FRIDAY, AUGUST 18, 1967

House oF REPRESENTATIVES,
SuBcoMMITIEE ON CONSUMER AFFAIRS
or THE CoMMITTEE ON BANEKING AND CURRENCY,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10:15 a.m. in room
2128, Rayburn House Office Building, FHon. Leonor K. Sullivan (chair-
man of the subcommittee) presiding. i

Present : Representatives Sullivan and Stephens.

(li\hs. Surrivan. The Subcommittee on Consumer A ffairs will come to
- order.

This morning we will conclude our scheduled hearings into con-
sumer credit and on the many bills now before us to regulate this vast
industry which has brought to the American people the fruits of their
future earnings, or perhaps, to put it another way, the enjoyment of
their expectations.

None of us on this subcommittee opposes the use of credit, but we
all hope that, as result of our efforts on this legislation, perhaps we
can help all of the American people to have a better understanding of
the costs of credit and thus be able to use it wisely. Our record is
full of illustrations of the unwise and disastrous use of this magic
device for acquiring goods or services you camnot at the moment
pay for.

T want to pay tribute to the members of this subcommittee who were
so faithful in attending our hearings, morning and afternoon, during
the past 2 weeks. Mr. Annunzio asked me particularly to express his
regrets to our witnesses this morning for his first absence—I think
he has been at every session—but he had switched to today some
engagements he had in Chicago last Friday in order to attend our
hearing with the bankruptcy referees and that was before today’s
schedule was drawn up. I am sure other members who could net be
present this morning also regret not being able to hear the final
witness.

Our witnesses this morning come from the banking industry and
from organized labor. It is very easy for us to remember when those
two groups found nothing to share with each other except mutual
distrust and perhaps bitter hatred. Things have changed so much for-
the better that a labor leader and a banker share many common prob-
lems and often solve them together.

Hence, I am going to ask all of the witnesses this morning to come
to the witness tableat one time and counsel with us.

795
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We have the president of the Independent Bankers Association, Mr.
Stanley R. Barber of Wellman, Towa, accompanied by Mr. Howard
Bell, of Sauk Center, Minn., executive director of an organization
which is always welcome before the Committee on Banking and Cur-
rency ; and, from the ranks of organized labor, Mr. Pat reathouse,
of Detroit, vice president of the United Automobile Workers of
America. Mr. Jacob Clayman, administrative director of the Indus-
- trial Union Department of the AFL~CIO, was also scheduled for
this morning but is not able to be here.

We have a lot of ground yet to cover in completing these hearings
today and we have found that by having the witnesses make their
‘presentations in turn, and then giving the members an opportunity
to question any or all of them at one time, we can cover far more
ground and make sure that each member can ask the question or
questions he is most anxious to direct to a ;particular witness.

We also have with us Mr. Herbert O’Conor, Jr., former commis-
sioner of banking for the State of Maryland. Mr. é’Conor, I under-
stand that you would like to present to the committee a statement to
be made part of the record since we may not have time to enable you
to do it orally. | : i

STATEMENT’ OF HERBERT R. 0°CONOR, BALTIMORE, MD.

~ Mr. O’Conor. I would have no objection if your schedule permitted
it, but knowing that, you have previous witnesses scheduled I will just
offer it for the record 1f I may. \ '

Mrs. Surravan. We will be happy to accept it.

After we study your statement, if there are any questions that we
would like to put to you, if we can give it to you in writing will you
have your answers back to usin a few days?

Mr. O’Coxnor. Very glad to do so. I would add this, I believe Mr.
Keyserling testified on Wednesday.

He testified that he felt an 18-percent ceiling on interest was too
high. T happen to agree with that. But I disagree with the fundamental
practicality of trying to incorporate that in the bill this year. I think
it is unrealistic to attempt it at this time and it might well destroy the

- passage of good legislation. :
~'Thank you. |

Mrs. SuLrivan. Thank you very much for preparing a statement
for our information, based on your extensive experience in this field.

(Mr. O’Conor’s statement follows:) '

: 'STA'I‘EMENT OF ‘HERBERT. R.- 0’CoNOR

I am Herbert R. O’Conor, of Baltimore, Maryland. I am a practicing member
of the Maryland bar; my public service includes a term as State Bank Commis-
sioner from May 1,-1963 until July 1 of this year. I do not purport to be an
expert in the field of finance or a specialist in consumer loans or credit. Rather.
I happen to be an interested citizen convinced that one of the essential safe-
guards to the system of government we all cherish is a well-informed public.

There can be no doubt about the fact that a very -substantial portion of the
American public is not aware of the true cost of borrowing money or obtaining
eredit in the purchase of goods and services. Much of this lack of understanding
is due to the absence of ' meaningful and standard information about the various
species of legitimate transactions.
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Specifically, for example, the average person does not realize that neither a
“§9, discount loan” nor a “loan with 6% interest added on” really represents
8% interest. To the ordinary man “6% discount” suggests a cut in prices, a lower
cost to him. In actuality the true rate of interest on a 6% loan discounted for
five years is more than 15%. If the length of such a loan is for a longer period
the rate of interest climbs steeply (e.g. at eight years it would be more than
18.5% interest). The true yield on a 6% add-on loan over a five year period is
greater than 10.8%. Both methods of computing interest are allowed in Mary-
land. .

It was reassuring, therefore, when the Senate approved S. 5 by a unanimous
vote and it is encouraging to note that the House of Representatives is manifest-
ing interest in similar legislation. It is most desirable that the two bodies agree
on a bill this year while the circumstances are propitious.

Mrs. Sullivan and her cosponsors are to be commended for introducing a gen-
erally fine bill. H.R. 11601 would plug a number of loopholes in the otherwise
desirable truth in lending bill passed by the Senate. The application of disclosure
requirements to the advertising of credit as well as the actual transactions is a
significant improvement. I do subscribe to the view expressed by Under Secretary
of the Treasury Barr that the sure chance of passage which truth in lending has
this year might be endangered if too much is attempted in one measure.

I support the inclusion of “pevolving credit” under the bill, and agree in so
doing with those who say that the quotation of an 18% per annum rate is con-
siderably more useful and informative to the consumer and no more inaccurate
than the frequently adverﬂised “114 per cent a month”. When one'first encounters
the subject of interest in school, it is presented as an annual increment on prin-
cipal. Because the great majority of experiences one has with interest thereafter
are computed on a yearly basis, the original impression is enforced. The monthly
statements showing a service charge of 1149, are simply not meaningful to the
average housewife; she does understand 18% a year and if that is what she is
being charged, that is what she is entitled to be told.

Tven more essential, I feel, is the removal of the $10 exemption written into
the bill in the Senate. Such an exception would remove the protection of this bill
from those who need it most—the poor, who so often buy $25, $50 or $100 worth
of, for example, furniture, without realizing that they are paying exorbitant
prices for credit. A $10 exemption would be an open invitation to the unscrupulous
to break up purchases into smaller units, on no one of which would the charge
exceed $10. )

The idea that credit transactions should be exempt if the amount involved is
small is a fallacious one. It would be wrong to allow the people who most need
help and some of whom are poor credit risks to begin with to place themselves
deeper-in debt without affording them the protection given the balance of society.
This country must find a way to enable the impoverished to acquire necessities at
reasonable costs. This challenge is one of the most difficult ones facing us in these
evolving times. No one really believes the market place is going to be vacant just
pbecause the merchant is required to reveal the fact that the real price on an
electric toaster is half again as much if its charged rather than paid for in cash. -

On the question of whether or not first mortgages on homes should be included,
there may be an honest difference of opinion as to the necessity of it. In this area,
there is a real competitive market. In Maryland our savings banks, building and
loan associations and insurance companies compete with each other and this
promotes a low cost. Nonetheless, the rivalry among these fine segments of busi-
ness and the fact that the most of them are above reproach does not mean that
unconscionable lenders will not come along and take a first mortgage with out-
rageous terms.

Tn the area of second mortgages, there is'no question as to the desirability of
jnelusion in your bill. No substantial price competition is now operative in this
field, and the required disclosure of interest charges on such loans should be of
significant benefit in safeguarding the consumer in this area. The Maryland
Legislature has discharged its responsibility in this, as in other areas, by adopt-
ing a second mortgage law which' requires, among other things, a complete dis-
closure of all finance costs in terms of simple annual interest. Such a require-
ment in the federal bill would be desirable and the list of exempt charges in the
bill should be eliminated, since they offer substantial avenues for evasion and
abuse in concealing interest charges, allowing a deceptively low annual interest
rate to be quoted at the same time usury is committed in the padded charges.
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I support the inclusion of credit insurance charges in the computation of the
finance charge, since experience has shown that a heavy insurance charge with
a hidden rebate to the lender is often used as a device for taking additional
profit in the making of a loan. There might be excluded from the finance charge
the insurance premium turned over to an insurer who is truly independent of
the lender. In other words, the lender who requires the borrower to take the
insurance should be made to include any commission he gets when he tells the
borrower what his markup will be. Since the individual must incur this expense
to obtain credit it is obviously part of his cost and it would be inconsistent with
the fundamental principle of truth in lending to allow its exclusion when that
individual is told what he is obligating himself to pay the lender.

I am apprehensive about the proposal of an 189, ceiling on interest. While
it might help the residents of Some states, it would also be used by lending
interests to attempt to pressure legislators in states such as Maryland to relax
their laws and allow a return which is neither justified nor currently allowed.
It is my considered opinion that, for the present at least, the matter of interest
ceilings and usuary laws is better left to the states. Traditionally the states
have had the right and the duty to enact usury laws to protect unsophisticated
and impecunious borrowers not equipped to shop for credit and unprotected
by any real competition in the marketplace. Until and unless the states fail
to meet their responsibility I for one do not favor preemption of the field of loan
regulation by the Federal Government,

Professor Countryman in his able presentation to this Subcommittee pointed
out that it is desirable to do more than protect wages from garnishment. I endorse
his suggestion that assignment of future wages should be invalidated by legisla-
tion. It is difficult to imagine what would cripple a worker’s morale more than
the realization that he was working over a period of time for the benefit of a
money lender to who he turned in an emergency.

Mrs. Svrrivan. Now, Mr. Greathouse, Mr. Bell, Mr. Barber, will
you please come to the witness table?

Mr. Barber, would you please introduce the gentlemen accompany-
ing you, and after Mr. Barber does so, will you do the same for the
record, Mr. Greathouse?

Mr. Bareer. I am Stanley R. Barber, president of the Independent
Bankers Association of America and president of the Wellman Savings
Bank in Wellman, Towa. With me is Howard Bell of Sauk Centre,
Minn., executive director of the association, and Horace R. Hansen of
St. Paul, Minn., IBAA counsel.

Mrs. Surravan. Mr. Greathouse, will you introduce your associates?

Mr. GreaTHOUSE. Mr. Daniel S. Bedell of our Washington office,
Mr. Paul Wagner and Mr. William Dodds from our Washington office.

Mrs. SurLivan. Mr. Barber, will you start with your statement? You
~ may summarize it or read through it. It is quite short, I see.

STATEMENT OF S#’M!@NLEY‘ R. BARBER, PRESIDENT, INDEPENDENT
BANKERS ASSOCIATION OF AMERICA; ACCOMPANIED BY HOW-
ARD BELL, EXECUTIVE DIRECTOR; AND HORACE R. HANSEN,
COUNSEL !

- Mr. Bareer. Our association, at its 1967 convention in New Orleans
last March, adopted the following resolution : :

Resolved, That the Independent Bankers Association of America ig of the firm
opinion that the public should be made fully cognizant of the actual interest rate
being paid on any financial transaction : Neow, therefore, be it

Resolved, That the Independent Bankers Association of America urges all
companies, agencies or individuals extending credit to disclose this information
fully and clearly ; and further, this Association approves the passage of interest
rates disclosure legi.slatipn, such as 8. 5 and H.R. 949, provided any final bill
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is in such form that it can be technically administered and applies to all ex-
tenders of credit. :

The organization I represent, composed of some 6,500 National- and
State-chartered community banks throughout the United States, be-
lieves strongly in the public’s right to know the facts of a financial
transaction.

We believe there is no valid reason why a customer or borrower
should not have an accurate and understandable statement of the cost
of borrowing and credit. We also believe this is in the public interest.

Presently, commercial banks effectively inform the consumer-
borrower of financing charges. Comptroller of the Currency William
B. Camp has testified before the Senate Banking and Currency Com-
mittee in praise of national bank performance in this area. We believe
State banks have much the same performance record.

A subcommittee of our Federal Legislative Committee was ap-
pointed to study H.R. 11601 and H.R. 11602. Conclusions reached by
this group at a meeting in Chicago on August 4 form the basis of this
testimony. '

Provisions of section 203 in-the Sullivan bill, H.R. 11601, regard-
ing disclosure of finance charges, follow generally S. 5 as adopted by
the Senate and embodied here in the Widnall bill, H.R. 11602.

In both proposals, the Federal Reserve Board is designated as the
agency to prepare regulations for implementing the legislation.

Should either bill become law, we are confident that the Board would
promulgate fair and workable disclosure regulations. Such regulations
would ease the burden of compliance by our member banks.

Section 204 of the Sullivan bill includes guidelines to the Board for
writing regulations. These provide for tolerances, adjustments, and ex-
ceptions. Perhaps most important, so far as our member banks are con-
cerned, is that the Board would prepare tables and charts for quick
calculation of interest rate charges.

The Board should not, however, be made the policeman for all viola-
tions of all types of creditors as provided in the Sullivan bill section
on administrative enforcement. These duties are not in keeping with its
functions and it is not equipped to handle them. The testimony of the
Board in the Senate on this point should be carefully reviewed. We be-
lieve the enforcement procedure of the Widnall bill is preferable.

As to the period for which the finance charge is to be disclosed,
whether monthly or annually, it is the position of our association that
the requirements should apply uniformly and equally to all types of
creditors. Thus, whether the rate is disclosed on a monthly or annual
basis, there would be for the borrower an ease of understanding exactly
what he is paying.

Certainly the dollar amounts of finance charges should be dis-
closed on consumer loans. We recognize that it is difficult to arrive
at an annual interest rate on credits containing variable terms. It is
our sincere desire that the small banks forming the bulk of our
association’s membership could, under this legislation, continue to
offer loans tailored to specific and particular needs of customers.

Section 211 of the Sullivan bill specifies July 1, 1968 as the effec-
tive date. We believe this date is too early and does not allow suf-
ficient time for development of regulations that would be equitable
for all segments of the credit industry.
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Section 204 of the Sullivan bill permits the option of stating the
finance charge in terms of dollars or percentage until July 1, 1968.
Again, we believe this is too early. We suggest that the option con-
tinue until the Board has fully and carefully completed all of its
rules and regulations, and has prepared its tables and charts for in-
terest computations. The date for termination of the option should
be fixed by the Board, but should bé no later than January 1, 1972,
the date set in the bill adopted by the Senate. During the option
period, we believe lenders should be allowed to state finance charges
in terms of dollars per hundred on the unpaid balance, as is now
customary.

‘We agree with the Federal Reserve Board that if the total finance
charge for a closed end credit is $10 or less, the transaction should be
exempt from disclosure requirements.

The history of the legislation before you is that it is primarily de-
signed to regulate consumer credit. We note that agriculture loans
are now included among those on which disclosure would be required.
We favor exclusion of agriculture loans from disclosure. Such loans
are not in the consumer credit category.

We object to any provision that includes, as part of the cost of
credit, the premium for credit life insurance. This adds an unneces-
sary complication to an already complicated piece of legislation.
Credit life insurance is not a charge for lending money.

We have no objection to including the standards in the Sullivan
bill as to advertising of credit terms. These are almost identical to
requirements for |disclosure statements. However, we feel that the
phrase “specific credit terms” in subsection (j)(1) on page 15 is
vague and needs clarification. _

For example, assume an advertisement states only that auto loans
may be repaid over a 36-month period, or states only that auto loans
are available at “low bank rates,” with no specifics as to rates or
amounts of monthly payments. Would such statements violate this
portion of the bill, or is the phrase “specific credit terms” intended to
exempt such advertisements? The same question applies to the
phrase “specific terms” in subsection (k) on page 16. We believe such
statements should not be construed as being in violation of this sec-
tion in the Sullivan bill.

There are three provisions in-the Sullivan bill that are covered in
State laws and we feel strongly these should be left to the State and
not preempted by the Federal Government. They relate to the maxi-
mum interest rate (p. 17), confession of judgment (p. 17) and
garnishment (pp. 33 and 34).

As to maximum interest rates, most States have legislation which,
by virtue of Federal law, applies to national banks as well as State
banks. The Congress long ago determined that the States are best
able to decide what kind of banking accommodations suit their

- varying economies, not only as to interest charges but also as to other
basic areas of bank regulation. What is best for an industrial State
may not be best for an agricultural State. The Congress never has
sought to preempt the financial field or to impose any rigid or
monolithic system upon the States.
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Garnishment of wages and confession of judgment as means of en-

- Torcing payment of loans have been long established and are the sub-
ject of State laws. These laws vary widely. There are no cogent
reasons for the Federal Government to destroy these State laws. If
properly designed, these laws furnish security and thus enhance
availability of credit. Banks must be concerned with their depositors’
money. To take away these forms of security is not in the public
interest.

As to civil and criminal penalties, we feel that an aggrieved per-
son should have a civil remedy, but only after any error or violation
is discovered and the creditor has had a reasonable time to correct it.

- For example, if the annual percentage rate is stated to be 6 per-
cent and is actually 614 percent, the customer should be paid the
difference within 15 days after discovery by either party. If the
creditor fails or refuses to pay within that time, only then should
court action be permited. o

The amount of judgment should be no more than the difference,

plus reasonable costs. This is the practice in most collection situa-
tions in our courts today, and it should be no different here. The
civil penalties stated in these bills are apt to unduly encourage law-
suits against creditors. We have no objection to severe penalties for
habitual offenders. ; BT . e
~ We can see no reason for the bill to create the presumption that
the creditor is dishonest and deliberately falsified the rate. If the
creditor is in fact dishonest, that remedy should be under a limited
criminal penalty. : :

The criminal provisions are too severe and we oppose them as
written. They should be limited to permit their use only in case
where the creditor “repeatedly, knowingly, and willfully” violates
the law. The penalty should be limited to fines up to $5,000. The pro-
vision for imprisonment should be deleted.

As to penalties generally, we feel that in new and untried “fair
practice” legislation such as this, initially it would be best to think
in terms of moderate penalties. .

We see no need for creation of a Commission on Consumer Finance.
The Federal Reserve Board necessarily would consult with many rep-
resentatives from all areas of the credit field in developing the con-
templated regulations. No matter how well chosen, no nine-member
commission could possibly represent a cross section. Furthermore, the
Board and the Atftorney General are required to give Congress and
the President a full report each year on the experience under the act.
This should be sufficient. : ’

The section on commodity futures trading does not appear to us
as being within the scope or purpose of these bills. ‘ ‘

We see no point to the section on Presidential standby power, to
cause controls over consumer credit. A “national emergency” is unde-

“fined and such drastic controls should be invoked only when Congress
finds an emergency to exist. This section should be deleted. )

In closing, I wish to reiterate our concern, previously expressed in
our testimony on the Senate side, that disclosure legislation would put
banks at a disadvantage in competing with captive finance companies
controlled by manufacturers or retailers. o
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For example, an automobile dealer could adjust or “pac ” the price
of a car to the extent that he could quote a finance charge that was
ostensibly lower than that available at a bank. A furniture dealer
could do the same. :
~ Under these circumstances, the total cost to the purchaser would
be more than if he had bought a car or furniture at a fair price and
had financed his purchase with a bank loan. Our estimate is the vol-
ume of such “rigged” transactions would increase sharply if dis-
closure proposals become law.

In prior years, the Congress has considered bills to force manu-
facturers to divest themselves of finance companies. Enactment of a
law prohibiting a manufacturer from financing what he sells would
be an effective roadblock to the type of “rigged” transactions we have
mentioned. We helieve that divestiture of captive finance companies
should be considered in connection with this legislation. ;

I disclosure is to become a standard procedure, perhaps considera-
tion should be given to a truth-in-packaging law, which would force
the seller of merchandise or services to list on each sales tag or in-
voice his costs, plus his markup, expressed in amount and percentage.

Tn summary: Our association favors the objective of truth in
lending but believes that great care must be exercised so that any
legislation attempting to achieve this objeéctive does not unduly re-
strict industry and commerce. , : :

We are pleased to present our views to you and will attempt to
answer any questions you may have. ;

Thank you for your attention.

Mrs. Suruivay. Thank you, Mr. Barber. i

I would just like to make one comment before we go on and that
is, we do have a truth-in-packaging law, but I am afraid it is as weak
as the Senate bill on truth in lending, S. 5.

Mr. Bareer. I misstated when I suggested consideration might be
given to truth in packaging and meant to say truth in pricing could
be a logical further extension if true disclosure were to be made. This
suggestion was somewhat with tongue in cheek. :
 Mrs. Suruivax. We have had some rather unsatisfactory experiences
with the so-called truth-in-packaging law.

(The following letter from Mr. Barber was subsequently received
and included in the record :)

INDEPENDENT BANKERS ASSOCIATION OF AMERICA,
Wellman, ITowa, August 29, 1967.

Y

‘Hon. LeoNor K. SULLIVAN,
Chairman, Subcommittee on Consumer Affairs of the Committee on Banking and
Currency, Rayburn House Office Building, Washington, D.C.

MapaM CHAIRMAN: * * * :

I wish to reafirm the willingness of banking to make awvailable full informa-
tion regarding credit transactions. We ask only that the legislation be made ap-
plicable to all extenders of credit and that it not result in an undue burden to
banking and other| lenders. We noted in our testimony that we urge deletion of
agricultural credit/from disclosure legislation. Agricultural loans are very largely
capital type credits. In addition, these loans are practically entirely on a simple
interest basis. Our 6,500 banks are largely serving smaller agricultural communi-
ties and the additional effort of reporting this type of credit would be con-
siderable. R :

We also wish to reemphasize what we feel is a real danger in disclosure legis-
lation, This is the driving of interest rates underground and the elimination of
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the two price system. As long as merchants have two avenues of profit, namely
. mark up on goods sold and interest on financing of goods sold, and lenders
. have only the latter, it is difficult for us to see how disclosure can be applied

equitably to all segments of the industry. Short of a “truth-in-pricing” bill, or
more correctly short of price controls and profit limitations, disclosure legisla-
tion cannot effectively curb discretionary pricing of profit margins and products
with the result that finance charges can be concealed. This, obviously, bears
unfairly on the banking industry, which we believe most agree has been follow-
ing high ethical standards in lending.

Respectfully submitted.

STANLEY R. BARBER, President.

Mrs. Surrvan. Now, Mr. Greathouse, do you feel you would like to
read through your statement or summarize it?

STATEMENT OF PAT GREATHOUSE, VICE PRESIDENT, UNITED
AUTOMOBILE, AEROSPACE & AGRICULTURAL IMPLEMENT
WORKERS OF AMERICA, AFL-CIO, AND FOR THE INDUSTRIAL
UNION DEPARTMENT OF THE AFL-CIO; ACCOMPANIED BY
DANIEL §. BEDELL, LEGAL REPRESENTATIVE; PAUL WAGNER,
LEGAL REPRESENTATIVE; AND WILLIAM DODDS, DEPUTY DI-
RECTOR, LEGAL DEPARTMENT, UAW ’ '

Mr. Grearmouse. T would like to go through most of it. I will see
if I can summarize it.

I now have the opportunity of speaking today not only for the
million and a half members of our union but also speak for the
Industrial Union Department of the AFL~-CIO. Mr. Clayman will
rely on the statement that I have here today.

There is no question about the significance of this legislation and
the need for truth-in-lending as most all witnesses who have appeared
before your committee have testified. We have followed the hearings
closely ‘and have read the testimony and certainly agree that this
legislation is long overdue. We say in our statement at least 5 years
overdue—I think the need for the legislation has been much greater
than 5 years. But if you take the orignal submission made by Senator
Douglas and allow for a couple of years, we think the legislation should
have been enacted at least 5 years ago.

While the poor and the average factory worker are misled by current
credit practices, middle-class and well-educated Americans also need
the benefit of truth-in-lending legislation. A recent study revealed that
four out of every 10 persons with a college education do not know how
much they are paying in credit charges.

Truth-in-lending legislation can also make a definite contribution
to lowering the cost of living for millions of American families.
Interest on consumer credit amounted to some $13 billion in 1966.
This legislation should result in cheaper credit for the American
public. It will have an impact on the pockets and pocketbooks of men
and women in all walks of life in all parts of the country. Furthermore,
it will especially help those who are most deceived by present credit
practices, the poor and the disadvantaged in the inner city ghettos
.and in the isolated rural slum areas.

Until now, the lack of effective price competition based upon ac-
curate information has allowed high prices, excessive profits, and
.encouraged inefficient operations in the consumer credit field. Truth-
in-lending will produce invigorated competition in the credit industry.
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‘Lenders offering low interest rates should see an increase in their -
business, as is rightfully due to those who offer the lowest prices in
our free economic system. Businessmen extending credit at higher
interest rates will be under pressure to economize and increase the
efficiency of their operations, or to work under lower profit margins:
than they have been accustomed to in the past.

Congress can contribute significantly to the war to eliminate poverty
by enacting legislation to protect the consumer from the malpractices
and misinformation that are all too common in the field of consumer
credit. The poor have not escaped the mass media’s bombardment of
messages to buy now and pay later. Slogans such as “easy payments”
and “no money down” have been very effective in luring even those on
extremely limited incomes. The result is that substantial numbers of
today’s poor have been exploited in the marketplace. Many have be- |
come hopelessly entangled in problems of installment debt. Too often
the consequences have been t reats, legal penalties, and even loss of
their jobs as a result of missed payments. F

Because major department stores and other sources of reasonably
priced credit are often unreachable and are not, usually willing to extend
credit to them, the poor usually fall prey to less scrupulous merchants.

Numerous studies have revealed how the poor pay higher prices
and receive shoddy: merchandise at the same time.. On top-of this, they
pay usurious interest rates so that they wind up paying in total sev-
eral times the usual retail price. Then, they are faced with the threat,
of repossession and-losing their merchandise entirely if they are not
able to keep up with the excessive payments they are required to make.

It isno wonder then that we discover that in the recent catastrophic
rioting in Detroit, the victims of burning and arson included 32 furni-
ture, appliance and hardware stores, and 23 clothing and jewelry
stores. These types of outlets in ghetto areas are very often known for
their excessive credit practices. Numerous stories on the riots appeared

.in the Detroit press alluding to the systematic burning of stores which
were believed to engage in excessive credit practices. One. columnist
writing for the Detroit News claimed that :

A Negro woman on relief set fire to a furniture store because she felt she o

would never be able to pay the bill she owed there. Due to the interest rate she |
was being forced to pay $910.12 to satisfy an original debt of $285.

- While our society can never tolerate looting and burning no matter |
how deep the social injustices that breed these irrational and lawless
acts, it seems to me that we can take some elemental steps right now to
begin to eliminate the conditions that lead men to become looters and
burners. The passage of the strong truth-in-lending provisions and
‘other sections of HgR 11601 which help to stamp out shady and im-
moral practices in the consumer credit field can do more to help main-
tain law and order in our cities than a dozen repressive antiriot bills.

The consumer is not the only one who will benefit from truth-in.
lending legislation. Truth-in-lending will protect the ethical lenders
and business merchants from losing business to unscrupulous competi-
tors. An otherwise honest businessman is subject to tremendous pres-
sure to adopt unethical credit practices by his unethical eompetitor in
order to stay in business and earn a decent living. By requiring every
lender to be truthful and to state the true interest rate in a uniform
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manner, we can break the endless chain of misleading claims and
shabby deceptions which now characterize too large a segment of the
credit industry. Businessmen would be secure in the knowledge that
higher cost competitors cannot lure away their customers with decep-
tive credit information. ,

While the modified truth-in-lending bill passed by the Senate repre-
sents progress in the long efforts to enact meaningful legislation in
this area, a number of glaring weaknesses and loopholes are contained
in that version which can seriously weaken the effectiveness of truth-
in-lending ‘protection. I am most happy to see that H.R. 11601, which
your committee is considering, closes most of these loopholes.

The basic premise behind truth-in-lending legislation is that the true
facts as to Interest and financing charges and annual interest rates
should be disclosed on all types of credit so that the public can com-
pare and make a sound choice in obtaining credit. The omission from
coverage in the Senate version of revolving credit accounts, and pur-
chases where the finance charge is $10 or less, opens up glaring loop-
holes that could possibly nullify most of the protection provided by
this legislation. ;

Revolving credit accounts is the fastest growing form of credit in
the country today. In addition, the interest rate charged on these ac-
counts is typically 18 percent a year, a most excessive rate of interest
equal to the national interest rate ceiling recommended elsewhere in
H.R. 11601. There is no reason why department stores, credit card
plans, and others who offer revolving credit accounts cannot state
their interest rate charge on an annual basis. If they are required to
state only the monthly rate of interest, millions of consumers could be
led to believe that the interest rates on these accounts are among the
lowest available to them, where the actual fact, revolving credit ac-
counts are one of the most costly forms of credit available.

The existence of such a glaring loophole as this can only encourage
installment sellers and lenders to abandon other forms of credit that
they now offer and operate on a revolving credit basis. The effect would
be to water down considerably the protection that the consumer direly
needs. Furthermore, it would place in an unfair competitive position
those businessmen who would Ee required to state interest rates on an
annual basis. ‘

The exclusion from coverage under the Senate bill of debts of small
amounts where finance charges are less than $10 is completely unjusti-
fied. Interest rates are often the highest on these smaller loans, where
the cost of the item is $100 or less. Moreover, these smaller sized pur-
chases make up the bulk of the credit buying for the average worker
and for those living in poverty. The argument that the true interest
sharges are hard to compute in these cases, or that this would con-
stitute a costly inconvenience to merchants does not hold up when
elaborate tables have been prepared which avoid the need for the
seller to do any computations. The only difference in computing in-
terest charges and interest rates on a $100 loan as compared to a $1,000
loan or a $10,000 loan is one or two decimal points.

I am most happy to see that the bill your committee is considering
does not allow such flimsy reasoning to stand in the way of providing
needed protection for the low-income family making small purchases,
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One of the greatest sources of credit problems for the workingman
and the poverty stricken is the oversimplified, confusing, misleading,
or blatantly deceptive advertising of credit and the sale of goods on
credit. If truth-iﬁ;gending legislation is to be truly effective, the true
facts of the interest charge and the interest rate should be available
to the prospective customer before he has decided where he is to make
a purchase or a loan. With the high-pressure salesmanship that exists -
in many retail establishments, the average worker does not have a
truly free choice to determine where he can make his purchases on the
n}o‘st ?ic.onomical basis if he is initially misled by advertising of the cost
of credit.

While we cannot mandate that the true cost of credit be inserted
in all advertising of consumer goods, we should require that any ad-
vertising of credit ¢osts state the truth about interest charges. The omis-
sion of advertising from the coverage in the Senate-passed bill is a
grave weakness. The UAW strongly supports the provisions of the bill
before your committee which bring advertising under truth-in-lending
protection. | : ‘ ,

Other improvements in H.R. 11601, as compared to the Senate passed
version of truth in lending which the UAW strongly supports, is the
provision for full disclosure on charges on first mortgages, where
discounts and the point system are most confusing to the average
hemebuyer, and the inclusion of insurance charges levied against con-
sumer credit as part of total finance charges in computing the true
cost of credit. |

I would like to jpoint out one area regarding the truth-in-lending
provisions of the excellent, bill before your committee that we in the
UAW would like to see changed. This isthe choice of the Federal Re-
serve Board as the agency charged with enforcing the truth-in-landing
legislation. The Federal Reserve Board is an agency that is basically
oriented toward the banking business. Furthermore, it has little or no
experience in the consumer protection field, and has no staff ready to
carry out the enforcement provisions in the bill.

In its place, we would recommend that enforcement of consumer
credit legislation be placed in the hands of the Federal Trade Com-
mission. The FTC is already in the field of advising and protecting
the consumer. It has far more expertise in the fields of retail selling
. and advertising, has a history of dedicated efforts to proteot the con-
sumer from unjust, illegal, and fraudulent practices, and has an effi-
cient system for monitoring advertising, for investigating complaints,
and for instituting the type of proceedings called for to bring about
compliance with this legislation.

I am sure that the members of this committee are aware that placing
a law on the statute books does not in itself accomplish the end ob-
jective of providing adequate protection for the American people. I
urge that you make every effort to provide the best mechanism for
vigorous, efficient, and fair enforcement in the consumer credit field.

The UAW would like to go on record in strong support of the provi-
sions of this bill that would outlaw wage garnishments. The device
of garnisheeing wages is used with abandon by numerous unethical
merchants who prey upon unsuspecting workers with their easy-pay-
ment schemes. The tragic results are pay envelopes reduced to tIXe
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point where workers can hardly support. their families, inconvenience
‘and extra costs for employers, substantial court costs imposed on tax-
payers, disciplinary suspensions which make it even harder for work-
~ers to repay their debts, and outright dismissal and loss of employ-
~ment. . . R Shens
~ Unscrupulous merchants often use the courts as a collection device
without even attempting to use other legitimate means of collection.

They often sell goods on credit when they know a worker is already

overextended in debt; with the knowledge that they have a sure-fire

method of collecting the payment. o : : e
 Legitimate businesses with substantial reputations are able to colléct

on bad debts without resorting to garnishments. Merchants and cred-

itors in Texas, Pennsylvania, and Florida, where garnishments are.

outlawed, have learned to adjust their collection practices without ill

effects or any noticeable reduction in the volume of retail sales.

The statistics on the extent of garnishments are staggering. In just
one court alone in the city of Detroit, the common pleas court, 55,000
garnishments were issued in 1966. It is estimated that 95 percent. of

~ these garnishments were issued by default where the defendant never
defended himself from becoming garnished. This took place in spite
of the fact that this court is a liberal court in dealing with this issue,
and has established a conciliation system to attempt to settle debts
without having to attach wages. L :

A most unfortunate side effect of the garnishment system is that the
courts often become the “enemy” in the oyes of the poor. They become.
further convinced that the society which they come to know as the
- “system” only works against them and grinds them down. ;

A revealing study conducted among low-income families in New
York City uncovered the fact that one out of every five of the families

_interviewed had been threatened with arnishments, had their wages
garnished, or had goods repossessed. "lgypically, low-income families
faced a major crisis of this type whenever the chief breadwinner be-

~came ill or unemployed. e : :
~ The problems the poor face arising out of garnishments often go

‘hand inhand with direct exploitation %ymerchants. In the same study
in New York City mentioned above, David Caplovitz cited as typical
‘this experience of a 28-year-old Puerto Rican man:

.1 bought a set of pots and pans from a door-to-door salesman. They were of
very poor quality and I wanted to give them back but they wouldn’t take them.

I stopped paying and told them to change them or take them back. I refused to

pay . .. They started bothering me at every job T had. Then they wrote to my
g;yrept je‘bb and my boss is taking $6 weekly from my pay and sending it to pay

18. . : LR | : ;

An additional problem which compounds the consumer problems of
low-income families is the fact that these families often do not know
where to turn to for help if they are cheated by merchants. Even if
they do know where to go for help, they are usually unable to obtain
it. The New York City study pointed out that 64 percent of the fami-
lies interviewed did not have any idea of where to obtain ‘help against
unscrupulous’merchants, Furthermore, only 9 percent of the families
who ‘encountered these problems actually sought professional help,
although more than one-third cited a source of help that they knew

about.

83-340—67—pt. 2— 15
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It is apparent to the UAW that Congress must take additional steps
_ to protect the consumer and to eliminate unethical practices in the mer-
chandising and credit fields. The Commission ‘'on Consumer Finance
_ provided under title TII of this bill appears to provide an excellent
~ yehicle to determine further steps of a regulatory or legislative nature
' needed to provide the long overdud protection that the consuming pub-
Jic deserves. i : :
‘The provision of ILR. 11601 calling for a national ceiling on interest
rates makes extremely good sense to %he UAW. Excessive profits from
“interest charges for fast buck merchants and small loan companies
who prey primaﬂr'lg’v on the poor should rapidly become a thing of the
ast. However, the ceiling of 18 percent established in this bill is too
high. The 18-percent rate charged by many department stores on re-
volving credit is so excessive that it can actually result in a greater
profit on the credit transaction than on the original sale of the item
itself. Conventional bank rates and interest rates on commercial credit
are very substantially lower than 18 percent. Credit unions are able
to extend loans to working people and to the poor at about half that
rate. ‘ :
In its place, we would suggest a flexible ceiling that would be re-
‘lated to going interest rates such as the Federal Reserve Board’s dis-
count rate. Your committee might investigate what multiple of the

- discount rate would be most appropriate to provide a’ flexible and

workable ceiling that would relate to changing conditions in the na-

b fional economy. The difficulty with @ny flat rate is that it would have

to be high enough to provide adequate leeway in a tight money market
when interest rates are extremely high generally. When you do this,
- however, the ceiling does not provide any significant protection against
~ usurious interest rates in normal times when interest rates are low.
Madam Chairman and members of the subcommittee, the UAW
would like to go on record in opposition to that portion of H.R. 11601
which would provide for emergency control of consumer credit by the
President of the United States. This provision does not come under
the scope of consumer credit protection. Rather, it deals with overall
~ economic policy. It is a form of economic control to which the UAW is
opposed. It could only lead to hardships for the individual consumer'in
need of credit, while the major borrowers in this country, business and
industry, would not be subject to such controls, It would constitute
discriminatory legislation, applying only to those with the least ability
to overcome the consequences of such legislation. There appears to be
no need to enact any ecoonmic controls over credit in the present state
of the economy, nor does it appear likely that emergency credit con-
~ trols will be needed in the foreseeable futute. o
~ The provision in HL.R. 11601 which prohibits the use of confessions
of judgment in consumer credit transactions is highly deserving of
~ legislative enactment. This device, used by predatory merchants toin:
duce debtors to waive their legal rights to contest any judgments that:
may be entered against them, is an‘excellent example of how our legal:
system is perverted to exploit the poor. i :
" Typically, such a clause is inserted in the fine print of the contract
which the borrower is required to sign. There is no justification for
allowing this practice where the typical individual has no knowled,
and no bargaining power to enable him to avoid surrendering valuab%z
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legal rights, and thus become subject t6 severe finaticial hardship at
a later-date. - . s i R
~_In a similar fashion, the UAW feels additional protection is
- needed to prohibit entirely the use of wage assignments in the con-
sumer credit field. Here is another example where a borrower is
placed under extreme pressure, often without any knowledge or full
understanding of the consequeénce, to sign away his rights and ‘allow
a creditor to attach his wages at any time in the future that he sees fit.
These so-called “voluntary” agreements to attach wages are coercive
rather than voluntary in the typical seller-purchaser relationship.
Since wage assignments have many of the pernicious effects of wage

garnishments, both should be treated the same and abolished in the -

same legislation. : g it -
Another area where your committee should act to protect the con-

- stimer is to regulate the pernicious practices of many merchants in

‘repossessing goods purchased on credit. This is particularly a problem

in “add-on” purchases, where a merchant sells another item on credit -

before a purchaser completes payments on the. original item that he

bought. : A S
Lg the customer misses one payment, merchants have often repos-
sessed both items, even though the amount already paid has been more

than enough to completely repay the outstanding debt on the original

item. Actual situations have been reported in the press where four
or more items purchased on an add-on installment basis have been
repossessed, even though the value of one item alone was sufficient to
- satisfy the outstanding debt. L e
- Legislation should prohibit the repossession of any item whenever
full payment has already been made, The language of the legislation
could provide that when debt is outstanding on two or more items,
payments be allocated to each of the items, based on the ratio of the
‘original purchase price of each of the items to the other items. Fur-
ther, repossessions should be limited by statute to the extent neces-
sary to satisfy any outstanding debt. Merchants should also be re-
quired to return to the purchaser any proceeds gained from the sale
of the repossessed items that is over and above the amount of debt
still owing. Sl piod E PO c
 There are a number of additional areas requiring legislative protec-
tion whiech this committee should seriously consider. Many of the
abusés and shady practices could be eliminated from the credit field
if lenders and merchants offering goods on ¢redit were licensed and
had to meet adequate standards covering the entire scope of their
lending practices. - et R ,
The lack of adequate legal recourse for consumers who have out-
standing debt on shoddy and defective merchandise needs to be
remedied. The common abuse of using fine print to prevent customers
from knowing what they are signing could be abolished by requiring
print to be a certain minimum size on eredit contracts. ‘Steps might
also be taken to simplify the obscure legal language on credit con-
tracts so that customers would know exactly what they were agreeing
to. - i Caty SRR . R S5
Madam Chairman, I want to thank you for the opportunity of ‘ap-
pearing here today to express the views of the UAW. T hope I have
spelled out for you very frankly the areas where our union would like
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tOt'Seé;ngiﬁVe ¢@ﬁ;§gfeSsiénal:faetion.~ We aré;a,w&frefo?f,peiitical realities;
and do not take the position that the bill that comes out of your com-
mittee this year need contain all 'Q‘fvour recommendations. We would

Tet
_ be passed through the Congress _year and how much might be
“ endcted next year and in subsequentyears. - ..o o
The members of our union are extremely gratified with the efforts
of you and your committee to enact long-overdue reforms in the field
_ of consumer credit. You may be assured that the UAW will stand
..behind your efforts to adequately protect the American

~ Wehereby enlist in your crusade for the duration.

: ;,(kThe complete statement of Mr. Greathouse follows:) E

 STATEMENT oF PAT (GREATHOUSE, VIOE PRESIDENT, UNITED AUTOMOBILE, Axeo-
SPACE & AGRICULTURAL IMPLEMENT WORKERS oF AMERICA, AFL-CIO

" Madame Chairman and Members of the Subcommittee, I am grateful for he
opportunity’ to appear here today to express the strong support of the 1,500,000
 members of the UAW and: the 5,000,000 other members of the Industrial Union

“Department, AFL-CIO (IUD) for the measures-that you are considering to -
-provide long overdu otection for: the American public in: the field of con-
< sumer credit. The bill that you are considering; H.R. 11601, is a piece of pioneering
~legislation of substantial significance that can be of great benefit to the average

; ‘American family, This bill niot only incorporates strong truth-in-lending provi-

" sions that should hdve'been enacted at least five years ago, but also contains
. ‘additional provisiong-t practices in‘the
_consumer credit field th:
<~ families. -
The Need for Truth-ip-Dending = ' L o o
-in-Lending legislation is sorely needed to protect the consumer’s t
to know the full faets’ about credit rates and. interest charges so that he can’
- compare’ all alternatives and make an intelligent choice ‘among  the Various

t ean begin to reform other predatory
1 untold hardships on 1 illi

t have worked

* eredit plans that:may be available to him at any given time.

_ President Johnson stated this very simply in his 1967 Messége to the‘GOngress e
‘on Consumer Protection: . i N
“The consumer has the right to know ‘the cost of this key item [eredit] in his

k budget just'as muchras the price of any other commodity he buys . . . The con-
- sumer should not - ‘have to be an actuary-er mathematician to understand -the

_ rate of interest that is being charged.”

 truthein-lendinglegislation. A recent study revealed that 4 out of eve

hile the poor and the average factory worker are misled by current credit
“practices, middle-class. and well-educated Americans also need the benefit of
10 persons-
with 4 college education do not know how much they are payingin ¢ dit charges.
Mruth-in-lending legislation can also make a definite contribution to-lowering
“the cost of living for millions of American families. Interest on consumer credit
“amounted to some $13 billion in 1966, This legislation should result in cheaper
credit for the American public. It will have an impact on the pockets and pocket- -
books of men and women in all walks of life in-all parts of ‘the country. Further-
more, it will especially help those who are most deceived by present credit prac-
‘tices, the poor and “disadvantaged in-the inner city ghettos. and in the .
isolated rural slum a ‘ : S SRR e

eas. LI R e ,
" Until'now, the lack of effective price competition based upon accurate informa-

" tion has allowed high prices, excessive profits, and encouraged ineflicient opera-
“tions in the consumer. credit field.- Truth-in-lending will ‘produce -invigorated
competition in the credit industry. Lenders offering low interest rates should see
" an increase in their business, as is rightfully due to those who offer the lowest

prices in our free economic system. Businessmen extending credit at higher in-
- terest rates will be under pressure to. economize and increase the efficiency of
their operations, or to work under lower profit:margins than they have been
‘accustomed to in the past. o s R

S

gl
S

it up to you and your committee to determine how much can

American

of
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The Poor are Victimized o ‘ e b L S

' 'Congress can ‘contribute significantly to'the war “to eliminate pover ;y ‘en
“aicting legislation to protect the’ consumer from:th practices and'misinforma-
t that are’all t6o common in'the field off¢onsunier credit The poor’ have 1ot
‘escaped the mass meédia’s bombardment of messages to buy now and pay later.
‘Slogans such: as “easy payments™ and “no money down” liave been very effective
‘in‘ luring ‘even those on extremely limited incomes. Thé result is that substan-
tial numbers of today’s poor have been exploited in the marketplac any have
become ‘hopelessly ‘entangled in problems ‘of ‘installment debt.: Too often the
consequences have been threats, legal penalties, and even loss of ' their jobs as

a regult of missed payments. Lt SR T - S
-+ Because major department stores and’ other sources of reasonably priced
credit are often unreachable and are not usually willing to extend credit ‘fo'them,r
the poor usually fall prey to less scrupulous merchants. £ Lt v
Numerdus studies have revealed how the poor pay higher pricés and receive
shoddy merchandisé at the same time. On top of this, they pay usurious interest
rates so that they wind up paying in total several times the usual retail price.
Then, they are faced with the threat. of reprossession and losing their mer-
chandise entirely if they are not able to keep up with the excessive payments
they are required to make. e i i

. Is it then no wonder that we discover t;h'étv in the reéehft

‘ satastrophic rioting
“in Detroit, the vietims of burning and arson included ‘32 furniture, appliance
and hardware stores, and 23 clothing and jewelry stores. These types of out-
lets in ghetto areas are very often known for their excessive credit practices.
Numerous stories on the riots appeared in the V'Detr‘oit press alluding to the .
systematic burning of stores which were believed to engage in excessive credit
practices. One columnist writing for the Detroit News claimed that: L
“A Negro woman on relief set fire to a furniture store bécause she felt she
would never be able to pay the bill she owed there. Due to the interest rate
.she was being forced to pay $910.12 to satisfy an original debt of $285.”

B R

hile our society c¢an never tolerate looting and burning no matter how deep
the social injustices that breed these irrational and lawless acts, it seems to me
that we can take some elemental steps righit: now to begin to eliminate the con-
ditions that lead men to become looters:and burners. The passage of the strong
_truth-in-lending pprovisions and other sections of H.R. 11601 which help to stamp
out shady and immoral practices in the consumer ecredit. field can do more to
help maintain law and order in our cities than a dozen repressive anti-riot bills.
“Bthical Merchants Protected , [ i ; ke
_The consumer is not the only one who will benefit from truth-in-lending legis-
lation. Truth-in-lending will protect the ethical lenders and business merchants
from losing business to, unscrupulous: competitors. An otherwise honest business-
man Iis subject.to tremendous pressure. to adopt unethical credit practices by his
unethical competitor in order to stay.in business and earn a decent living. By
requiring every lender to be truthful and to state the true interest rate in a -
m}iform qmanner, we. can break the endless chain of migleading claims and
shabby deceptions which now characterize too large a ségment of the credit
“industry. Businessmen would be secure in the knowledge that higher cost com-
petitors cannot lure away their customers with deceptive credit information.’
Senate’ Version Must, Be Strengthened i« i ; Bl s g 3
‘- While ‘the modified tfuth-in-lending bill pasted by thé Senate repregents prog-
resi‘in’ the long’ efforts. to ehact meaningful legisiation in this area, a, nuniber
of glaring weaknesses #nd’ loopholes' are‘contained in that version which 'can
seriously weaken the efféctiveness of truth-in-lending protection.’T am most happy
to see that H.R. 11601, which your committee is considering, closes most of these
loopholes.: . B gty ; it
. The basic premise behind truth-in-lending legislation is that the true facts as to
interest and financing charges and annual interest rates should be disclosed on
all types of credit so' that the public can compare and make a sound choice in
obtaining credit, The omission from coverage in the Senate version of revolving
credit accourts, and purchases where the finance charge is $10 or less, opens up
glaring loopholes that ¢ould possibly nullify most of the protection provided by
this legislation. L ‘ e { ‘

. B

by en-
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Cover Revolving (}rédit : . CuE s
. Revolying credit aecounts is the fastest growing form of credit in the country
today, In addition, the interest rate charged on these agcounts is typically 18
- i - most excessjve rate of .interest egual to the national interest
- rate ceiling recommgnded: elsewhere, in EH.R, 11601. There is no reason why
~department stores, <¢gedit card plams, and others who ‘offer revelving credit
accounts cannot state their interest rate charge on an annual basis, If they are
‘required to state only the monthly rate of interest, millions of consumers could

' . .be led to believe that the interest-rates om these:accounts are among the lowest

available to them, where in actual fact, revolving credit accounts are one of the
‘most costly forms. of: credit available. The existence of such a glaring lopphole
as this can only encourage.installment sellers and lenders toabandon other forms
of credit.that they now offer and operate on a revolving credit basis, The effect
would be to water down considerably. the protection that the consumer. direly
needs, Furthermore, it would place in.an unfair competitive position those busi- -
e required to state interest rates on an annual basis. .

SRS

nessmen -who would:

_The' exclusion froni coverage under ‘the Senate bill of debts of small amounts
where finance charges are less than $10 is completely un ustified, Interest rates
are often the highest on these smaller loans, where the cost of the itém is $100
or less. Moreover, thése smaller siz‘eg purchases make up the bulk of the credit
buying for the average worker and for those living in poverty. The arghiment
that the true ;in’terescfch,arges are hard to compute in these cases, or that this
‘would' constitute a costly inconvenience to merchants does not hold up when

_...elaborate tables have been prepared which avoid the need for the seller to do

any computations. The only difference in computing interest charges and interest
rates on a $100 loan as compared fo a $1,000 loan or 4 $10,000 loan is one or two
decimal points.” =~ | . © St R
I am most happy to see that the bill your committee is considering does’ not
allow such flimsy reasoning to stand in thie way ‘of providing needed protection-
for the Tow income ﬁahqily making small purchases.” '~ i
Oritical Need To Cover: Adwertising.. bt g0 v
One of the greatest sources of credit’ problems' for 'the working man and the
‘poverty stricken is the oversimplified, confusing, misleading; or blantantly de-
ceptive advertising of credit and the sale of goods on credit: If truth-in-lending
legislation is to be truly effective, the true facts of the interest charge and tthe
interest rate should be available to the prospective customer before he has de-
cided where he is to make a purchase or a loan. With the high pressure sales-
manghip that exists in many retdil establishments, the average worker does not
have a truly freé chojice to déteﬂniqé‘where'he can make- his purchases on the
most. economical basig if he is initially misled by advertising of the cost of credit.
... While we canpot mandate that the true cost of credit be inserted in all adver-
tising of consumer gobds, we should requiré that any advertising of credit. costs
“state the truth about interest. charges. The omission of advertising frem the
coverage in the Senate-passed bill is a grave weakness. The UAW and the IUD
strongly supports the provisions of the bill béfore your committee which bring
advertising under the truth-in-lending protection. ' .
Other improvenients in H.R. 11601 as compared to the Senate pasted version
of ‘truth-in-lending which the UAW and the IUD strongly supportsis the pro-
vision for full disclosure on charges on first mortgages, where discounts and
the point system are most confusing to the average home buyer, and the inclu-
sion of insuranee eh‘mrges levied agpinst consumer credit as part of total finance
charges. in mmputing‘ the true:cost of credit, v

F.T.0. Should Enforce Law Mg : 7 b B

I would like to point out one area regarding: the truth-in-lendihg proyvisions
of the excellent bill before your committee that we in the UAW and IUD would
like to see changed. This is the choice of the Federal Reserve Board as the agency
charged with enforcing the truth-in-lending legiglation. The Federal Reserve
Board is an agency that is basically oriented towards the banking business. Fur-
thermore, it has little or no experience in the:consumer protection field, and
has no staff ready to carry oult the enforcement provisions in the bill.

In its place, we would recommend that enforcement of consumer credit legis-
lation be placed in the hands of the Federal Trade Commission. The FTC is

|
|
i
|

i
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already in the field of avdv:usmg and. protecting .the consumer. It hags far more
- expertise in tthe fields of retail selling and advertising, has a history of dedicated
_efforts -to protect the consumer from, unjust illegal and fraudulent practices,
-and has an efficient system for monitoring adveptising for investigating com-
plaints and for instituting the type of' proceedmgﬂ.called ﬁor ‘to bring about com-
-pliance with this legislation.

I am sure that the members of this: Oommltbee are aware t;hxat plamng a law
on the statute books does not in itself aecomplish: the end -objective of providing
adequate protection for the Ameme&n people.. I urge that you make every effort
to provide, the best mechanism for v1gorous, A ﬁiclent, and fair entoreemen't in
the consumer credit field. o ;

We Should Abolish Waye Gm'msh,ments

_ The UAW and the 1UD ‘would'liké to g0 on recorq in strong support of the
provisions of this bill that would outlaw wage garnishments. The device of
garnisheeing wages is used with abandon by numerous unethical merchants who'
‘prey upon unsuspecting workers with their easy payment schemes. The tragic
results are pay envelopes reduced to the pomt W};gere workers ean hardly support .
their families, inconvenience .and extra costs or .employers, sgbstantial court
costs imposed on taxpayers, disciplinary susp ions, which make it even harder
for workers to repay their debts, and outright sm;ssal and loss of employment.
Unscrupulous merchants often use the courts ] €O ion e withol v

payme

Legltlmate busmesses with substantwil reputatwns are able t&p coilect on bad
debts without resorting to garnishments. Merchants and creditors in Texas,
- Pennsylvania, and Florida, where garnishments-are outlawed, have learned to

- vadjust their collection practices without 111 eﬁ"ects or any DOth& e reduetion in
the volume of retail sales. o

Thesstatistics on:the extent of garmshments are s'taggering In Just one court
alone in the City of Detroit, the Common Pleas: Court, 55,000 garnishments were
issued in 1966. It is estimated:that 95 percent of these garnishments were issued
‘by default where: the defendant never:defended himself  from becoming gar-

" nisheed. This: took place in spite of the fact that this court:is a-liberal eourt in .
‘dealing with this issue; and has established a conclhatlon aystem t;o attempt to
sett]e debts without having to attach wages.

~ A ‘most unfortunate: side effect of the garmshment system is: thae the courts
often bécome the “enemy’” in the eyes-of the poor. They: become further: con-

< vinced that the society which they come to know as the “system""omyl works
agamst them and grinds them down.

A revealing study conducted among low income famihes in N York City
uncovered the fact that one out of every five of the families in
been threatened with garmshments, had their wages garmsheé h
repossessed. Typically, low ‘Income families faced a major cris of
whenever the chief breadwinner became ill or-unemployed. ~~ i

The problems the poor face arising out of garnnshments ‘often gd hand in hand
with dfrect exploitation by merchants, In the same study in New York City

- mentioned above, David Caplovntz cited as typxcal ’thlS experience of a 28 year old
_ Puerto Rican man :

“T ‘bought a set of pots and pans from a’ door-twdoor salesman. They were
‘of very. poor quality and I wanted to give them back but they wouldn’t take
them. I stopped paying and told them to change them or take them back. I refused
to pay. . .. They started bothemng me at every job I had. Then they wrote
.to my eurrent job and my boss is taking $6 weekly from my pay and sending it
‘to pay this.”

An additional m'oblem which compounds the consumer problems of low income
families is the fact that these families often do not know where to turn to for help

(if they are cheated by ‘merchants. Even if: they do know where to go for help,
. .are_usually unable to obtain it The New Xork City study pointed out
percent of the famﬂies interviewed did not have any idea of where to
iin help. against unserupulous merchants. Furtherm@re,,, :
cent of the families who encountered these problems actually sought
help, although more than one-third cited a source of help that they k :
It is apparent to the WAW and the IUD that Congress must: takzex addlmonal
steps to protect: the consumer-and to- elimmate unethical -practices in bhe mer-
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i ‘in ‘res,t charges fow'fafsm b : i ; )

-primarily on’ ‘the podr should rapidly become a rtihmg of ‘the past.: However the
ceiling of 18 percent established in this bill is too highx The ‘18 percent rate
charged by many dephrtment stories on revo yg credit is so excessive that it can
aetually result m a 1%*eater profit on the nsaction thzm on: the o ginal
“Convent ank raﬁ&e and ing:emst rates on commerci
‘ 1 18- pércent Credit unions are able t
o the poor at about half thatrate; =~
ﬁexi e céiling that would be related to godng Sl

Board’s discount rate. Your committee

Hat, multinle of the dis
‘a d workalble ce 1

1 economy, ‘The dificulty with egny ﬁat rate 1s B
| rovide adequate lee o

would like to' ree(wd m;' mﬁipositmn to ﬁhat; Ipmi't n H . ‘111 0
would provide for emergency control of eonsumer credit by ‘the Presixlent of the
United !States. Mhis 'provigion ‘does not lcome uiider the weape of ‘consumer credit -
- protection. Rather, it deals'with overall economic’ policy. It is a form of economic
Fcontrol’ torwhich thei UAW -and. the-1UD:are opposed: It could only Jead to-hard- -
~ships for the individual consumer inneed of credit; while the:major borrowers
.+ in thiy country, business and industry, would not 'be;sulbject to such:icodtrols. It
“would: constitute diseriminatory legistation, applying only: to those with the least
ability to overcome. the vconlsequenees of such: legislation. There appears to-be no
-need to ‘enazct any economiicicontrols over credit in-the presentstate of the econ-
- omy;nor doesit ap!p@ajr hkely that: ememgemry credlt: éonbrolts will Ibef needed in ﬁhe, .
forese&ajble mutm'e .

‘qrmred to sign, The; )y Ju 1
jeal individual hag nowledge and no T g !
surrendering yaluable legal rixghﬁs,f anﬂ bhu :beeome GubJect
h: rdship at a. later date e : o

. Prohibit Wag fAssigmm(mts !

' In a similar fashion, the UAW and ﬁhpe IUD feeIs i \ ;
‘needed to' .prohlrbit ei;ntirely the use of wage a'sasignments 1 *the consumer credlt B
. ‘ﬁeld Here is another example where a borrower is placed under extreme pres-
_sure, ‘often ‘without any knoWleiig full understanding of the ‘consequence, to
‘sign away his rights and allow a icreditor to attach his wages at any time in the
“future that he sees fit. These so-called “voluntary” agreements to attach wages
“are coercive rather 'than Valuntary in the typmal seller@u’tdhaser relationship.
©iSince woage 'assignrm‘ent ‘have many “of the perniciouls s e gschs of wage garnish—-‘

both sh uld I&e treated the- Safme‘ ‘abolished in the s’ ime leglrslation :

i Anotherarea wheh'e your committee hou 1 m’ protect the consumer is to
: ;;:regulate the- pemi@ibWs practices of: mdnyrmemhants in n-epogse@sing goo'ds pur-
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\dhasetd on credit. This is particularly a problem in “add-on’’ purchases, where a
merchant sells another item on credit before a purchaser completes payments on
. the original item that he bought. If the customer misses one jpayment, merchants
have. often repossessed both items; even though the amount already paid has been
more than enough to completely repay. the oruhstand,mg debt on the original item.
- Actual situations have been reported ‘in the press where ‘four or more items
 purchased on an add-on installment basis'have been repossessed, even though the
value of one item alone was sufficient to satisfy the outstanding debt.
Leglslatlon ‘should ‘prohibit 'the repossession of any item:whenever:full pay-
* 'ment has already been made. The lanvuage of the 1eg1s1at1on ¢ould ‘provide that
when debt is outstanding on two or more iteéms, payments be:allocated to each
of the items, based on‘the-ratio of the original purchase price of edch of the items
to the other items. Further, repossessions should be limited by statute to the ex-
tent necessary to satisfy anyoutstanding debt. Merchants should also be required
to return to the purchaser any proceeds gained from:the sale of the repossessed
items that is over and above the amount of debt stul owmg

Other Areas for Future Action
~There are-a number of additional areas requiring legmlatlve protectlon Whlch
‘this committee should seriously consider. Many of the abuses and shady practices
could bereliminated: from the credit field if-lenders and merchants oﬁermg goods
on credit were licensed and had to meet adequate standards, covering, the entire
© scope. of their lending practices. The lack of adequate legal recourse for con-
sumers who have cutstanding debt on shoddy and -defective merchandise needs:;
to be remedied. The common abuse of using fine print to prevent customers from
knowing what they are signing could be abohshed by réquiring print to be a
certain minimum size on credit contracts. Steps’ might ‘also be taken to simplify
‘the obscure legal langudge on credit contracts so that customers would know
exactly what'théy were agreeingito. = ;

i'Madame Chairman, I'want to thank you for the opportwmty of ‘appearing here
;today to express the views of the UAW and thé 1UD. T hope I have spelledout for
you very frankly the areas where our union would like to 8ee positive Congres--
. sional action. We areaware of political realities; and'denot'take the position that
‘the bill that comes'out of your committee this year'need contain: all of ourirecom-
- mendations. We would leave it up tovyou and your:committee to determine how :
niuch ‘ean’ be passed through the Congress this year and how much mlght be -
enacted next year and in subsequent years.
“The members of -ourunions are extremely- gratlﬁed with the efforts’ df ol ‘and
your ‘committee to enact long overdue reformsin the field of consunier: -credit.
You may be assured-that the UAW and the IUD will stand strongly behxnd your
fﬁortﬁ to adequately protect the American consumer We hereby enli‘st inryour
crusade for the duration.

* Mrs. SuiLivan. Thank you, Mr. Greathouse e

‘Before Mr. Stephens and I begin to.question you, I want to say that
I am.sorry that you gentlemen have not had % better attendance of'
‘members of the subcommittee this morning. You both h:we gl‘vén
outstandmg and important testimony.

T will make sure that all of the members do receive coples of your
statements, however, and I will personally urge them to read your
testimony.

I would like to call your attention to an article by Sylvm Porter in
last night’s Washington Star. It describes how to cut costs on your
mortgage. T think it 1s one of the best examples of what we are trying
tto- accomplish in this legislation—to show people  what: they are
actually paying for credit and to help them, through' this knowﬁadge,
to make intelligent decisions on how {)on a perlod for instance, their
mortgages should be written for. W Lthout obJectlon, ;L wﬂl place it
m the record at th],s pomt j

3



. msﬁead of 30 years?

. purchase price and the average down payment is 25 percent. @

'“8’5‘1"6‘ : COINSUMER CREDIT PROTECTION ACT

(The artlcl‘ refetred to follows )

- How much money‘ 'uld you save by repaymg yeur the mortgage m 20 years

‘What: is the dxfﬁeﬁence to you over t long range if your home morrbgage
interest rate i 6:percent as against 6;5 pereent, . )

Or if you make a big'vs.a small; down.payment? ..

Thege are three key questions to explore if you are now shopp!mg for a home

vmortgvage And these are three key areas in. which:you.can achieve significant:
savings.

As a guide to the right answers for you, thlS column w1ll give the pertment'
dollars-and-cents comparisons.

Oh intérest rates, youwll probably find that all major lenders in your area
offer hoiiie’ mortgages at'similar intereést rates. Nevertheless, 4 seemingly ‘minor
difference can 'mean hundreds of ‘dollars in' savings over the:life of the mortgage.
Heére's tﬁe cbm'parieom for a $100@O*m0rtgage witha 20-year repayment period :

i © ' Tetal
R SN miterest
Ll et $7 194

g mr—= - . 7,898
D & € ,. v X B v_ . 14 Lot 8 607
PR (RSN S R H0y .;.& 50F FEHEE Shs 9 334_
«From this table, 1t’&aeasy enough to: see that even 1/2 percent on a $10,000 loan
can ‘mean 'savings in:the $600-700 range over a 20-year perwd, and that a:
difference of 1 percent ean ' mean savings of nearly.$1,500. e
If youishorteh thelrepayment period of: your $10,000 montgage your savmgs
are: even;more dramatie. Here’s the comparison for a. $10,000 morbgnge at 6

ktInterést rate (percent)f 3

percent*mmmstover various repaymaent periods: Gl ‘
Repaymeﬁt péﬂod' Rt St Totalmmrest
(o7 1t TR PSR O A S $3,_322
1 yea;:s B ; e vt e e e 0,190
% Rt it e fom = S e oDl e Z)lgg
Yeas et e - , 329,
"80 years ; iomn 11,582

From this table, it’s obvious: |you can save $4 388 in mterest lsunply by re-
paying the mortgage in 20 instead of 30 years

Of colitse, if you ‘sharply reduce ‘the repayment’ perwd of 'your lodn, youll
have to pay -more: eée month. Using the example‘of. a &10,@00 mtsrtgage at

6:peteent » 35 it O SRR (RT iy et TN RO E S S
H ¥ i 0N
Repayment perlod (LS i giymen%“

0 Years ool Swdoioolsialiled i 2t $111
15 YOars as-sdosce e sse el e Jo g uosrpandocin o 84
20 years : : S 71

. 25 years s o : 3 St L e 64

© 80 years _l_li oA P oddi et 0 b el 4 Hokn 60

The Tonger repdymeng rperiod seems attractive but you ve already read how
much extra ‘interést 'you Day wheti- you stretch out.

. The  latger syour «down 'payment, the smaller will- be: the amount of your
mortgage, and thus the smaller will be.the amount of iriterest you will pay over the
years, and the cheapér will be the over-all: cost,of the loan to you. : :

The average lqan-to-pnce ratio in . ‘the nation” today for a new home is 749
percent—i.¢., the ‘avetige mortgage being granted is for about 75 percent of the

i

~But averages are useless in terms of individuals. Your key rules for savmgs
on your home mortgage are: shop for the lowest available interest rate in your
area, make the largest feasible down payment, repay your mortgage in the
shortest feasible period of time.

|
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Mis. SunLivan. Shé has taken a $10,000 mortgage for compatrison,
starting with a 20-year repayment period. ~— = o

She shows if it is a 6 percent, you pay & total of $7,194 in 20 years.
If it is at 614 percent, the total is $7,893. If it is at 7 percent; the
- intérest total is $8,607. At 714 percent, the total of interest you pay
would ‘be '$9,884. . o o o g B

" 'Then taking this s¥me $10,000 mortgage at 6 percent, she shows
what the total interest cost would be for a repayment period of 10
years, 15 years, 20 years, 25 years, and 80 years. The interest on a
%IO;OOOimortgage at 6 percent runs to $11,582 over a 30-year period.
Then she also points out that for this mertgage of $10,000 4t 6 percent

for‘a repayment period of 10 years, the monthly amortization cost

would be $111., And she goes on for 15, 20§25, up to 30 years. For
30 years the monthly payment would b $60. In entering into a mort-
gage, yoil sort of gage what your incoie hopes ate for the next few
years, at least, in order to determine hiow much you can afford to pay
a month and, from that, determine how lohg you want the mortgage
to run. It gives the family an opportunity te look ever the various
alternatives and make a judgment. We were told by FHA that they
do 'give a very clear picture of the entire cost of an FHA mortgage -
- for its full term; but I don’t know if ‘the;y break it down' this clearly.
This information is instructive, and it gives people a choige.
~ They may decide, well, maybe I better not take a 30-year mortgage—
maybe a 20-year-one would be better, and if it only costs $11 more a
month—$71 a month-instead of $60~~maybe we can find'some way to
pay’ that extra $11 4 'month and cut down the term 6f our mortgige
'by 10 full years and save $4,389 in interest. . 0T e
There are usually similar choices in any form of credit transaction,
but' too: many people don’t realize that in buymg on credit they are
using somebody ' else’s money to satisfy their wants and desires, and
that this is expensive. Credit is pictured in stch a different light to
the public today that people are encouraged to satisfy every desire
whether or'not they can afford it, not realizing that there is a, substan-
tial cost to them in suchtransactions. . : i ,
- They just come in, sign their names, pay for it as:they use the goods
or 'servicés-—which is good, if people are able to carry the finance costs
of things they want to buy—but, often these extra costs ate hidden and
di%%u-isedﬂ, or deceptively represented as being free. . ;. ... Py

r./Grreathouse, I-was glad to receive your support on the proposal

for an interest rate ceiling, for the garnishment provision, and for some
of the other thingg iﬁ'H.]&z{.“zll/(SOl. The feat has been expressed, how-
ever, that the 18-percent ceiling would result in raising all rates to that -
level. Do you think that that would happen or do you feel that many
consumersare now paying far moré than18 percent? = o 0o o
 Mr. Grearuouse, There are ’cpnsﬁme"rsj%:tt”aré paying more than
that, but there are also a number of consumers that are paying less
than this. Y N I e e

We share the fear that settis %h’ifsa“c 18 percent, éven, would become
the floor as well as the céiling. While we think that sometimes 18 per-
cent might be proper, there are other times when interest rates gen-
erally are lower and there should also be a lower ceiling on interest
rates here for consumer credit. Just as there are lower interest. rates
for other forms of credit. : ] - i
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Mrs. SULLIVAN *I realize that dange Hin trylng to set any Federal
~ interest rate for boi'rowmg But I thir 'yapeopl” ]ust don’t reallze ~
that they are already paying far more than 18 percent.
- Mr. Greatmouse. This is why we tie it. to the Federa /
We think the ceiling should be related to control of inte
erally. If you used some mul 1ple of the Federal disc
: ’wguld provu:le mere equity durlng dlfferent periods of 1
abilit; : : ,
Mrz SULLIVAN As an illustration of how much people can really be
paying in interest.charges, I want to insert-an article which appeared
* in the Boston Herald, the Washington Star, and other papers last
- Saturday, by a well- known real estate man and wrlter, Mr. Bernard
C. Meltzer, who 'tell bout a real hovror case involying what is sup-
- posed to be a 4- ge ortgacve According to the writer, this 4-per-
‘cen%l ﬁﬁurf coul to 344 percent because ozﬁ ‘h ,tr ks and glmmlcks
in'the deal,, : . j

,i'{,

[Froin the ’BOSton (Mass i Herdld, Kugu:st 12 19671

VEAL ESTATE PROBLEM SOLVEI}-—TRUE INTDREBT RATE OFTEN H R
. i TO - FIGURD \ i T

(By Bemaid e. Meltzer) -

tithe mort ge fieﬂﬂers competed p‘rtﬁ:;arily bas d'on' inferest rates.
CoEN still: do; but new finane¢ing gimmicks introduced in recent’ years make 1t .
iy kmoet impossible to eom‘pute the true rate-—even by expernts. : ;
S AR MR. MELTZER; L I}led $5,000 by the first. of the year, so l’m gomg to
,g,et mortgage. Since my house is Worth over $20,000, ‘this should be n prob-,-«
lem. only a question of shopping around to' get the best ihterest rate.’ t
LR Mybank 18 willing ‘to give me the'money at 6 percent interest. A'local fin nce A
gompany, and I’'m a jcomplete stranger:to them, is willing: to give me the money
for 4 percent. It!s trne; they do have a few exfra charges like insurance, ap-
pralsals, ete. (I’ne; enclosing copies. of their papers for your examination.) = :
U1 always was ‘popr in math, so ‘ please tell me whether all these extra fees
amaunt to more ‘oriless’ than the 2 percent difference in interest rates:.
! 3 ’Z D ¢ i " “Mr T T 9

Answer : A best asican be determined, the extra*charges raised the true interest’
rate from iour corne?pondent’s estimate’of 4 percent to 344 percent. The papers
i

' contain.almoyt every known gimmick for reusmg the true interest rate. For.the
information and enlightment of readers, these-are enumetrated below
1. Five years'’ interest (4 percent of’ $5,000) amomt 'to $1,000 ﬁs added to
the amount borrowed and’the face amount of the loan i ads $6*000 and not $5,000.
‘2. The jinterest: rate of: 4 percent: during. the whole: period is computed based
upon $6,000.and the remalmug balance or amount.owed.
3. The borrower is allowed only one day grace penod in which to. make
mortgage payments. If he misses’ that day, the late penalty is then 1 percent ‘a
' day i
. 4. The pre-payment penalty is:20 vpercent i
5. The borrower has.to buy life, disablhty, health and aceldent and home-
owner’s insurance from the lender’s. agent at very high L‘ates. ,
6, 'An’ mspectwn f e of $100“s char“ed the ﬁrst year and $50 per year there-
after. ¥
7. The legal fee is set at $300 and ‘the annual legal fee thereafter is $100
8. The appraisal fee is $100 and the ahnual appraisal fee thereafter is $50.
9. Borrower agrees, to pay a 10 pereent plaeement fee for securing the:loan.

Mrs. Svruivan. Mr. Stephens, since there are just the two, of ‘us
here, we can take turns in questioning. Why don’t you go ahead now?

‘Mr. SteprENs. I would like to make some observamons and 1nqu1ry
at this point on the 18 percent Vi i




 CONSUMER CREDIT PROTECTION ACT o 819

~ You are familiar with the argument on the side of companies that
use revolving credit plans, that if they are required to translate the
114-percent charge into an annual rate 1t would be 18 percent, but that
it would not be a true reflection of the transaction. They have provided
charts which show-that in a -great number of instances the actual
annual rate after the-year is over amounts to 10 or 11 percent, and
that in only one instance out of 40 different items the rate would go
over 18 percent, based upon an actual way the accounts are paid.

- Wouldn’t that then be a burden’on the man svho has'the revolving
éredit plan to require him to say that 18 percent is true-when he is not

charging 18 percent? - - alig TR
~Mr. GgREATHoUsE As T understand most of these plans—there is no
charge for the first 30 days, and after that 30 days the interest rate is
18 percent a year or114 percent per month. - Lar o
-~ Now, in most cases the original price is a cash price if the price is -
- paid within a 30-day period. But once they start to charge interest they
then charge interest at the rate of 18 percent per year. Toias
Now, this can be clearly stated that after thé 30-day period is over
~you then pay interest at the rate of 18 percent per year. o
+ = Mr. Steparns. They would have to put 18 percent on and they
would have to explain that 18 percent only pertains if you carry this
all the way through the entire year, provided you pay a spécific amount
and provided you do several other things, and you add a considerable
amount to the bookkeeping and to the explanation and would it help
the creditor any? e AL : N
- All'you have done is cause the man who is using this type of credit
to think he is paying 18 percent when he is not actually paying 18 per-
cent, So you don’t have truth-in-lending. L ) :
. Mr. Grearsouse. I don’t want to argue with you, but it seems it can
be simply stated by saying that you pay at the rate of 18 percent & year
after the first 30 days, which is really what you are doing. You pay an
annual rate of 18 percent after the first 30:days: y i ‘~
b&r StepHENS. Not necessarily—depends on how much you pay
- back.. 3 i R £ : : 5 ;
“Mr. Grearsouse. But you are paying at the annual rate of 18
~ Mr. Srepurxs, No, if you figure it out, it may come out to 10 percent.
Mr. Grearrouse: If you pay 114 percent a month, once you start
paying it, that is at the rate of 18 percent a year, even if you only have
the money for 6 months." : B tEes e :
‘Mr. StepuENs. If it goes for 12 months. . : '
Mr. GreaTHOUSE. You are paying it at the rate of 18 percent even if
you only pay it for 2 months. : Parl e RTINS T e
- M gTEPHENS. It won’t figure out that way if you only have the
< credit for 10 dayehts - h Lo TR mR et b B T LT s
~ Mr. Grearnouse. As T'said, I don’t-want to argue with you, but once
_ you start paying interest, 1f you pay dt the rate of 114 percent per
- month, you are paying at the rate of 18 percent pet year, and I don’t
‘care whether you pay it for 1 month or 12 months, out of the year. .
~ Mr. Stepnens. Mathematically, though, it doesn’t figure out that
way. S e LRl z
: l\%r{‘?GREATHOUSE. I'thinkit-does. i
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Mrs, SULLIVAN Would the gentleman 51eld? I would hke to put a
question to Mr. Barber at this point.
If T am going into the bank as a dep@smor, to deposlt $100 in a sav-

: ‘mgs account, and you advertise that you pay 5 percent a year on
- sayings, at the end of the: year I could expect—these are time deposits—

- I can expect that I will get $5 in interést. and that I zwould ham a
- balance of $105 at the end of the year, isthattrue? ..' . .

Mr. Barser. That would be correct..
~ Mrs. Surtivan. But if I don’t live ap to the terms you Beqmre, a.nd
. dgf: leave that-$100 in the bank for the whole year, or the spec:lﬁed
time, in order to earn any interest, what rate would you be paying me?
. Mr. Barser. Well, I think the law is. fairly cclear on time eertificates

: ‘of deposit. Time! @ertlﬁcatﬂsrof deposit, are actuslly: contracts—I am
- speaking not as an attorney—between the depositor and the bank by
. which the bank agrees to pay a contract rate of 1nterest for the use of
“these funds for an agreed period.
~ Mus. Survax, If I leave it in for that spemﬁed perlod——ﬁ months

or.a year—I ex% ect to get:b pereept , :
Mr. Bareer h&t is orrect. et
.. Mrs, Surtivay. Bnt if I don’t leave it for the requlred perwd—;
f I need that money. before »the permd endsq—I can get. 1t out?
~ Mr. Bagser, Well— ;
~ Mrs. Surrivay. I can apply fer my money and, get it back can’t I? .
Mr, Bareer. Probably, but not necessarily. When you purchase your
certificate of deposit you are in effect loaning the bank the money for

- 12 months and the bank agrees:to pay you 4.5 percent—it is more com-

fortable for me to say 4.5 percent because. that is What we are paying

: for the 12-month period.
- Actually, the bank normally. Would return 1t to you in the event that
you needed it prior to the end of the year, but banks are restricted

- somewhat in that, too, because I believe the, Fedeéral Deposu: Insurance

Carpora,tlon regulatlon stipulates.that we. cannot return it to you, even
if we wish, unless you sign what is called a certificate of necessity. indi-
cating that you have need for the funds in advance of maturity. -
~Mr. StepaENS. I think whatshe has in mind js not the time dep051t—~
: that isnot a demand deposm——but a savings account. e
Mrs. SULLIVAN. Wlthln 90, days you can apply forit.. -
. Mr. StepuExs. That is rlght but you can’t get it before the 90

: days But if you have got a savings account, thatis different. You can
, Wlthdraw the lattier at any time but not a time deposits - -

- Mrs. Surtvax. On a savings account, you may say you are gomg to
i pay 4 ercent, or W{hatever your ngg rate iss

ARBER. Yes.
. Mr@ Svrrrvan, But if 1 dop’t leave; ;ghat mqn;ey *1n for the speclﬁed
i od, what rate do youpay meattheend of the year? -

1 Mr. BARBER‘ I thmk there probably is quite & variable.i An th&t and
savings accounts world probably be easier to talk about in this way.
. y: banks require, that, the da lars be in the: account .on the day

the m st is ca.lcul&ted So, it you withdraw: that you- wouldn’t re-
celve interest on. {;hat portion which you swithdraw and the ratienale
behind that, T think, is that the ’bank has agreed to pay 4 percent. for
.8 G-month perlod 1f it does not have use of thoserfunds.for a 6;m@mth
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period, if it is i fact a demand deposit, tshen it is @f much less value
;O tge banlk beeause 1b has, as a matter of fact nqt had the u,se of those
unds. :

- However, many ba,nks Would I beheﬁze, ﬁgm;e the mﬂ;ex*est to the
date of withdrawal and many banks would, as a matter of fact pay
interest starting at-the first of the month if -the deposu; is made
as late as,'shy,the 10th of the month. .

So, they would be paymg a ht’tle smore than 4 peréent, actually,
little riper. :

Mrs;: SULLIVAN ‘The only thmg that I am frymg m get, at *Mr.
Barber, is that, when you take the money from the depositor, you say
you will pay so much interest per year. But that all depe ds on what
the customer does about that money«'whet»her he leaves itiin to earn
the interest ornot. : (

The same thing is true When we buy on credlt‘ T hey say they are
going to charge us 114 percent a month. We may not pay our bill each
‘month, as we are supposed to do, and they then charge us at a rate
of 114 percent per month and there are 12 months in & year so it is
18 percent a year that they are charging us. It all depends—+the ¢ven-
tual charge depends—upon how we use that credlt each month dur‘mg
the year with this firm. ,
- I'don’t care how long we argue this with the retail people, there is
only one answer. If they are going to charge us 1% percent a month,
they are charging us 18 percent a year. It may not figure out to that
at the end of a year because it depends on the 1nd1v1 ual’s use of the
charge account.

But we have had arguments for 2 qohd Weeks on tha,t pomt They
had the same argument for 7 years in the Senate committee. I sup-
pose we are not going to change the minds of the spokesmen:for the
stores offering revolving credit because they insist upen pointing to
the yield from a particular account at the end of a year. But that is
not what they:are telling the customer in signing her up for a charge
account. I don’t care what kind of terms they make, or when they start
‘their credit charges, the charges arefor a period of 1 month.

I will never pay credit costs if I can pay cash in 90 days. I think
it s still the “law of the land” that payment in 90 days is cash.’

But I have been:told that the department stores just' don’t tell this
to their customers unless they ‘ask—or unless they have a striet policy -
now that they don’t give 90-day credit. But_ nevertheless, thls 18 ‘the
argument that I wastrying to useon them. '

In depositing money in your bank, we are told we are g()lng to get
a certain rate of interest per year and it is up to the depositor to live
up to those conditions in order to earn it. It is up to.the user of credit
in the department store to decide how and when he will pay, so he
can arrangé to avoid credit charges, but if he'doesn’t, they still charge
so much per annum, Whlch we figure; 1s 18 percent when rthey charge
11/, percent a month. ;

Mr:StepreNs. T Wﬂl tny to make an analoay T don’t know whether
‘Treanor'mot. v AT b

The cheekmg account that a pe’rSOn has ina bank istsub; ec‘tt to 8 sery-
ide charge comparable, I think, to the revolving fund charges. Now,
‘are we trying to tell the bank’ tha:t they must put down 'on the bank
monthly statement that the service charge’of 5 cents per'check, if
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_your balance is under a particular amount, is a charge that the bank
is making against you to put your money in the bank-and the bank must
state that at a percentage of annual interest that it is charging!

- Now, there is ‘an ‘analogy between the fact that what is called 115

‘percent, interest rate on a revolving account is a service charge com-
- parable to the bank service charge: for-allowing: people: to use the -
- credit machinery and is like holding the:merchandise and having the

~use of it. Should the banks be required to put down the service charge

- on_my checking account in the annual interest rate?

 Would you feel like that you should be required to put down:what
your serviee charge is to'let me have a checking account? If you look
at that from one 'standpoint perhaps you are using my money and
‘are charging me interest to use my money. But, you don’t call it that.
You call it a service charge. You are keeping my books for:you, that
is what you are doing. v S e

* Mr. Barsrr. This is right. The bank service charge is justified; I -
think, as a payment or more accurately as a partia reimbursement
for the service that the bank renders to' the customer in doing his
bookkeeping for him and in handling his checking account activity.
Mprs. Surrivan: Would the gentleman yield? 2
Mr. StepmENs. Yes. © o0 o ,
- Mrs. Surnvan. Is it not true, though, that unless the banks have a
credit card service, they are not in revolving charge? You are not
charging 5 cents a check or 10 cents a check on a loan basis—you are

providing a service, not lending money. i
If they have a small amount in the account, you are going to charge
them because you can’t make an effective use of their money while it

is deposited. But for those who maintain a certain balance in their

- accounts, you make no charges.
 Mr.: Barsrr: That is correct. : SRRy
 Mrs. Suruivan. The charge you make on checking accounts is not, for
the loan of the money ; it is for a service you are giving them for the
handling of their checks. . gre i e by e R ,

Mr. Bareer. The banks are‘rendering the depositors a service for
maintaining his account. If the customer in return leaves an adequate
working balance, a portion of which the bank can in turn' invest and
earn on, then the bank would not make a service charge, if that balance
is low enough that the bank would:otherwise incura loss, then the
bank would attempt to levy a service ¢harge to recoup its costs.

Mr. Stepaens. And that service eharge isthe cost of servicing that
account? a0 el St

Mr. Barerr:, That is correet. oo o0

Mr. SrepaENs.In that instance, that is a justification for starting
out on the revelation of ¢harges and the reason for a $10 charge not
to be revealed jas'an interest charge. Under the disclosure plan here
~ you have 4 finanice charge of $10. . = . 0 s T
~ Merchants have appeared before this.committee and in the Senate
‘committee who use the revolving plan or den’tiand it is pretty well es-
tablished according to their costs that the $10 charge is the actual cost
of putting on the| books an initial charge-—whether it is:an 18-month
“payment or a 12-menth payment or whether it is paid. off the first
-of-the ‘month. That would: be analogous: to the bank service charge

¥

‘more fully than otherwise. = = i

i
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_ Mr. Baresr. T think so. I would like to comment, if I could, regard-
ing this minimum. We.stated

exclusions of finance.charges:of $10:or less sags,\was»;in S. 5 and as in

the Widnall bill. T L coludie st
-+ The reason for that is because on very small loans for short lengths

".of timethe cost factor is definitely involved. You réad many different
figures as to what it costs to put a loan on a bank’s books. e
I am thinking now strictly about banking rather than Mr. Great-
 house  who wasi referring to merchandisers.. In our little bank:- we
charge $1 minimum for a $100 loan. I have read that ecost accountants -
‘say that this should not be $1 but it should be $5 or $10. That it costs
that much to put a loan on the books. .. s

testimony that we would favor

So we loan a fellow $100 for 10 ,'days;uiltil payd{iy and We’zch;irge??iﬂ gl
him $1 for it. Let’s say for a week. If my arithmetic is right, we are =~

charging him 52-percent. interest on an annualized basis. And by so
.doing we are incurring what a cost accountant says would be a,$4 loss.
I'would think that it would not be fair to report that as 52 percent
simple annual interest. The larger banks, many, would charge $5
for that and would still prefer not to make the loan because it is not
“aprofitmaking credit. = Gty o
Again, if my hurried arithmetic is right, I think that a bank would
be charging 260 percent interest if it had a $5 minimum $100 loan for
a week. Well, a bank just isn’t going to be advertising that it charges
260-percent interest. The $5 minimum charge is reasonable and fair.
Relating it to an annual rate makes it appear high. Py :
- So what the bank is going to do, they will say, “I am sorry we don’t
have that kind of loan any more?” o
Mrs. Svrrivan, If I may interrupt there—you certainly don’t ad-
vertise that you will lend $100 for only a:week. I am sure you don’t
want that kind of business, or go out to stimulate it. You only do that
as a favor or accommodation to a regular customer, T imagine. = =
But if a man knew that he was paying 260 percent for a loan he
needed so badly, let him know it. Let him know how silly it-is to spend
that much to usecredit for such a short length of time. U s
~ Mr. Barerr. 1 should correct my statement perhaps. I didn’t mean -
that we would advertise. I should have perhaps said we wouldn’t care
to tell the world: that we are charging 260 'percent interest if we
charged the borrower $5 for the use of $100 for 10.days or whatever the
period would be. We would not put that in the form of an advertise-
ment obviously, but if we rendered this to him in the disclosure basis
we would be telling the world that he would go down the street and
he would say, “I am paying the bank 260 percent.interest.” ;
' However, it would be a service that the bank would prefer it would—
-would prefer not to perform in‘the first place. e o

I will go back to the $1 minimum because th»a,tjis Wha,t 'ou;r;fj{]:iftle bank ;

charges—so we would be accused of charging 52 percent interest.
They now accuse us of charging 7 percent and try to give.me a guilty
conscience. It doesn’t at all. But if they said we charge 52 percent. in-
terest on a loan we prefer not to make, and I think it is.a legitimate
loan, I don’t: think 'he is foolish for borrowing it because he just
happens to need $100 before payday. He wants to go on vacation and
it 1s -worth $1 to him rather than have the bosg forward his checks.

83-840—67—pt. 2——16



8o ; doNsuMER CREDIT' PROTEY(L'I‘ION ACT

0, 1 don’t thitik the: charge is exor l;atan?b“ Tt thin the borrow-

eris foolish. I think the bank is ‘rendering a- ‘service and this would be

& very good: exainple, an indication that th%e/ small amounts shauid
: not be reported on an annual-rate basis. ‘ foia
Mr. Sreprpns. One further thought to. eompleﬂ;el rannel |
though*t along the line of what we gre talking about, and: thatis this:

' o' consumer from exorbitant charges, we

‘must, I think, keep in mind this thought-—that these pgop}e tell us that

1t costs an a,Vera,ge ‘of $10 to put‘this credit on the'books; ‘

“Now, if they required the- creditorto do a great'number of thlngs
to add to his ‘eosts, we may net be doing the ‘consumer a’' favor by
- putting those costs on the credi r because the creditor is going to
- pass’i 0 thie 1 ‘g”to rmsxs ‘the price to
: S at’is , als to me about
this $10' hmlt bécause if you' requlrﬁmre yonl are just adding more

-costs to'the bookkeeping. That is' gomg into the overhead cost of the
busmess and the merchants aré going:to raise their ptiees to the con-
_sumer. You haven’t done anything: for the’ consumer exwp!b tall him
what is the truth and let him pay more. =~ e

What good have you done the consumer2 You l% hlm know what
the truth is but you also haVe been a panty to makmg the pmce go up
- That’s why T'think the$10 exemption 1sali mght

~ Mr. Grearnouss. 'Could I commenton that?

1 think what*Mr. Barber is talking about: mwht be a Tave 1nd1v1d—

: ual case of a person making an mdlwdual loan: Wha,t we are generally

coricerned with: ‘t repea,te§ charge account buying’ where (‘prle have
o

charge plates and they go back on a' vepeat basis. They do this any-

wiy—you buy a item, 1t is' added to your account.”We are not talk-

ing about any additional” bookkeepmg Certainly it is added to your

account now ‘and there are chartslazvallable Whlch saySs how much the .
interest shotild be on this.”

As a matter of fact, in raan; places we ﬁnd that When we buy con-
sumer items and then go'to make payments on'them we make payment
. toadifferent place. ‘Sometimes the merchant does the bo@ikkeepmg Work

‘and then turns itlover to afinance company anyway.' ‘
‘On the 'other’ poﬁnt if the 18 percent per year is proper: afﬁer they

start paying intarést; then it seems to me the 114 isn’t proper. j
Senator Douglas Sald he couldn’t see ‘why merchants were reluctant

to tell people there are 12 months in a yeat. This'i 1s what you'are talk—

ing about, that there are 12 thonths in a year. ,

One other thing that T would like to comment on. T-think the com-
mittee should kiiow what we- are funming on to-—even on the basisof
paying cash in 90 days. I recently maide a purchase and T inquired as to
whether or not there was & oash'priceif T paid within 90 daysand was

« told yes." »owwer,’there was a'service charge of $8 or $10that you had
to'pay.'So even then, éven’ thohgh they do ‘not quote interest charges for
 the first 90'days, they want'y pay a v1ce charge Y
hing to do isto pay cash ; ‘

* One othér com ent if I may o 'this. T *thmk thiere’is'a blg dlﬂ’ere“nce
’between whit welare talking abéut here and‘the charges made by banks
~ for aiservice that/the bank' ]fierfé)rrﬁs foriyou. But first of all , every bank

.~ that Tknow of dme)s outline to you their procedure for charcrmg you for
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writing checks and for the matter of handling deposits: They also out-
lineto you—— i
 Mr. Stepuexns, The pereentage figure? . Yt ‘
Mr. GrrEarHOUSE. Banks do it on the basis of how much it costs per
transaction, but in thiscase it seems tome to be completely different. It
is not a matter of you using the bank’s money. This is a service charge,
as I understand it, that the banks make for handling paperwork, of

paying out your money to somebody else, and not for the use of the '

money atall. ‘ : i
. So, this is the charge that they make to pay:out your money against
a check that you have written to someone else or to make a deposit. :
It would be a service like a normaliservieé/and not really for using
themoney. ., » . <l B Bn : ]
- Iden’tthink it is a good comparison. 0 L
ﬁ I think ¢ertainly there does need to be real protection in all of these

Mrs. Svrnivan. I certainly agree with you on that, Mr. Greathouse.
I have never looked on any service charge in using a checking account
~as anything but a charge for the work the bank has to do. ' »

You are not borrowing money from the bank, because the minute
you are overdrawn in your account, you are told about it. So, the banks
are not lending the checking account customer anything. You are mere-
ly doing him a service. So:there shouldn’t be any percentage rate re-
quired 3;1 checking account service charges because you are not extend-
Ing credit.

But when we get into the $10 exemption in the Senate bill, I am
heartily against exempting the $10 credit charge from an annual per-
centage rate disclosure requirement. When a person goes into an ap-
pliance store or any other store and buys an article costing $100 or
80 ‘or goes to a loan company and makes a loan of $50, or $100 or in
that area of cost, such'a person should-know:what he is paying in
interest on that transaction—whether it be a loan or whether he is pur-
chasing something. He should know what the percentage is that he
1s paymg. ! kel i st

This is the area in which I think the highest rates of interest are
actually charged. : ‘ ! ch s L

The cost is just as much to make a $10 loan or $100 loan 'as to make
a $1,000 loan. When people want to buy an appliance for $100 or so,
and 1f the credit:charge for $100 or less 18 under $10, I think the stores
should have to'show that individual exactly: what he has to pay in
percentage, as well as in money, for the period of time they want that

Coeredit. o by sdiptainng T TR e e e
Undoubtedly, we are fighting in'behalf of péople who, in many in-
stances, could not carg less:what they have to pays'All they want to
know is how much they must pay a month. But I think sometimes
_we have {0 proteet -people fromithemselves. And if they are given
an honest and full aceount of what it costs them to buy on credit, they
might, begin to shop more intelligently. It is not going to stop them
from buying. However, it might stop them from going to the person
who isigoing to gouge thiem onthe credit terms,© -~ - .

We have beeni told by isome of the witnesses that what the un-

scrupulous retailer would do would be' to raise the'basic price of his
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- product if he felt he couldii’s compete percentagewise in the charge
for credit. ‘ o e e

But again, the customer would have a choice—if he can get: ‘the
same television set/in one place as in'another, and if there is'$50 or $100
- difference in the pricey if he is:foolish enough to pay the higher price
because he. can get creédit there:and couldn’t get it in theslegitimate.
~ store; at least; he knows whiat heis doing and he is doing it with his
eyes open. This is what we are/trying to accomplish in this legislation.
That is why we want to put back into the bill as it passed the Senate
the revolving charge andrthe items on which the credif costs are $10 ;

“oor lessy o

~_ Mr. Barber, we had Mr. Bailey, of the: Marine Midland Corp. of
- Buffalo, testify before us and he suggested that a bank which makes a
loan for $50 for 1 month and .charges: the ‘eustomer$5 for the loan
~would not-want to reveal, or would be toosémbarrassed torreveal, that
they were charging an ‘annual rate of 120 percent. If they were re-
quired to state that rate, he said vk‘thy,wouldl,) stop making such loans.

- Do youconcurin that? ~ ~ i, 7o ol o

Mr. Bareer. Indeed I do. As T'said when I misused the word “adver-

tise,” banks would not like to tell the world that they were charging
in our little instance 52 percent or 260 percent ifiyou charged a $5
minimum, although it costs you $5 to put that loan on the books.
» So, rather than do that we Would say we have no more $100 loans.
We_would then be going 'so far in protecting our customer that we
made credit unavailable to him. That would be of no service at all, If
banks are willing to' make loans with no profit: as a service T would
think they sh(‘)ulg probably be encouraged to do that. <"

Mr. Greathouse indicated that we were talking ‘about”different
things and this we are. However, as far as our 6,500 mémber banks are
concerned, this is'niet a unique-instance. It is quite a common one, We
are very, very frequently called upon‘to make $25 loans; $50 loans,
$100 loans to wage earners, reputable honest people. We are not. the
least bit concerned about collecting credit: We know they are going to
repay it and we are happy to make them a loan and we charge them

sl foriat o e ]

I have been using the $100 for an example, if we make it $25 we
are charging 208‘;:,1}e‘rcent‘ interest. I wouldn’t like to have that'done. T
don’t think 1t is fair to ask the bank to say : “We are annnalizing that at
208 percentrbecause we dre making an accommodation loan.” T would
suggest possibly onthesel items bearing a charge of-$10 or less, that
certainly- the dollar amount should be disclosed. There-is nothing -
wrong with that. We would be delighted and we do now tell our cus-
_tomer : “Surelyizwe will Toari you $35 until payday and we will charge
%ou‘ $1-for it.” e isthappy about it because he is ‘gettingin fact a
ALRAIIG o v T R G dennd e F b et
. Mrs. Sunravax. When you state therborrower is entitledtto an accu-
rate understandable statement of ithe costs of borrowing, is what you

really mean that. he is entitled to such information only to the extent
- that it doesn’t embarrass you?i: o e Ha S el B e

Mr. Barser. It is not going to embattass us because we are not going
todo:it. The person that you are trying to protect is not going to be
-able toborrow money on those terms. < :
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Mrs. Surrivan. You repeated that you
things of that sort, and yet you have s
usual loans—these are unusual. '« Sk R i e
~ Mr. Bareer. Mr. Greathouse said these are the unusual things: I, as =
~ a matterrof fact, said they are quite common, quite customary and in
__the vast majority of our banks throughout the country they are mak-

 ing little short-term loans all thetime. . wnl ooy e : :
8. SULLIVAN. Yoou are not in business for making small loans like

that to people who are in temporary distréss. You are in the business,

- primarily, of longer term loans, such ‘as mortgages and businessloans

which are the big part of your business, .

‘Mr. Barser. Yes; it is indeed. But, T have:
tlll)elmt a small person in financial stature is-as en
able to hi

ways been of the opinion
ed'to have creditavail-

ery likely mean that:the little fellow wouldn’t be able
orrow his $10.or $50 until payday. o oloan e e

Mrs. SuLLivan. I don't see why you would refuse to lend him money
‘under these circumstances;simply because you would be obliged to

show the rate of ‘m;tpxe%phe has to pa;

at 6 -percent

day 1t.1s 125 cents. I doubt, that any credit union or

r would loan for less than.a 2-cent nterest charge. .
is said there is no

re

If the

for 1 da  they charge me
that down to nothing, I question o that.

rs. Surrivan. Credit unions have been formed to take care of these _
temporary small loans that people need for a short, time. Normally,
unless they are used to going to the bank for many other things, they
) hdon’ft go to the banks for this kind of loan, from the.information we
ave. T et o ag e g
- Thavenoidea what percentage of your banking business is attributed
to this type of loan but I imagine it would be a small percentage. -
. My, Bareer, A small percentage hut all of our customers who n
$100 for; 7 days would come to us. Maybe, befor
- brother-in-law or the ¢redit union j willdo it £ e
. Mr. Grearnouse. If T could just comment on the credit unions—I
know in the credit union, which we have;there is 1 percent per.month
which is prorated for any part of the month:that you use the money
and also our credit union then rebates 25 percent of the 1 percent that
you paid for interest. v AR AEy -

the very large borrower and I believe that. And I think
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© Mrs: SULLIVAN, T aniky ou‘ ¢ dadd
You sayy Mr. Barbery 18 b1 { € ,
severe and that violations shmﬂd only be cdﬂsl&e‘r@d su ect to firosecu-
‘when they are: reﬁewted s :
Now, really, Mr. Barber, we are ta,lkmg about a erlmmal statute. -
HOW many murders or armed robberies would you condene before you
would have the criminal laws apply? Or, perhaps‘more to the ‘point,
how many bank rebberies would {)é)u sanetioni before you believe that
~ the felon should be arrested and brought to justice? Two? Three? If
we are lm’pbsm lerimingl cpenalties; th they shé)ﬁld be
enforced on the first violation and every ti : 1 L
- Mr. Barbir. Our only thought about that is that' we think lthat the ;
violation should b repiated and it should be knowing and it should be
willful and that an uninténtional infraction shouldn’t open the "door :
to prosecution: and lenders shouldn’t be treated as thot
. guilty, Wha,tever ﬁhe bill ShOWS—If 1t us qversig
. lated mstance i &

cértamly

@enamly wOuld ot whnt th1s power used to
j ' si hit: But'T don thmk*

We believe there is no. vaiiﬂ reason why o ,
13 a' dccutate aﬁd unde’rstbﬁiﬂsi atemen of

We are all agréed o5t i

- be particularly msberéstedq an éxpression of 'y y you
~ do not favor provision for administrative enforcement canmmed in’
my billy but’ pre ler to leave stich matters to - civil suits broug’
debtors’who ean’t afford t6 bring them—or eriminal suits b i
the Depa*rtm(ant of Justice—wlio will be too busy to bring them—tather
_than requlmng that the. responsfble admmlstratlve agency a to rotect

, 1’ridléitﬁe bhfnmal
. Sb‘m& A;N: : ot

y 5 i
Mr BARBER 1 a.m”not éithér, I should probably re v this quesblon
ﬁo our ¢ounsel, Mr, Hansen, :
‘Mrs. SULLIVAN. The only thmg we know i§'that someoné who is in-
trouble hasn’t the money, if they are terribly in debt, to bring a law-
suit. This is why we fe;el that We need an. agency to protec*t &16 pub-
, llc frbm wolatrt)né o ?

*latlons, 4$ set out

sessed &gﬁin’ : :
?lle*ve there ought to be the heavy criminal

in the'bill; you ]uét don’t b
- penalties asséssed in' the Sullivan bill. Do you agrée with f:he pOSItlon
: that penaltles tl‘xat are m the S 5 blll are all lf'lght2 ,
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Mr. Bagezr. Not: entlrély We believe as far as the crimihal aspects:
are concerned:that the penalty should be at; at ledst at the outset.
should be a fine rather than 1mpr1sonment and 'we believe— -

- Mr. Stepuens. Inboth bills? »

‘Mr. Barsur, Yes, and. the offense should be repeated and k;now-* :
ingly and willful and that goes rlght along with the bill on page 19
in which it says “however, any creditor who willfully‘and khowingly:
uses such tablesand charts in szuch 4 manner asto cémswtently nnd,er—
state the annual percentage rate.” : |

So, we have no. objection to penahzmg the cbnsmtent V1olator Wev
do object to penalizing an isolated infraction and we object to being
guilty until proven innocent—to assuming that the lender is, in fact,
dishonest. Because we think our lenders are basically not dlshonest
and that any infractions that have been made really have not come
from the banking segment of the industry.

We think we are cléan and we have not _gotged the public and we:
are doing a good job of disclosing. We don’t ‘want to be burdened
with & tremendous amount of ad: mtloﬂafl admlmstr‘a,blve work: that
isn’t going to be really worth while. ' A
 Mrs. Svtnvan. Gentlemen, I have Sev al questiong I would llke_
to read into the record that I think you: a,n(iA :your counsel, Mr.. Barber,
could answer when you get youb:tr nscript and the same: with you,
Mr. Greathouse. We are running’against tiie. I didn’t think Mr.
}Sltephens and I could, keep. thls going, 80 long thlS mornmg, but. we

ave.

I have several questlons for you, Mr. Barber. The, first one is this:
You say that the requirements of stating an annual percentage rate—
assuming the bill were to take effect July 1, 1968--doesn’t give the
Federal Reserve Board adequate time to prep‘are regulations, tables,
and so forth. However, Mr. Barber, are you aware of the fact that
the Massachusetts truth- in-lending law went into effect 90 days after
it, was Sr],%iled by the Governor of the State?. .

‘Massachusetts officials were here before the: ccfmmlbt@e last Mondav
and they indieated that 90 days gave them ‘plenty of time to prepare
the necéSszirV regul’atloﬁs and charts. July 1, 1968, i more than 300 -

" days. away, Don’t you think that, if we ena(;ted this law .within the -

next 2 months, that the Federal Reserve Board would have ‘ample’
tlme to issue regulations, prepare charts, and 50 for”cha &
(Thereply of Mr. Barber follows:) i ¥

| We féel that. actuany it Would ‘e niost difficult to ‘have’ this 1aw take effect
by July 1,:1968. The: Federal Reservé Board is rot familidr with this and has
not had 'the opportunity to study in depth-the entire area of interest rate dis-
closure. It is our opmionsthat they will ‘surely desire and should 'be afforded
ample time in which to develop the regulations. This could Xvell require hearings
as well as extensive research and study. We think that'a ‘ible' efféctive date
should be permitted in order that the Fed itself could determine when it was ready
which in no event would be later than J; anuary 1, 1972 .

Mrs. SuLtivan. Next, Mr. Barber, you stated that credit hfe insur-
ance is not a charge for lending money. However, isn’t it true that
banks extenéb loans, te]s’hng the 1nd1v1dual What his payments are in
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! dollars and' cent$ without revealing to him what part of that payment

is'payment on the principal, what part is paymert:on interest, and:
- what part of the payment is for credit life insurance or other charges?-
~ Isn’t it also true that banks and other financial ‘institutions: often
~ require that the borrowér/not only purchase credit life insuranice, but.
. that such insurance be’ pumhased, rony the lender or “Erom a ‘specific

: _agent of the lenden?: i »

“And, isn’t it ‘still further true «that such lenders h%ve;ctles w1th re-
celve kickbacks from, and indeed make a’ substantml proﬁt out of.
their forced sale of credit life insurance?
The reply of Mr. Barber follows: iy

' ‘Perritt e to a:,h ver these quéstions by first stating thd \{7\9 el ob b
bank which requires that the' borrower burchase credit lifélitisurance. It is'
strictly voluntary i our bank: and«in fact ‘we:believe it must: legally be: kept:
on a.voluntary basis. The bank agency or!individuals in the bank normally -
act as, t;he dnsurance agent and fa : ;;,f@r as we; know credit_life insur-
S niot available exeelpt thr,ou sut? ah rrange’m@;f: between a’ lexider and
“‘an insuranee compar - X :

;A8 to the receipt of so-ealle&fv’kickbméks and 'the: earnmg ofia. suibstantial
proﬁt on this business, I can only state that, we beligve commissions.on: the sale:
of ‘insurance are completely normal, 1e; ti,mate aceepted’ and gble, >We
believe in''the profit system and ot apologize tor being sines :
 earn -a profit. Insuranece is, inio Di i, ‘al proper  sideline! for Ibanks and

- credit life is a.desirable sérvme@zat the*iyeiude;' ecanioffer:the borrower.:,

In answer to the first. part of your.question (at.the bottom of ; page 1211),
I will state, as I did in my prepar e_sﬁmony, that 1 believe ;banks do. a.-good,
job of ‘disclosing. ' Let''me ‘give you“an'example'of what we ‘would type on a
typical note of $2,000: 00 for 24 months to finance say a new autminoblle i

 Net hdvance (ot *nét Ahorrow
~Finaneé change (thi «8 figured

. and;we now: quote it as'$6 per huhdred): e
Credxt life (if he, ,chaose to have D)

57 iriode motell XLl o i
© Monthly ‘payment: for‘ 24 monthss Ll Ll

‘We do not relate the finance’ ‘chafg A simple drmua ra would be’
quired: by thel Truth-in-Lendihg “Bill:: It would be 11.5% or~ thereabduts. We
believe we give the'borrower all he wants to know, iie.; full:disclosuré, .. -, P

. As’ pl;ew,ously stated, the charge for (;gsg%lt lite should Jot, bg included as parttﬁ.

; f ‘the’ mterest ‘charge because interest i char, ie for the use of money and is
ot and never Has bobn‘a charge for insurance. The charge for' Gdredit life should’
be disclosed’ to ttheborrower and 'we-now do this. He should’ npt be required to

buy credit life and we know of no.banks that require this, .

Mrs. Surrivay. In this connection; and at this poitit. in the record I
should like to introduce an unsolicited letter received; by a member: of
the staff from:the First National Bank of Washington.! Tt s ob‘vmusly‘
a form letter. Tt is addressed to “Dear Customer” and is signed by an’
assistant vice pres1dent of the bank Let; me read portlons bf this thter.
to you, The letter begins: = ..

This is vacatiofi time. Whethqr’- you plan to take ‘a tnp or stay at'home arld"
make home improvements . . ."'or if you just need fundsto'pay off some nuisance’
bills . . .sor for, anw -sound reason We are ready to serve your needs. i’

The letter then sets forth a number 6f. typical loans that may be:
obtained. The information is set forth unider the following headings:
“Advance” which tells you the amount of money you will get; “Gross
Loan” which tells you the amount of money the bank says you will owe
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‘them; “Number of Equal Monthly Paymeits” which tells you over
what period of time the loan must be repaid; and “Monthly Pay-
‘ment Including Credit Insurance”. . . .. L e
. Let me state that again: “Monthly Payment Including Credit. In-
‘surance.” There you receive a single figure with no breakdown for
principal, interest, or insurance. This is certainly a reputable bank.
It is advertised as Washington’s oldest national bank and yet, this
single solicitation, it seems to me, demonstrates the need for truth-in-
lending-—and also the need for including credit life insurance in the
“definition of the finance charge. SR : i
(The letter referred to follows:)

THE FIRST NATIONAL BANK OF WASHINGTON, &>
RSN e ; pfss % Washington, D.C.
Dear CustoMER: This is vacation time. Whether you plan to take a trip or
stay at home and make home improvements . . . or if you just need funds to pay
~ off some nuisance bills , . . or for any sound reason . . . we are ready to serve
your needs. - o
Subject to approval of your application, we will provide you with the money
requested.- Processing ean be handled without delay. - #
All you need do is fill in the brief form and promissory note on the reverse
side of this letter and sign the note. When approved, we will forward the pro-
“ceeds by check or deposit the funds to your account, if you have a checking
account with us, ... ... o . . : -
Below are several typical repayment schedules available. We suggest you
review these to determine the most desirable for you.

Number of equal “Monthly payment

Advance Gross loan monthly payments including credit
i insurance
$537. 60 12 $44.80
-+ 645,12 12 '53.76
. 893,70 ; 18 "49,65
1,117.26 ; 18 62.07
1,744.08 24 72.67

If your requirements are for more than $1,500.00, please.call me at 737-1700,
extension 264. o e . : e -
We value the opportunity to.offer this service to you and we appreciate your
business.” = ‘ pA 3
Sincerely,

: C. A. BLEDSOE,
Assistant. Vice President.




832  CONSUMER CREDIT PROTECTION ACT
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EXACT PRESERT REF TOENCE ADORESS -

u}n WERE

i lvns.__uos;,'._.__.

FRVIE AID ADDRESS OF PRESERT EMPLOVER OR OVFY. DEPT,
TENGTH OF EMPLOYMENT ¢ PREVIOUS EMPLOYMENT TOMPANY " AGDRESS
e RS L Mo i AEE . : ot =l .
HTFES WAME i WIS AGE T RoNET PR STRE = WO, OF CHILOREN [AGES OF CHILOREN
¥ SCORenting=$ e per mo. Lo
C] Byying—$ e —pormp. | i i
v A TR e S R ORATTON T [UENGTH OF SERVICE | BUST PHONE
VOUR MORTHLY WEOME 7 TWIFES INCOME a7 v T RER MOHTRLT TREOHE [SUREE oF 5THER THEOVE TOTAL MONTHLY TWEGHE
£ . E SREELS X 2 s
“WEAREST. RELATIVE NOT LIVING WITH WE: 7 L RECATIONSHTP
wg____ : N -_ADDRESS : ¥
WIFE'S NEAREST RELATIVE: : : TEETY B ] RELATIONSHIP.
NRAME: [ ADDRESS :
LIST OUTSTANDING INSTALLMENT. OBLIGATIONS. IF NONE, LIST RECENTLY PAID ACCOUNTS
6 okE AN BT N7 SHEET.) :

"VEAR, MAKE, MODEL OF AUTO(S) NOW

[OATE OPENED. WONTHLY PAYMENT]BALANCE ONED

L35 Pk KR 4 W 5 3 i
" NAME 8 ADDRESS OF CREDITORS * PURPOSE OF ACCOUNT OATE OPENED  |MONTHLY PAYMENT| BALANCE OWED .

e T Y T g 3o rEgaer. e T T

"XACY PURPOSE OF THE

TERTIFICATION: ‘To obtain the ret

. " i ST SREE HY . 1 & ek
= Sigoe = :
y " X i * PROMISSORY ‘NOTE a; i
- KGVANCE : "GRO3E LOAN, " NUMBER OF EQUAL AMOUNT OF EACH R
B Ly orvnsenrs [y LA The first poyment iz due 45 days from ths date
proceeds are issued. Subsequent payments are due
R on the same day of each month thereafter,

FOR VALUE VED, the undersizned, herein called the maker or botrower, jointly and severally promise to pay to The First-National Bank of Washington,

‘the amoyht. ofi loan stated above with precalculated charges 3dded thereto at the rate of 6% Discount per annum, Repayment of said loan shall be made in’ accord-
‘ance with: the-schedule set forth aboye. Interest after maturity shall be'computed at the fegal rate, .7, ¥ '
Borrdwer may. prepay this notg in fullorin part at any timie, In the event of-prépayment in full, or, 'in the ‘event of accelération of payment for.any teason, a
culated charges.shall be ma accordance with the Rule of-78. x s
payment due hereunder, or ar art thereof, shall at the.option of the holder, and without notice or demand for perfarmance,
render the entire unpaid amount due and payabie'at once. o S 1T o
,'In the-even: of delinquency, the lender may collect and:the borrower agtees to'pay’ delinquency charges at the ‘rate of $% per month, but not to excéed $5.00,
‘on-any amount in arrears. Also, in the event suit is brought for the collcction of this note, the borrower agrees to pay. a reasonable attorney’s fee in such amounts
a5 may befixed by the Cojt. o . % S i vt T iRy ” ciceny vy :
" Maker ‘and’ endorser hereof, jaintly and sevmng, waive presentinent for' payment; protest, notice of non-payment and ‘protest, and consent to the extension
©f vime of payment before, at, or aftef maturity, . . » i % > v3 : &
All makers, indorsers and intly and . have given holder a lien ypon all money and other property of every sort of gach of them now or
heieafter in tustody or pessession of holder; for whatever purpose defivered and rn‘fz i ahy)

s hatéver!éapacity held, ‘ahid upon ahy bglances of any o thémiwithiholder, for,
the payment of this and all other obligations of every sort of each maker; waive, demand, presentment, protest, all notices of every sort and the benefit of all
homestead and other exemptions and.valuation and appraisement laws; and waive any impédiment o suit in.the District of Columbia:on this negotiable rote 1f a0t
paid when due by irrevocably appointing. Fiscal General Corpotation, Washington, D.C. as their agent to receive ssrvice of any ptocess within s3id District and:
transmit notice forthwith by certifiedmail to the last known address of the part(y) (ies) sued. . <

Tt.is ihp intention of. the borrowet and the lender, and they heréby ageee, ‘that'the consteuction, validity, and-ef(ect of this note-shall be govermned by the lavs'
of the District of Colymbia. i

SIGNATURE OF MAKER (! (03] . (Your

(Spouse’s Signatuic)

Date . 2 (2) :
i (it married, both husband and wife must sign.)

Mrs. Surivay. That will be a lot to answer. ,

Mr. BARBER. I will be delighted to answer it. I can scarcely contain
myself until I get home to write the answers. I would love to answer
them now. ;' v

(Mr. Barber submitted the following comment on the unsolicited
letter from First National Bank of Washington :)

The letter you cite on pages 1212 and 1213 from the First National Bank of

- Washington appears to me to be an ethical and legitimate solicitation for con-
sumer credit loans. From it the borrower easily determines the number of dollars
.“he is paying for the credit. There would be no objection on our part to breaking
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- down the amount that was going to interest and the amount going to pay for
<credit life and I would be reasonably sure that the bank in question would feel
. the same way. You object to their inclusion of credit life premiums and interest
as a single figuré and yet in your bill you would require that disclosure of interest
and credit life be included as a single rate. This is all'we object to; We think they .
should be disclosed but should be separate and we think further that credit life
premiums should not be related to a pedcentage figure dnymore than any other
insuranece premium 'should be relatéd to a percentage figure. F e S
. Mrs. Suruivan. Mr, Greathouse, you can answer this question also
for the record when you go over your transeript: - IR
How do we get across to the public the full story of predatory con-
sumer credit practices so that we can-deal with-them? The District of
‘Columbia Commissioners announced yesterday that they now want to
do something about the problem here in Washington but I think we
need national laws with teeth, such as H.R. 11601, ‘
Can you help us get some real support for it? G
. If we were to pass the Senate bill, Mr, Greathouse, with no annual
percentage rate required on revolving charge, no percentage rate dis-
«closure requirement on most transactions under $100, no disclosure of
any kind required on first mortgages, no disclosiire required on any-
thing until July 1969, and then no required disclosure on an 'annual
percentage rate on anything whatsoever until 5 ‘years from now, what
would that bill actually do for the consumer? i

I wish you would answer those for the record, Mr. Greathouse. I
want to say again that Mr. Annunzio was most disappointed not to be
here to hear you this morning. He was most faithful, as Mr. Stephens
has also been, in attending nearly all of these hearings. Mr. Annunzio
has been one of the best advocates on the subcommitteée of the garnish-
ment provision of H.R. 11601 and he will be delighted with your sup-
port on this, and the support also of the industrial union department of
the AFL~CIO. He was very unhappy; as were some of the others of us,
when Mr. Beimiller testified about t%e lack of an AFL~CIO position
on this.. ; ot . S
.. There has been mention made here of the packaging bill. As weak as
1t is, it, nevertheless allows the Food and Drug Administration and the
‘Federal Trade Commission to specify the sizes of type for information
required on labels. I think that 1s.one of the most important things the
packaging law does.. ; % o

(Mr. Greathouse submitted the following comments in reply to Mrs.
Sullivan’s questions;) . !

I believe that the loopholes now existing in the Senate passed version of truth-
in-lending would 1o doubt cost the American donsumer hundreds of millions of
dollars ‘yearly. Total interest on consumer credit- amounts to some $18 billion
- yearly, and a substantial portion of that ¢redit relates to areas such as first
mortgages, purchases under $100 and revolving credit accounts that are excluded
from coverage in'the Senate passed bill. Disclosure provisions should have the
effect ‘of compelling ‘ereditors who charge high interest rates to ‘reduce their
charges, and the availability of adequate information should lead thie typical
consumer to utilize credit sources with'lower interest charges. These hundreds
of millions of dollars will largely come out of the pockets of the disadvantaged,
the least educated, those with incomes well below the poverty line; where the
presence or absence of a few dollars can have a significant impact on their lives.

As I indicated in my prepared statement, the UAW and the TUD would whole-
heartedly support legislation to eliminate small print in credit contracts by re-
quiring that'no type smaller than 8 point type be used in such contracts.

Mrs. SurrLivan. Do you gentlemen think—1I would like to have both
of you answer this for the record—do you gentlemen think that the
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uestion regarding type size jwe have n ) .specify-

large enough: to-be clearly legible to.a. on ‘with normal

Mrs. Suriivan. Before we close, I want to take care of a few details
fortherecord. . = ... o i e W)

- I received a letter from the attorney gemeral of the State of New
York, Mr. Louis J. Lefkowitz, who has been very active in behalf of
~ consumer causes, He urges the passage of those provisions of H.R.
11601 dealing with disclosure of credit, costs in preference to the pro-
_ visions of the bill passed by the Senate. . o U :

. Congressman Halpern,.a cosponsor of H.R. 11601, has asked me to
place Mr, Lefkowitz’ letter in the record at this point. He was unable

to be here this morning or he would have read it into the record, for it
~ isan excellent letter from a public official with wide experience in the
subject matter of this legislation. hn i R
(The letter referred to follows:)

) % : New Yorg, N.Y., dugust 10,.1967.
Hon. LEoNOR K. SULLIVAN, i : il N :
‘House of Representatives, g
Washington, D.C:: . JLE St R ECE e
* 'DEAR MRS. SULLIVAN: The “truth in lending” bill, passed by the Wnited States
Senate, or the bill proposed by. you, both.of which are now before your committee,
is a most urgently needed step:toward protecting consumers and borrowers. Your
~ bill offers, in' my opinion, more, protection to thle_‘g)iﬁbhc inasmuch as it calls for
full disclosure of the st of revolving credit’and Tull diselosure on other interest
rates, such as those on first mortgages. I urge: your committee; if it.reports out
the Senate bill, to include therein a provision requiring full disclosure of the
annual interest rates with respect to revolying charge accounts. = SR
The purpose of these bills—to make sure’that the borrower ‘or installment
buyer or anyone using credit will know exactly how much he ig paying in Jdnterest,
‘add-ons or other carrying charges—is-essential ito ‘the:achievement: of iade-
quate consumer protection. . . -1 e boaol iy [0 sdng cp s
_ Consumer credit is essential to the nation’ my and use of credit is re-
sponsible for much of the standard of living Americans enjoy. It is only fair,
therefore, that'the installment Purchaser or borrower ghould be told by the!lead-
ing institution his icredit charges. This information should permiti consumers, to
make. more intelligent decisions about, what they buy and borrow and of; what .
terms. Fer i o :
Tt has been the experience of the Bureau of Consumer Frauds and Protection
.of . my office that there is a glaring laick of knowledge on: the part of most ‘con-
sumers of the actual cost of credit to them. Few families know how much interest
they: are paying and, tragically, -the bimge of borrowing has emboldened.loan
sharks and:slippery salesmen to take advantage iof an oftten-too-trusting public.
The.proposed legislation 'will be:of primary benefit: to;the ;poor;who are the
ones-credit sharks;find: easiest to gouge. It weon't eliminate: nnscrupulous sales-
man, butiis;will mémlp their stylesand:helptosgenerate a.new orediticonsciousness
:amongsﬂxqppem;j R i e Vet
" In ‘hundreds of cases brought to the attention of my.office, consumers who,
being unaware of the full interest and eredit ‘charges; wndertook” payments far
beyond their financial means. This resulted often in defaults by:consumers after
some payments had been made followed by the: repossession of the merchandise
and also the payment of deficiency. judgments. P s e R
. T have previously supported similar bills introduced in the Congress«in recent
years and 1 strongly urge support of the pregent measures with the revolving

?
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charge accounts provision included. The passage of the bill introduced by you or

the Senate bill with such included proviston, will be in the public interest.

- Bestwishes. '~ it : S el e o
Sincerely, LR

7 o
eneral.

Pt

 Louts J. Lurgow!
- Attorney

- Mrs: Svrurvax. We have received numerous ‘communicat; (
organizations and business firms interested in this legislation, or which
would be affected by it, and, to the fullest extent possible, and where
appropriate, we will make sure that such material goes into the record.
‘Some of ‘these statements came from associations which we invited
to testify but which instead decided only to file statements. We would
have preferred 'to hear their witnesses, s that we could raise questions
based on their testimony or on facts in our possession, but at least we
will have their statement in the record. . s e it
~Some of the members, I am sure, haye or will have communications
or other material they will want placed in the record and, of course,
“to the extent it is feasible and practical, we will be glad to cooperate
‘on that. Let us set next Friday, August 25, for receipt of material for =
therecord: . - E . e L
This concludes our scheduled hearings on H.R. 11601 and related
~ bills dealing with consumer credit. We have been ‘in almost continuous
session for 2 weeks—about 15 sessions. We have amassed well over
1,000 pages of spoken testimony, and additional material in the form
of written statements also was submitted for the record. So we will

~ have a very substantial record to digest before going into executive e

session to mark up thebill... iy e
~ I think an objective summsgr%? of all of the testimony we have re-
 esived would show that the bill passed by the Senate by the remark-

able vote of 92 to 0 on July 11 has so many exemptions in it that it i

would leave out a very substantial portion of consumer eredit trans-
 actions, and 'would not require an annual percentage rate disclosure on
any transactionsfor aperiod of 5 years. Lmi e

1 think it can safely be said that the Senate bill is the very least we
should be able to get out of the subcommittee because every member of
the subcommittee has' introduced legislation which contains at least
the provisions of the Senate bill. Most of us go some distance—and

~ half of us a great distance—beyond the Senate bill. I sincerely hope
_ that what we end up with is not “the least.”. I think that would be

very little indeed, compared to what is needed. :

These hearings are recessed subject to call
further hearings are desired or required to help: us complete action -

1 of the Chair, in case -

on the legislation. Again, I want to thank everyone who has helped e

‘uys on this important assignment. ...~~~ §
 Mr. SteerENs. Madam. Chairman, I want to say this before you
: CIOse‘ : 7 SR e "':,fi“ s N ) e i 8 Sl e
1 want to,congratulate you first, as our chairman, in bringing up.
a terrific panel of witnesses in the 2 weeks in these hearings. I don’t
think there has been the possibility of anyone who really wanted to
 come who has been prevented from making a presentation.

T have said many times the job of a Congressman is'a job that -givesﬁ o

~ us the greatest opportunity for the greatest education that a person
could possibly have, It is also a frustrating job because knowing that -
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you have the opportunity to be o well educated you do not have both
the mental and physical ability to absorb the education at the time
you need it most. But you gentlemen have been an example of those

~ trying to educate us and I am, of course, willing to learn.

I am sorry that I was late this morning, Madam Chairman, so that I
could say a special word to the members of the Independent Bankers
Association because I have been friends of these gentlemen and as-
sociated with them, I think I have 42 banks in my district and only
three of them are independent banks. I want to say this further, that:
you have a local|representative, Mr. Schooley, here and he hsas been
attending these hearings very faithfully. TR ey

Without deprtfdating Mr. Hanson'or Mr. Bell, I would say Mr.
Schooley has been a most helpful 'Eersbh in portraying to: the members
- of the committee the positions of the Independent Banlters Association

on legislation and that he is the kind of person you need to help. He
doesn’t try to tell you what you have got to believe. He just tells you
his position. I appreciate that kind of help. ; :
- Mrs. Suruvan. Thankyou. =~ :
Mr. GreaTHOUSE. Before you close could T make a request.?

Mrs. SurLivan, Yes. e L Mg
Mr. GreaTroUSE. As I stated in the beginning' this morning, that
while our testimony had been prepared just for the UAW, and Mr.
Clayman was scheduled to appear for the IUD, the Industrial Union
~ Department, that after preparation of our testimon

~sent them. T would like, therefore, to request that where UAW appears
in the body of the statement that I presented, that this-be followed by
the IUD, so it willbea joint statemient, ©~ ~ ~ ..o oo
‘Mrs. Surirvan, That will be done without objéection. You have
~been very helpful, Mr. Greathouse. =~ 5 s
~ Ijoin Mr. Stephens in what he said about the independent. banks
as well as about the TBA’s Waslﬁ"xéfgtonwmpresentatiVé,v"-Mf."S’c‘hool‘e}r.' '
T have known him over a period of some 15 years. The independent
banks have always béen among my favorites. I have worked hard for
legislation to enable them to compete, and I intend to continue to
work in that direction because we need good independent banks.
. “Ethank you all for coming—for giving us your time and sharing
your knowledge with 'us. -~ = ° TR G
- Before we adjourn, there is some congressional’ testimony to be in-
cluded. A number of the Members have requestéd an opportunity to
. testify, but becauge of our very heavy schedule over the past 2 weeks,
1 persuaded the Members to prepare written statements which could
~ be incorporated in the record, and these are excellent statements, .
- First, we *"ov‘:ilI/;'xﬁz”e*ep\{;j at this'point the statement of the Honorable

" Warren G. Magnuson, chairman of the Senate Commerce Committee,

and also chairman of a new subcommittee which heé established this
year on cofisutner legislation coming before the Senate Commerce
Committee. Senator Magnuson has been one of the most effective lead-
ers of the Senate on consumeér issues and was responsible for initiating

- the section of H.R. 11601 which deals with credit advertising. We
wrote that section of the bill largely on the basis of Senator Mag-
nuson’s draft of legislation on this subject, and we are delighted to

~ have his comments on our bill. SR R e .
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STATEMENT BY HON. WARREN G. MAGNUSON, SENATOR FROM
THE STATE OF WASHINGTON, CHAIRMAN, SENATE COMMITTEE.
ON COMRMERer L T Rl TR R

_Senator Maenuson. Madam Chairman and mémbers of the commit--
tee, I appreciate this opportunity to go on record before this distin-
guished committee in support of truth-in-lending legislation and, in
particular, the credit advertising provisions of H.R. 11601. The dis-
closure provisions of your bill are identical to those in S. 2268, the
Fair Credit Advertising Act, a bill which I had the honor to. intro-
duce and which is cosponsored by Senators Bartlett, Brewster, Clark,
Dodd, Hart, Inouye, Kennedy of Massachusetts, McGee, Mondale,
Proxmire, Scott, Tydings, and Young of Ohio. ‘

The fair credit advertising provisions are designed to insure the
meaningful disclosure of the cost of credit in any advertising which
promotes a retail installment sale, an installment loan, or an open-
end credit plan. With this legislation, we move another step forward
toward our goal of securing the consumer’s basic right “* * * to be
given the facts he need to make an informed choice” when contem-
plating a loan or purchase—in this case a purchase under an install-
ment sale contract. s

The obligations imposed by this measure are simple. Tt requires
that where a person advertises to make an installment loan or an in-
stallment sale to a would-be buyer, he must disclose the cash sale price;
the number, amount, and period of each installment payment; the
amount of the downpayment required, if any; the time sale price;
and the finance charge, expressed as an annual percentage rate, Where
the advertisement involves an open-end credit plan, there must be a
meaningful disclosure of the details of that plan.

The scope of the legislation is narrow. It does not apply to credit
sellers who do not advertise specific credit terms. It does not attempt
to regulate the cost of credit. It merely requires that where specific
credit terms are advertised, the advertiser must disclose enough infor-
mation to enable a consumer to decide intelligently whether to buy for
cash or credit, and, if he decides to buy on time, where to obtain the
most favorable credit terms. In so doing, it extends to all consumers
the basic protection which the Department of Defense has already
afforded servicemen through the standards it -has promulgated for all
persons who advertise credit terms in unofficial military publications.

The need for this legislation is great. Since 1945, the outstanding
amount of consumer debt, excluding long-term-mortgage debt, has
multiplied nearly 17 times. Today, it totals about $94 billion—well over
one-fourth the size of the national debt. A 1959 “Survey of Consumer
Finance” published in the Federal Reserve Bulletin revealed that 60
percent of all “spending units” in the United States today have some
amount of personal debt—which excludes mortgage debt—and nearly
50 percent of these units have installment debt. Personal debts for
30 percent of these families exceeded $500, and for those families af-
fected by unemployment, the percentage with some amount of personal
debt _climbed even higher to 70 percent. As a suggestion of the large
number of credit buyers who have greatly overextended themselves,
we should note that families and individuals incurred 170,000 or 90
percent of all bankruptcies last year.
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e inrthe lives of so many
: Ners,. ssents 7 have seme knowledge of the various
credit terms available em. Yet, studies indicate that no area of
retail selling is as confusing to the American consumer, regardless

_ of education or income level, as the cost of credit. A survey of the 10
most popular department and appliance stores in Baltimore conducted

- by Prof. Samuel Myers of Morgan State College and reported by
‘David Caplovitz in his book, “The Poor Pay More,” revealed, for
example, that the cash price of each item “* * * was pract
‘same in the various stores, but that there were wide variations in the
credit terms lea,ding to sizable differences in the final cost:to the con-
sumer.” In short, those retailers who sell on credit are no longer com-
petingbOn the basis of price, in the tradition of a truly competitive econ-.
omy, but are taking advantage of the consumer’s lack of knowledge
and information, to compete on the basis of their ability to conceal
what may be unconscionable: time sale prices in apparent bargain
credit terms. Weé should no longer permit such unethical business prac-

_ tices to prevail in the marketplace. Last month the Senate took the
first step toward prémoting true credit competition among retailers
by passing the Truth in Lending Act. i i

Tt isthe purpose of this legislation to strike at another aspect of this
problem—the advertising of credit terms. In imposing minimum dis-
closure requirements in advertising, which today has become an inte-
gral part of most retail selling, the consumer, now hopelessly lost in the.
jungle of confusing credit terms, may be given enough guidance to
enable him to seek out the most advantageous credit offer available to
him. No longer will he be lured by the uninformative ad: “new TV—
easy credit terms—just $2.50 per week,” or the ad which positively
misleads him in stating : “new TV—$130 cash or just $2.50 per week”
without reve’alil’l’E that the payments will continue for 70 weeks. In-

stead, the consumer will be furnished with pertinent information en-
abling him to make an intelligent chioice among differing products and
terms with revised ads such as w TV-—$142 cash or $156 on time
with easy paymient of $3 per week for 1 year—I18.77 percent annual
percentage rate,” or “new TV— $142 cash or $150 on time—just $20
dovv'r:"amd $2.50 per week for one year—11.84 percent annual percentage
rate.” . S % e ‘
“Sines the protection afforded by this legislation will complement
~ that provided by truth in lending, I have followed very closely the
hearings and debate on S. 5 in order to insure that the terminology and
the disclosure requirements of these bills will be consistent. I was par-
“ticularly pleased to see that the experiences of Massachusetts and
' Washington, under their recently enacted truth-in-lending legislation,
had' demonstrated that required disclosure 'of an “annual percentage
rate” did not render their legislation unworkable. In fact, disclosure .
of this figure had apparently provided the most useful single standard
for comparing various credit offers. ‘ Sl .
It is remarkable to me that the present credit system with its various
methods for expressing—or doncealing—interest rates has existed for
solong. In a Sur%msingly analogous situation, this country discovered
very early in its history, when government, under the Articles of Con-
federation, that business could not easily be carried on when each State

i
i

ractically the
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established and issued its own currency—currency whose value was not
uniform from State to State. The drafters of the Constitution met this
‘problem by specifically providing that Congress would have the sole
power “to coln money [and] regulate the value thereof,” and one of
the first actions undertaken by the newly established Congress was to
create a decimal currency based on a dollar standard. In short, they
assured that there would{)e a single national currency with a uniform
value. A person traveling from State to State need not laboriously con-
vert his money at each border as he would when traveling between
foreign' countries, and the prices or all commodities would be quoted
in terms of a single medium of exchange—the dollar.

There are definite parallels between the development of our cur-
rency system, and the emergence of our system of credit. Just as a
person shopping in Washington, D.C., or Seattle would be confused

'if one store offered its merchandise for pounds sterling, another for
U.S. dollars, and a third for Greek drachmas, especially when there
was little indication that different currencies were involved, so the
credit shopper today must be baffled when interest charges are quoted
to him on a monthly, semimonthly, or annual basis, particularly when
these rates are complicated by discount or add-on provisions. He has no
meaningful yardstick with which to compare the various credit terms
actually available to him. Yet never before have so many shoppers
needed such a uniform standard. Sy N

With all credit offers quoted in a single terminology—the annual
percentage rate—the consumer can begin to compare easily and readily
various credit terms available to him. Passage of “truth in lending”
is the first step toward this goal. Full disclosure of credit terms In
credit advertising is the next step. It will help a consumer to avoid
many of the misleading half-truths in current credit advertising,
and it will enable him to begin his credit shopping when he picks up
his newspaper rather than when he arrives at a store and prepares to
‘sign a contract.

Tn summary, the minimum disclosure required in all advertising by

_this bill will upgrade the quality of competition in the marketplace
and help protect the consumer from unethical business practices.
Tt will permit him to compare meaningfully both the cash and time
prices offered him and to weigh the varying credit terms available to
him. Tt will furnish him with the information with which he can make
intelligent purchasing decisions. We cannot default on our obligation
to afford this important protection to the Amercan consumer. If we do,
he’s the one who will pay our delinquency charges. '

Madam Chairman, we are extremely pleased that you decided to
incorporate the disclosure provisions of our draft proposal in your
omnibus truth-in-lending bill, F.R. 11601. It was encouraging to note
‘that on the opening day of the hearings before your subcommittee,
‘the President’s Special Assistant for C%onsumer Affairs, Miss Betty
Furness, enthusiastically ~endorsed: the advertising provisions of
HL.R. 11601. Also, the “father” of the truth-in-lending bill, former
Senator Douglas, in testifying before this committee, not only wel-
comed the credit advertising additions to the truth-in-lending package,
“but praised your wisdom and courage in iricluding these provisions in
the bill. The only change which I would suggest here, would be to

.

recommend that the authority to enforce these advertising provisions
83-840—67—pt, 2——17 '
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- be vested in the Federal Trade Commission which currently has the
‘responsibility for policing false and misleading advertising. This
would appear to me to be a more practicable solution than to provide
for enforcement by private persons or by the Federal Reserve Board
which currently has no machinery set up to undertake such activites.

We shall follow the progress of the truth-in-lending hearings in the
House with great interest. I hope that the House will adopt the credit
advertising provisions and that the Senate conferees can accept such
provisions in conference. Should this effort fail, however, we shall
certainly schedule hearings in the Commerce Committee and press
for enactment. :

Mrs. SurLLivan. Next, we will have the statement of Congressman
Matsunaga, of Hawaii, a member of the Committee on Rules and an
outstanding Representative. Congressman Matsunaga is secretary of
the House Demoecratic Steering Committee. He is one of our leaders
in the House of Representatives, and a cosponsor of the Consumer
Credit Protection ‘Act. e

STATEMENT OF HON. SPARK MATSUNAGA, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF HAWAII

Mr. Marsunaca. Madam Chairman and ‘members of the subcommit-
tee, I thank you for this opportunity to testify in support of H.R.
11806, a bill which would provide comprehensive consumer credit
protection, of which T am a cosponsor.
~HLR. 11806 is identical with H.R. 11601, which was introduced by
‘the distinguished chairman and several members of this subcommittee.

It is a matter of common knowledge that billions of dollars of credit
are extended to consumers every year. Some of this credit takes the
form of contracts which run from payday to payday, and some of it
extends over several decades of repayment with interest. Credit, how-
ever, has come to mean something more than a means for retailers to
sell their merchandise. For thousands of financial institutions as well
as retailers, credit itself is something to be sold at a profit which
sometimes exceeds that realized from the sale of the merchandise
involved. :

The practices which are followed in the extension of consumer cred-
it are designed to emphasize any features of the credit contract which
will make the contract appear inexpensive and easy to pay off. Some
‘States by statute regulate credit contracts with respect to the infor-
mation which must be disclosed, and with respect to the maximum
rates which may be charged. But, shocking as it may seem, many States
at present do not require the creditor to tell the debtor what the total
amount of his debt is, nor the number of payments he must make, nor
the rate of interest he is being charged. And only in exceptional in-
stances do the States which have disclosure statutes require disclosure
of all the information which is necessary to a rational use of credit by
the customer. Moreover, many States permit rates of charge for con-
sumer credit which are unconscionable. The truly exorbitant rates
which may be charged are at the very foundation of opposition to
truth in lending—no questionable retailer and no questionable lending
institution would want to tell a customer that it is charging him 18
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percent, 30 percent, 42 percent, or even 75 percent per year for easy
credit. Even if such rates are charged, the creditor would prefer to
phrase the contract in such terms that the rate is not clear y stated
to the consumer. Many States, either by statute or by the absence of
any statute, permit the rate of the finance charge to be hidden by omis-
sion or by statement in terms of a monthly rate or a rate on the original
balance of the debt. Such practices are misleading. Banks will clearly
state the annual rate of interest that they will pay on a depositor’s
money. Businessmen who borrow from banks know exactly the annual
rate of interest that they are paying on their loans. In their dealings
with the consumer, however, both banks and businessmen often aban-
don the practice of stating the annual interest rate clearly and simply.
Any statement of the cost of credit which does not include this annual
rate is incomplete and deceptive. ;

On the other hand, the laws of some States do require disclosure of
the annual rate of charge for the use of credit, and on particular kinds
of credit as, for example, small loans, revolving credit, automobile
credit, and installment credit on other goods. ‘

H.R. 11806 would require such disclosures on all consumer credit
transactions. The requirement is as simple as requiring meat markets
to state the price per pound on veal roast, and to state the whole price
of the roast. The bill would require all creditors to give the consumer
the information which the laws of a few States now require to be
given on a few types of credit transactions, By the enactment of this
bill, the Federal Government would be able to raise the level of com-
petition in the consumer credit field by finding the best existing prac-
tices and making them general rather than isolated practices.

I believe that the House bills relating to consumer credit are superior
to the measure which the Senate has passed, especially with respect
to finance charge disclosure. Proposed House legislation would allow
no exemptions, whereas the Senate-passed bill allows exemptions for
revolving credit, which is the fastest growing type of credit at retail
stores and among banks; for payday loans, which often border on the
extortionate even under State laws, and for any other credit which can
be broken down into a series of credits, each of which imposes a charge
of less than $10; and for first mortgages, which are both the largest
single debt ever incurred by most families and a means of obtaining
credit for many purposes other than home purchase.

The disclosure provisions of the House bills give the consumer the
information which he needs for rational choice between paying cash
or' buying on credit, and for choice among competing offers of credit.
It provides a foundation for individual choice as the controlling ele-
ment in the use of the Nation’s credit and money resources.

But it goes further than arming the consumer with information. It
gives the consumer the protection of limitations on the rate which he
may be charged by a creditor. ;

The rate which it sets as an upper limit—18 percent per annum—has
been found a profitable rate by retailers on the small transactions for
which revolving credit has been used. For larger purchasers on credit
where a regular installment plan is used, States often set maximum
rates which are substantially below 18 percent. Bank loans to finance
purchases usually are below this limit, and their personal loans often
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run 2 to 7.percentage points below the limit, which H.R. 11806 would
establish. Credit unions charge rates which are only one-half to two-
thirds as high as the maximum allowed by this bill The maximum
rate is a rate under which an adequate volume of credit can be sup-
plied to consumers. It offers protection against higher rates to the
poor and to the jyouthful credit ‘buyer W}%o has not yet learned to
shop forcredit. | = - T V
The bill protects the consumer further by withdrawing the most
‘deadly of collection devices—the garnishment of wages. The creditor
who now pushes credit sales of shoddy furniture, frozen foods, and
~ other goods with complete disregard of the carrying capacity of the
debtor becanse he can garnish the consumer’s wages to assure repay-
ment, would have to exercise restraint in order not to oversell credit
to his customers, as he would no longer be able to get his payments
from the consumer’s employer. o A

Perhaps the most interesting innovation in the proposed consumer
credit legislation is its direction to the Federal Reserve Board to set
up guides to reasonable use of credit for the commodity futures mar-
kets as well as for the stock markets. The use of credit for speculation
in commodity futures now is completely uncontrolled. Credit for
speculation in futures is fraught with risk to the user, who can sus-
tain considerable losses, and it is also disadvantageous to consumers

as buyers of goods because it encourages the raising of prices on the
_commodities they buy. A P

Madam Chairman and members of the subcommittee, FLR. 11806
‘offers consumers a substantial range of protection against misuse of
their money and of the Nation’s credit and related economic resources.
It is by no means a complete consumer credit code, But the protection
which it would provide 1s basic to a sound economic system ; all of the
features have well tested and approved precedents, and all are con-
_sistent with each other. . o

For the reasons I have stated, I urge the early favorable considera-
tion of H.R. 11806, or similar legislation, to provide comprehensive
consumer protection to the American buying public.

Thank you very much. ( ,

Mrs. StrLivan. The next statement will be that of Congressman
TRosenthal of New York, a sponsor of the Consumer Credit Protection
“Act and one of the leading spokesmen for consumer causes in the Con-
gress. Congressman Rosenthal has conducted some very effective hear-
ings on consumer issues for the Committee on Government, Operations
in connection with his bill to establish a Cabinet Department of Con-
sumer Affairs. = : e

STATEMENT OF HON, BENJAMIN §. ROSENTHAL, A REPRESENTA-
TIVE IN CONGRESS FROM THE EIGHTH CONGRESSIONAL DIS-
TRICT OF THE STATE OF NEW YORK ey

. Mr. Rosenraar. Madame Chairman, I am happy to testify in favor
of the truth-in-lending princples of your bill, FL.R. 11601, and to com-
mend your initiative in broadening the concept of .consumer credit
protection to cover garnishment of wages, limit of interest rates and
_advertising of credit terms. These, and other additions, make your bill
a much stronger defense for the consumer than the Senate bill.
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~Because I sponsored legislation identical with FLR. 11601, I would
llke to comment, on some of ‘the principles involved.

I favor, in principle, limiting wage garnishment but I fear that such
a’goal might be better achieved by a complete revision of the idea of
garnishment instead of by its outright abolition.

‘Garnishment can be made to serve the debtor instead of constltutlng
a modern debtor’s prison, as it presently does.

If we can limit garnishment, for example, to those transactions
where repossession 1s impossible or excluded and can further limit it
to a'small percentage of the employee’s wages, garnishment becomes
a means of protecting him against even greater evils like bankruptcy’
and garnishment of his other assets.

- To make such a revision in our present system of garmshment
- would reqiure—

(1) A strict limitation of garnishment of wages to the excess

~ over a realistic and current living wage;

(2) Protection against firing workers under wage garnish-
ment or from revealing information about such garnishment to
subsequent employers;

. (3) A uniform garnishment law to protect wages from garnish-
ment in another State where the employer does business and where
garnishment laws are more lax.

‘There are many ways to exempt, from garmshment a wage needed
to support a worker and his family. Present State laws provide, for
example, a variety of exemptions. Many of these are outdated. Others
are inadequate in protecting too smalfa percentage of wages above
a meager dollar exemption.

T don’t know the proper formula but I believe that one can be devel-
oped. Some of the excellent testimony your committee has heard can
be the basis for such a study. The administration’s current investiga-
tion of garnishment may be another source.

But whether the national minimum wage or the amounts covered by
social security deductions or some other basis'is used for exempted
wages, I hope we do not forget that the basic problem in garnishment
law revision is protection of the worker’s liveélihood.

No matter how we protect wages from garnishment, loss of a job
or “blacklisting” for past garnishments can compound the debtors
problems beyond the Ppossibility of solution.

Garnishments are an extra burden for employers also. T suggest
consideration of a multiple-garnishment provision limiting this bur-
den by allowing only one garnishment, perhaps payable toa credltors
pool

Wage assignments can be an evil as great, as garnishment. T belleve
they should %e covered by similar exemptions and restrictions.

By correcting present practices, we can make garnishment a tool
which can help people in debt, instead of making the court system
an ally of unscrupulous creditors as it now is,

- There are other very important aspects of H.R. 11601 which I would
like to. discuss.

In general, we should be Wary of expectmcr too much of the “truth-
in lending”. provisions while insisting that the most comprehenswe
version be maintained.
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T believe that it is possible to overstate the effects of full disclosure.
For the consumer-debtor who needs help most, full disclosure may be
insignificant. I speak of the poor consumer to whom debt is the way of
life and for whom percentages, dollar amounts of interest and other
facts are obscure and incomprehensible elements of an alien system.

~ The poor consumer, like many of his more affluent neighbors, often
asks only : “How much a month will that be?” We can anticipate long-
term educational -effects of full disclosure but we should continue

‘efforts toward wider concepts of consumer education which, amon,
other revelations, will show consumers that there are times to avoi
credit entirely.

To make H.R. 11601 the best possible disclosure law, however, it
is necessary to include revolving credit which unfortunately was
largely exempted from S. 5. _

‘We have been showered with confusing, misleading, and misguided
nonsense on this question. Some defenders of the exemption, who
should know better, have indulged in rhetoric of a kind which should
rattle the walls of even these well-constructed rooms. Simple arithme-
tic is denied and debased. : ‘

- Schoolchildren who are ‘taught to compute simple and compound
interest would be amazed at the “new math” this committee has endured
recently. ; 8
I would ask one simple question of these revolving creditors. If
interest on revolving charge accounts is so difficult to compute and to
- express, why do banks state simply that they pay, for example, 414

percent interest on savings accounts which are revolving credit accounts
in reverse? ; ol .

,,ﬁavinﬁs accounts, like revolving credit, also have fluctuating: bal-
ances; there are wide varieties among banks on how savings interest
is computed. Some give interest from the first of the month, others
from the 15th or 20th, some give a “free ride” by granting interest for
the whole month if deposits are received by a certain date.

Yet despite these variations, which correspond to revolving credit
systems, no bank I have ever heard of fails to state flatly that it pays
a certain rate of interest on savings.

- Nor does any savings depositor fail to understand that a 414-percent
rate annually means less than 414 percent when the savings are left for
only a few months. I would ask creditors to give borrowers the same

“credit for understanding that they already display as savers.

The inclusion of first mortgages in your bill, Madam Chairman, is
“also valuable. Although mortgage bankers insist they are better lenders
than the rest since they describe mortgages in interest rates on the
unpaid balance, home buyers should know what credit costs for the
largest investment most-of us ever make. ;

+ They should know, for example, that it cost $8,800 more in interest
- to borrow $20,000 for 30 years instead of for 20 years.

They should be advised that it costs $2,300 more to borrow-the same
amount for 30 years at 6 percent than it does at 514 percent.

They should also be aware that when they borrow for 25 or 30 years
at 6 percent interest they will pay about $20,000 in interest on a $20,000
mortgage. : ‘ L .

The home buyers need these facts, some of which he will get from
your first mortgage provision.
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I hope that the committee will continue to insist on the inclusion of
small loans and credits, including those where finance charges are less
than $10. Here we are dealing again in an area of the poor, and often
ignorant, borrower who is limited in his opportunities to get credit.

Are we helping the poor by stating that they need no protection when
they pay “only” $10 for credit ? How many $10 charges must a man pay
before he deserves such protection? I submit that this small borrower
needs more, not less, protection.

Another reason for including these small transactions is to help the
congimer make comparisons-between the varieties of credit available.
1f the overall goal of this bill is comparative shopping for credit, the
borrower needs information on all kinds of loans. ‘ ,

For example, the small credit seekers might decide that it is better
to borrow $100 at a true interest rate of 11 percent than to borrow $50 .
twice when the rate is 20 percent. Yet the latter transaction, if they
cost only $9.90 each, would not be covered by the exclusion in S. 5.

I will not comment in detail on the other provisions of your bill,
Madam Chairman. I believe you have produced a most progressive
piece of legislation which will be remembered for its willingness to
consider some of the hardest areas.of consumer protection.

I believethe American consumer, and his advoeates, in whose group
I am proud to be counted, can take great satisfaction in your leadership.

~ Mrs. SurLivan. Next, we will have the statement of Congressman
Ryan of New York, who is a cosponsor of H.R. 11806 introduced by

r. Multer of New York which is identical to H.R. 11601. Congress-
man Ryan is vitally interested in the “truth-in-lending” issue and has
long supported the legislation first introduced in 1960 by former
Senator Paul Douglas. St SR 2

STATEMENT OF HON. WILLIAM F. RYAN, A REPRESENTATIVE IN
CONGRESS FROM THE 20TH CONGRESSIONAL DISTRICT OF THE
STATE OF NEW YORK 2 T

“Mr: Ryan. Madam Chairman, for a number of years I have in-
troduced “truth-in-lending” legislation. I was pleased to join Sena-
tor Douglas in his early efforts for legislative action in this area.
* Now I have cosponsored the bill proposed by your committee, by

introducing H.R.11806. = R ‘ '

The consumer credit bill which the subcommittee has drafted, recog-
nizes that action must be taken in an area which has gone unregulated
and in which abuse has grown as credit has expanded. The bill recog--
nizss the necessity for a full disclosure of the facts about the cost of .

Consumers cannot rationally decide whether to incur debt or to save,
and whether to take one credit offer or a competing offer, unless they
are able to consider all the relevant facts: the total amount of the eredit,
the total c¢harge for the credit, and the common denominator of the
annual rate charged for theuse of eredit.  * =~

HL.R. 11806 is superior to the credit disclosure bill passed by the
Senate as a means of enabling consumers to use credit wisely ; it makes-
no exceptions for revolving credit, for small-figure charges, or for
first mortgages. -~ RSNt :
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Revolving credit is becoming a leading form of consumer credit at
retail stores. And within the past year, the commercial banks have been - -
- stampeding into this form of credit. A few dozen banks offered revolv-
ing credit a year or so ago; now more than one-tenth of the number
of banks, and a much higher percentage in terms of bank resources
offer revolving check credit or finance retailers’ revolving accounts. 1
extensions of this kind of credit are not required to indicate the annual
rate of charge, and they are not required to state the annual rate
under the Senate bill, revolving credit merchants and bankers will
gain a competitive advantage, and the consumer will be uninformed .
about the true price:of a growing segment of the credit offered to him.

- H.R. 11806 makes no exceptions for small-figure credit charges, be-
~ cause evasion of the purpose of full disclosure can easily be achieved
by breaking credits into pieces, each of which costs less than.the
minimum exempt amount. By not allowing exemptions for small
charges, evasion is prevented. Rabs s
The bill does not permit an exemption for creditors who extend
credit against first mortgages—whether the mortgage finances the pur-
chase of a house, or has %een7 rewritten to provide the funds for educa--
tion, automobile purchase, or any other purpose. The homeowner
should know the total cost of his credit, so that he can figure the ad-
_vantages of paying for his home as quickly as possible, and so that he
can compare the cost of financing purchases through adding on to his
mortgage as against other methods of finance. .~~~ = .
~Through disclosures of the facts needed for rational use of the
credits available to the consumer, and of the consumer’s income, the
consumer credit world will begin to change from a maze of incom-
plete information and misinformation into a system where the efficient
and inexpensive source of credit will predominate, and the deceptive
and costly will'be éliminated.” =~ =~ 0 o or o oo T
‘However, disclosure of information alone is not sufficient to protect
consumers. It is not unusual to require that the maximum rate charged
on credit shall be limited. Usury statutes have done this for centuries,
and special rate limitation: statutes: of the States have been doing so
in_every-increasing numbers for the last half century. But the ex-
~orbitant rates, often running above 30 or 40 percent, or even higher,
which the States have allowed for credit.on used automobiles, payday
loans, and so forth, are unjustified. A limit on annual rates of charge
on consumer credit will protect the neediest debtor and also the young
family, new to credit buying and unfamiliar with the range of avail-
able rates. L s T e e TR
- The consumer’s income will go further by reducing excessive specu-
lative swings in commodity futures contracts which affect consumer.
prices.. While the. speculator in stocks and bonds is required to meet
margin requirements of the Federal Reserve Board, the speculator.
_in commodities is under no such restraint. With a few hundred dollars
" hecan buy and sell futures contract for many thousands of ‘dollars:
worth of commodities. The bill takes a step towards parity of treat-.
ment . of stock speculators and investors and:speculators:in commodity
futures, by authorizing the Federal Reserve to. regulate the use of
credit for commodity futures trading. . . ’ ‘

The proposed legislation should contribute substantially to economic

stabilization at all times. But in times of national emergency, it is
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dangerous to leave private buying and selling, and use of credit, with-
out restraint. The bill authorizes temporary controls which will re-
strain the use of credit to conform with the current incomes and with
availability of commodities, so that excessive purchases, shortages, and
rising pricesmay beavoided. g -

The burden of keeping the use of credit within such bounds as are
beneficial to consumers and to the national economy is not placed en-
tirely on consumers and on Federal regulatory agencies. The legisla-
tion also puts some of that burden .on the businesses which extend
credit. It does that by prohibiting the garnishment of wages. The
‘tragedies which follow the zealous use of garnishment have been cited
time and again in truth-in-lending hearings, and in the work of legal
aid groups in New York and elsewhere. The bill simply prohibits the
garnishment, placing upon the creditor the burden of restraining his
overselling, and limiting himself to credits and rates of charge on
credits which are within the reach of his customers. e

Finally, the bill proposes the creation of a National Commission on
Consumer Finance. Such a Commission should have been authorized
_years ago when the truth-in-lending movement began, but at that
time there were many obstacles. With a consumer credit protection law
in effect, the consumer finance industry could participate in providing
the details of its operation which would assist in the formulation. of
regulations. e ' ST TR TN

Let me commend the subcommittee for its constructive efforts in this
area. Consumer interests are by nature disorganized. Therefore, they
depend for their protection upon the public-mindedness of legislators
such as the members of this subcommittee. It is a privilege for me to
cosponsor what should become landmark legislation.

Mrs; Surrivan. Congressman Scheuer of New York, whose state-
.ment will follow, brings to his membership in the House of Representa-
tives an impressive background in law, public administration, and
private business. As a businessman he made a notable contribution to
the redevelopment of our cities through his redevelopment and housing
-activities, including the Southwest area here in Washington. He is very
close to the problems of moderate- and low-income families. Pag 800

STATEMENT OF HON. JAMES H. SCHEUER, A REPRESENTATIVE IN
CONGRESS FROM THE 21ST CONGRESSIONAL DISTRICT OF THE
STATE OF NEW YORK : '

" Mr. ScuruEr. Last month, the Senate passed S. 5, the Truth in Lend-
‘ing Act, which brought to fruition a proposal first advanced by Sena-
tor Paul Douglas in 1960. For years, Mr. Douglas maintained interest
in and actively worked toward gaining support for this proposal. We
‘now are the beneficiaries of his labor. The concept of truth in lending
‘grew from an awareness of a need to enlighten consumers about the
~cost of their credit transactions. St ' !

The volime of consumer credit increases yearly and yet the indi-
vidual consumer does not understand just how much 1t costs him.
There have been instanhces where individual$ have paid up to 289
percent interest on used automobiles or 285 percent on television sets.
When rates are expressed on a menthly payment basis, the average
person- does not know the mathematics involved in arriving at a
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realistic figure for their total interest. Full credit disclosure would
enable the consumer to compare prices and effective interest rates in
order to decide how best to spend his money. S. 5 is not a regulatory
measure but an informational one. o

I have serious doubts about whether this bill effectively regulates
the total range of problems. For this reason, I am a cosponsor of a
bill introduced by Representative Multer, H.R. 11806, which is iden-
tical to HLR. 11601 introduced by Mrs. Sullivan. The bill T support
provides for credit disclosure, and more. A creditor must alert a buyer
as to price, finance charges incident to credit extension, and the annual
interest rate on credit transactions. This includes advertisements of
such transactions as well. The bill also fixes a maximum finance charge
of 18 percent a year or the rate prescribed by State law, whichever is
less. Tt is splendid to put consumers in a position of choice but where
the choice is for the lesser of two evils, the effect of the legislation
diminishes in value. '

The only exemption to the disclesure provisions of H.R. 11806 is
with regard to commercial transactions. Disclosure thus applies to all
home mortgages. While first-mortgage laws contain some disclosure
requirements, there is still abuse in this area. Therefore it is advisable
for the bill to include first mortgages as well as second and third
mortgages.

There has been a great deal of controversy over the question of
revolving credit. There seems to be no persuasive reasons for exempt-
ing ordinary revolving credit accounts from the provisions of the bill.
The same explanation used to justify an exemption to the disclosure
proposal can be utilized to bring revolving eredit within the bill. The
annual rate of interest can be d‘ete*rmine%’ from the time the credit
charges begin and thus be exact and meaningful, as opposed to the
atteript to state it fromy the time of purchase where the free-ride
period is brought inte play. To differentiate between simple revolving
credit and the installment type, will lead to drawing very fine lines
and will encourage the converting of the latter type to the former in
order to avoid disclosure. The safeguards ineorporated by the Senate
bill might mitigate, but would not éliminate, this problem.

The basic purpose behind the legislation is to aid and protect the
consumer from one particular pitfall in his complex environment.
There is no justification for any exception to full disclosure, regardless
of amount or type of credit.

Aside from disclosure, the bill has additional provisions to protect
the individual debtor. Use by creditors of judgment confessions is
prohibited as is garnishment of wages. The Federal Reserve Board
is also given regulatory powers to limit credit extention in emergency
situations. " ‘

I fully support H.R. 11806. After 7 years of struggle, Mr. Douglas’
truth-in-lending concept passed the Senate in compromised form and
the bill now appears before this body for approval or for restoration to
its original form. Diselosure could give the public a realistic awareness
of price and interest rates. The other provisions of H.R. 11806 would
grtlaatly enhance the effect of disclosure and give to it a. more practical
value. '

The dilemma of the American consumer caused by the sophisticated
‘techniques of the credit world in which he deals demands our sympa-
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thetic concern ‘and best efforts. We cannot afford to compromise where
the consumer is involved. ' g e

Mrs. Surrivan. Our next statement will be from Congressman Farb-
stein, of New York. I am glad to see so many Members of the House
from New York taking a very strong and active interest in this legis-
lation. Congressman I'garbstein serves on the Foreign Affairs Com-
mittee but groes not permit his heavy workload on that committee to
deter him from taking a very vigorous interest in all issues in the House
‘which concern his constituents as consumers.

STATEMENT OF HON. LEONARD FARBSTEIN, A REPRESENTATIVE
IN CONGRESS FROM THE 19TH CONGRESSIONAL DISTRICT OF
THE STATE OF NEW YORK : '

Mr. FaresteiN. Madam Chairman, credit has become an integral
part of our economic way of life. It allows the consumer to enjoy a
variety of goods while paying for them over a period of time. How-
ever, the innumerable credit plans offer a bewildering assortment of
rates and terminology. The result has been public confusion and mis-
understanding. I believe it is time that the Congress passed compre-.
hensive legislation aimed at ending this confusion by assuring the con:
sumer easily understood credit standards.

Basic to any consumer legislation is a provision requiring full dis-
closure of credit terms. In my opinion, this should include disclosure
of finance charges by annual percentage rates as well as in dollars and
cents. Contrary to the Senate passed truth-in-lending legislation, I

‘believe full disclosure should include such areas as revolving charge
accounts and first mortgages on homes. Although revolving charge
accounts represent only a small part of the total consumer debt, it is the
fastest growing form of credit used, particularly by the small pur-
chaser who can least afford excessive credit rates. Additionally, I be-
lieve there should not be a minimum limit on the dollar size of a credit
transaction covered under this legislation. Again, low-income citizens
would be the ones most injured by abuse of credit practices on small
dollar purchases. : ;

Full disclosure of finance charges will enable the prudent consumer
to match credit plans with personal needs. It will also make it easier
for him to compare different sources of credit. I believe the Congress
has a responsibility to assure the American consumer adequate infor-
mation on which to make wise credit decisions. Such informed use
of credit can increase the competition among credit institutions to the
general benefit of the consumer.

One of the most alarming trends in American life is the growth of
personal financial failures. This is particularly true in States where
the garnishment of wages to pay overdue credit ‘debts is allowed.
Such a practice often leads to the filing of bankruptey by individuals,
forcing them to claim poverty in court. This can disrupt a person’s
life. It could even cost a person his job at a time when he needs it
most. It will not guarantee the creditor his money back. In my opinion,
we should move to prohibit the practice of garnishment of wages as
detrimental to sound credit relations.

The size and complexity of the consumer credit industry requires
that we know much more about it then is presently true. I believe -
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the creation of a nine-man National Commission on’ Consumer Finance, -
to study the credit industry, is essential to the development of effective
legislation. The appointment to the- commission of three members of
the Senate and three members of the House will assure the Congress a
major role in proposing recommendations for future legislation. |
The three legislative provisions I have outlined in this statement are
basic to any sound consumer protection program. There are, addi-
tionally, issues to which the Subcommittee on—gonsumer Affairs should
give careful consideration. They include the regulation of trading in
commodity future contracts affecting consumer prices, a system of
controls to prevent inflationary spirals, and the establishment of maxi-
mum rates of finance charges. These are all complicated problems. I
know the subcommittee will study them carefully before acting.-
Madam Chairman, the members of the Subcommittee on Consumer
Affairs should be commended for the work they are doing to assure the
consumer fair and understandable credit standards. I support your
efforts and urge early passage of legislation aimed particularly at
guaranteeing the consumer full disclosure of credit information.
Mrs. Surrivan. Congressman Lester L. Wolff, of New York, pre-
pared a statement for presentation to the subcommittee on this legisla-
tion and would have appeared in person if we had been able to
schedule time for congressional witnesses. Congressman Wolff has
always been a strong and effective advocate of consumer causes in the
Congress and we are pleased to have his statement appear at this point.

STATEMENT OF HON. LESTER L WOLFF, A REPRESENTATIVE IN

CONGRESS FROM THE THIRD CONGRESSIONAL DISTRICT OF THE
STATE OF NEW YORK G : ;

Mr. Worrr. Mr. Chairman, I am greatly encouraged to see the
House consider the Senate-passed version of a long-needed truth-in-
lending bill. Such legislation will be an important and necessary mile-
stone in consumer protection and I look forward to passage of a
truth-in-lending bill by this House during this session. Together with
truth-in-packaging legislation the bill now before you can serve
" honest businessmen and consumers by. ending the ancient practice of

caveat emptor. = e e ‘ ‘

Legislation such as that now before your committee is most im-
portant. In the area of consumer credit, hidden charges, add-on rates,
and low sounding “monthly rates” require acute financial understand-
ing. It would be too much to expect all those who use.our vast. credit
facilities to be knowledgeable in this area. ; s

Tt is important to note that I do not for an instance charge inten-
tional deception; the vast majority of credit institutions and retail
stores are scrupulously honest. However the confusion created by the
current credit alternatives makes it very difficult for most consumers
to make an intelligent decision on where and how to borrow.. Recent
polls have shown that most people believe their interest rate to be
only one-third of what it really it. The consumer is confused and we
can and should help to correct that confusion. -
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Since retail credit is growing four and a half times faster than our
economy and since the retail credit business now grosses $92.5 billion
annually, the confusion that exists in this field is rightly the concern
of the Federal Government. We are dealing here with a significant
and major factor in our economy. - ‘ L -
" The solution to the very real and very serious problem facing us is

not regulation—the solution is education. The small print must be
clarified, the actualities explained. The consumer need not be told
where and how to borrow. However, he does deserve to be informed
about the borrowing options open to him and the cost of the options.
This is what S. 5 does and this is what is needed.

This point helps to clarify the discussions about the inclusion of
revolving credit in the FHouse bill. The goal of the legislation, to extend
what I said a minute ago, is to make the consumer aware of the range
and type of credit charges and to express these charges on an annual
basis for clarity and comparison. Such action should also include
revolving credit.

Within the next 5 years, estimates are, revolving credit will repre-
sent 50 percent of all consumer credit. Because of its importance 1t is
imperative that revolving credit be included in the scope of the truth-

“in-lending bill. Thus, I strongly support the reinstatement of full dis-
closure provisions for revolving credit accounts as outlined in the
original version of S. 5 considered in the Senate. The public has the
right to know of the credit charges involved in revolving credit. Those.
who take the other position are justified in urging that consumers be
made aware of the “free ride” period and other means of avoiding
credit charges. : s '

But only through complete disclosure, including revolving accounts,
can we properly protect the consumer, fulfill the objective of this
legislation, and bring order and clarity into the confused and chaotic
marketplace. ' : N D e e h

Passage of this legislation will be an important step, but it must be
accompanied by an increase in public education. An excellent study
by Dr. Monroe Friedman and Dr. Alfred H. Lieverly of Eastern
‘Michigan Unwiversity of the short-term effects of truth-in-lending
legislation concludes that sudden, unannounced replacement of vari-
able rate information with uniform rate information will not at first
help the consumers. Borrowing decisions are currently made on such
peripheral issues as location and size of the lending institution. Unless
a complete and planned education campaign accompanies truth-in- -
lending legislation the potential good of such legislation will be long
and slow in coming. Your committee, Madam Chairman, must con-
sider the implications of the Friedman-Lieverly study. I recommend
that the committee, in its consideration, make plans for the most effec-
tive and widespread education campaign to accompany passage of a
truth-in-lending bill during this session. ‘ ;

The buyer should not be beware—he should be aware. He should be
aware of the value of standardized criteria as a means for choosing
among - credit opportunities. Education is the key, first through the
inclusion of revolving credit in the pending legislation, and second
through a campaign to inform the public of the service provided by
truth-in-lending legislation. ' ‘ i
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I urge your attention to these matters .in your consideration of
truth-in-lending legislation and when you make your report to the
House. j ‘ : ;

Thank you. ‘ ~ . ,

Mrs. Sunrivan. That completes the statements I have from Members
of Congress for inclusion in the record at this point. There are addi-
tional statements for the record which will be inserted either at this
point or in the appendix. With that, the hearings are recessed subject
to the call of the Chair. : o
- (Whereupon, at 12 noon, the subcommittee adjourned, subject to call
of the Chair.) BT

. (The following statements and letters were submitted for inclusion
in the record:) ’ : \
o G CoNGRrESS OF THE UNITED STATES,
Houske oF REPRESENTATIVES,
Washington, D.C., August 25, 1967,
Mrs. LeoNorR K. SULLIVAN, S .
Chairman, Subcommittee on Consumer Affairs, House Banking and Currency
Committee, Rayburn House Ofice Building.

DEeAR MADAME CHAIRMAN: I am writing with respect to the disclosure terms
of the Truth-In-Lending legislation now being considered by your Subcom-
mittee. I am concerned about a change made in the original Senate bill and I
want to express my hope that the same change will not be made in H.R. 11601.
After studying the Senate hearings, I have come to the conclusion that exempting
certain credit grantors from annual-percentage-rate disclosure is diseriminatory,
~confusing and unjustified. : i
- This exemption would discriminate against small, independent specialty store
retailers in favor of large department and chain stores. It would be confusing
to the consumer and defeat the basic purpose of the bill—to make it easier for
a prospective customer to compare credit service charges. Small business should
not be placed at a disadvantage particularly when the result is less protection to
the consumer. = - | R :

I support Truth-In-Lending legislation but I cannot support the Senate pro-
vision of differential disclosure methods. Uniform methods of disclosure would
enable consumer comparison and determination of the best available rate on
the market. As you know, California already has consumer protection laws in-
sofar as credit rate disclosure is concerned, and I would oppose any federal
legislation which operated in a discriminatory way against the sgnaller retailer.

Sincerely, - )

DoN EDpWARDS,
Member of Congress.

STATEMENT oF U.S. SAVINGS & LOAN LEAGUE

The United States Savings and Loan League * supports the principle of truth-
in-lending and the general objectives of H.R. 11601 and H.R. 11602 (8. 5). Most
Americans are not experts in computing interest rates and it is important that

" they be advised of interest charges on some basis of uniformity that permits
comparison of the competing financing arrangements.

The U.S. League has specifically endorsed H.R. 11602 (8. 5), the Senate
passed measure and would specifically endorse H.R- 11601 if it were amended
to (ait} exempt first mortgage lending and (b) eliminate the 18 percent usury
provision. SRR ; ' .

1 The United: States: Savings & Loan League has a membership of 5,100 savings and
loan’assoclations, representing over 95% of the assets of the savings and loan business.
. League -membership includes all types of assoclations—TFederal and state chartered, in-
sured .and uninsured, stock and mutual. The principal officers are Otto Preisler, President,
Chicago, Illinois; Hans ‘Gehrke, Jr., Vice President, Detroit, Michigan; C. R. Mitchell,
Legislative Chairman, Kansas: City, Missourl; Norman ‘Strunk, Executive Vice President,
‘Chicago; Illinois; and_ Steve Slipher, Legislative Director, Washington, D.C. League head-
quarters is at 221 N. La§alle Street, Chicago, Illinois; and the Washington Office 18 main-
tained at 425 13th Street, N.W., Washington, D.C. Telephone : 638-6334.
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- The case for. exempting first mortgage real estate lending was well stated
by the Federal Reserve on August 10 by Vice Chairman J. L. Robertson, The
Federal Reserve, of course, is an independent agency and is obviously not a
special advocate of the savings and loan viewpoint.

The Federal Reserve statement says :

“We believe first mortgage loans on real estate should be exempt, as provided
in 8. 5, because there is already reasonable disclosure in this field and disclosure
requirements developed for relatively short-term credit are inappropriate for
loans with maturities of 20 to 30 years. To require that the annual percentage
rate be recomputed to reflect costs incidental to the extension of credit would
involve particularly troublesome questions in first mortgage lending because of
the number and variety of the costs assessed at closing, many of which would be
incurred, in whole or in part, by a prudent cash buyer if no credit was extended.
‘While it would be possible to spread discounts and other credit-related costs over
tLe life of the contract as a part of the annual rate of finance charge, we feel that
this might tend to mislead the borrower. Such charges are in the nature of ‘sunk
cost’ and are borne in full by the borrower whether the loan is repaid in 1 year
or 30. To require disclosure of total dollar finance charge, including interest pay-
able over the whole life of the contract, might be more misleading than helpful.
The present value of a dollar of interest to be paid 20 to 30 years hence is sub-
stantially less than one dollar, and relatively few first mortgage contracts appear
to be carried all the way to maturity.”

Mortgage lending has been the only major type of non-business lending which
has traditionally been on a simple annual interest rate basis. The rate stated in the
contract to the home buyer is either exactly or within a few hundredths of a
point of the actuarially computed interest rate. It would seem most ironic if
those who have aleady pioneeded in “truth-in-lending” would be blanketed in the"
provisions of the bill. There are about 5 million mortgages made each year and the
disclosure requirements would unnecessarily place this major burden on the
lending institutions and on the Federal Reserve which must administer the
program. ;

Our objection to the 189, Federal usury ceiling is a matter of principle rather
than substance. Obviously, no mortgage lenders are charging rates anywhere
near 18%. However, we must respectfully raise objection to the concept of any
Federal ceiling on interest rates.

State usury laws have generally proved ineffective at protecting the publie
interest. Where the ceiling is higher than the market rate, it is meaningless.
Where the ceiling is lower than the market rate, all lenders with an option to
lend in other states will tend to do so, reducing the amount of credit available in
the usury state. It does no service to a prospective borrower to protect: him
against higher interest rates if the result is that he gets no loan at all.

More specifically, it is inevitable that those lenders affected by an 189, ceil-
ing—*“small loan” lenders—will argue that it is discriminatory to place an effec-
tive ceiling on them without placing an effective ceiling, such as 6% or 7%, on
mortgage lenders. The logical conclusion would be for Congress to attempt to set
appropriate ceilings on all classes and sizes of loans to which we (and un-
doubtedly all other lenders) would be unalterably opposed.

We believe that S. 5 or H.R. 11601, with the amendments we have recom-
mended, will do a tremendous job in accomplishing the objectives of “truth-in-
lending”. Under the provisions of H.R. 11601, loans made on a “discount basis”
or on an add-on basis would be converted to an approximate simple interest rate.
First mortgage loans are already stated to within a fraction of the true annual
interest rate. We urge that the modified bill be passed at this time and if further
refinements are necessary they certainly can be made by the Congress upon the
basis of experience gained under this legislation; .

STATEMENT OF CHAMBER OF ‘COMMERCE OF THE UNITED STATES BY F. TURNER
. Hogan ? k

The Chamber of Commerce of the United States presents the following com-
ments on H.R. 11601, the Consumer Credit Protection Act :
. It is the view of the National Chamber that consumer credit disclosure legisla-
tion'is a matter for the states rather than the federal government.

1F. Turner Hogan, Staff Attorney, Banking and Monetary Policy Commit
Economic Development Group, Chamber of Commerce of the United S’t’ates. tee, Natlonal
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“Mraditionally, state governments have exercised authority for regulating con-
sumer credit. Legislation relating exclusively to one or more aspects of consumer
credit is-in force in ‘every state. Forty states have ‘enacted retail installment
sales acts. These laws provide extensive protection to over 809, of the total
population. Most of these statutes require everything ‘that the Senate-passed
S. 5 does except fora ‘statement of chargesas an annual rate. :

Any needed changes in credit law will undoubtedly be covered in the project of
the National Conferénce of Commissioners on Uniform State Laws to develop a
model state law which will ‘deal with all phases of consumer credit.

1t is our understanding that this project is more than half completed and a
model law should be ready for consideration by the state legislators no later
than 1969. ks : X e i

" The Conference has been working on this project for nearly three years in a
deliberate but effective manner. Its members and workers are some of the most
experience and knowledgeable people in the consumer credit field and both ‘the’
consumer and extender of credit are represented. The Conference’s methodical”
procedure for developing a uniform statute is far more likely to produce a work-
able, effective law than any other body or organization that has approached’
the problem so far. :

~ The National Chamber, therefore, opposes H.R. 11601 since federal action is
unwarranted. We also believe that all proposed consumer credit legislation
should be suspended until the work of the Uniform Consumer Credit Code project”
of the National Conference of Commissioners on state laws is completed.

i DISCLOSURE PROVISIONS
Comparison of 8. 5 with H.R. 11601, the Conswmer Credit Protection Act

Insofar as disclosure is concerned, H.R. 11601 goes much too far.

~H.R. 11601 does not exempt first mortgages as does 8. 5. Since the rate of
interest on first mortgages is already clearly stated and the various charges are
itemized, it is not necessary to subject this type of financing to the special re-
quirements set forth in H.R. 11601. g

Finance charges of less than $10 on consumer credit sales and loans are ex-
empted from disclosure by S. 5, but not by H.R. 11601. To include transactions
of this amount or less would be an undue burden on business and in many cases
the cost of compliance would rule out the financing of small purchases..

Charges for premiums for credit life and accident and health insurance, if
jtemized, are excluded as finance charges by S. 5 but not by H.R. 11601. Insur-
ance premiums are not a part of finance charges and should not be. shown as.:
such. !

_The statement of rate on revolving credit plans is required only as a percent-
age rate per period under S. 5, whereas H.R. 11601 requires the annual rate at
which the charge is computed. The annual rate a revolving credit customer will
pay cannot be calculated in advance since the time that will elapse between date
of purchase and date of payment cannot be determined in advance. Requiring
the creditor to give the annual rate in advance would force him to rely on guess-
work and in many cases to quote a false rate.

Under S. 5, until January 1, 1972, the annual rate may be expressed as a per-
centage rate per year or as a dollars per hundred per year rate of the average
unpaid balance. After this.date all rates are to be expressed as percentage rates. -
Under H.R. 11601, all rates are to be expressed as percentage rates after June 30,
1968. We prefer that this alternative continue indefinitely, but at least it should
continue until 1972| : : a

; OTHER PROVISIONS

In addition to the above disclosure provisions, H.R. 11601 differs from 8. 5 in
that it departs completely from consumer credit disclosure and includes provi-
sions which should be removed from current consideration. i

Among these are: y

Establishment of a Federal ceiling of 18% on.the. ennual .perceniage rate of any
credit transaction

As with consumer credit disclosure, enactment of usury laws should continue
to be the provinee of the states.. Usury laws differ from state to state and right-
fully so because each state knows its own circumstances and is entitled to.write

_its_usury law accordingly. Enforcement and administration of such laws can-be
handled locally. A Federal usury.law such as suggested in H.R. 11601, could not!
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.cope with'or adequately adjust to the availability of funds for consumer credit in:
the various states. It could substantially reduce the availability of funds for
consumer credit from responsible financial institutions and force poorer bor-
rowers into the hands of loan sharks operating outside the bounds of law. This
is not part of consumer credit disclosure.

Prohibition of the garwishment of wages for the satwsfa,ctwn of debts

H.R. 11601 would prohibit wage and salary garnishment. Again, this has been
historically ‘considered solely within the jurisdiction of the states. If it is con-
sidered at all, it should be the subject of a separate study. Thls too, is not part
of consumer credlt disclosure.

Oreation of a National Commission on Conswmer Fmafnceuto» make an investiga-
tion.of the entire consumer credit industry

H.R. 11601 establishes a nine-member National Commission on OOnsumer
Finance. Its purpose would be to study and evaluate the funetions and structure
of the consumer finance industry. The National Conference of Commissioners on
Uniform State Laws has and is continuing to make such a study for the purpose
of determining what should be included in its model state code. Its study deals
with all phases of consumer credit. It is not necessary to duplicate this work by
establishment of a nine-member National Commission sponsored by the Federal
Government.

Granting of standby powers to the Federal Reserve Board of Governors to restrict
or regulate consumer credit in periods of national emergency

H.R. 11601 would give authority to regulate consumer credit along the lines of
Regulation W. The National Chamber deems it vital to recognize that direct
government controls of consumer credit are not justified except as a war measure
for limitation of nonessential production. Consumer credit performs an essential
function in the processes of production and distribution. Interference with its
normal flow offers an obstruction to effective operation of the free enterprise
system. In 1966 an effort was made, as part of the extension of the Defense
Production Act, to reinstate consumer credit regulation, on a standby basis.
This effort was overwhelmingly defeated by the House. There were greater and
more immediate inflationary pressures at that time than at present. The House
determined that such regulation was not needed then. The National Chamber
does not believe it is needed now.

HEstablishment of minimum margins for trading in commodity futures

‘“ The bill authorizes regulation of credit and credit margins on commodity ex-
changes. In 1950, regulation of commodity exchange credit was proposed by the
Administration as part of its stabilization program in the Defense Production
Act. The measure was not adopted. Like consumer credit regulation this proposal
has nothing to do with disclosure of cost of consumer credit.

SUMMARY

The Chamber of Commerce of the United States believes that S. 5 as passed
by -the Senate is preferable to H.R. 11601. However, we believe that consumer
credit legislation can best be handled by the states.

STATEMENT OF ’I‘I—IE FARM AND INDUSTRIAL EQUIPMENT 11\ STITUTE

Thls statement is submitted on behalf of the Farm and Industrial Equipment
Institute (FIBI) whose 220 active member companies make more than 90% of
all farm and industrial equipment manufactured in the United States. A sub-
stantial portion  of this equipment is sold by dealers on an installment basis.
Many of our members would be affected by S-5 or H.R. 11601 because they pur-
chase such. installment paper from dealers.

Substantial amounts of such paper are also financed through sales finance
companies and banks. Even members who do no financing would be affected
by S-5 or H.R. 11601 in that they want financing to be available to ultimate pur-
chasers in satlsfactory and sufficiently ﬂexible forms regardless of ‘who the ulti-
mad:e financer is.

Section 202(n) of H. R. 11601 (which is identical with Section 8 of S—5) pro-
vides 'that the rate disclosure requirements of the bill shall not apply to:

“(1) Credit transactions involving extensions of credit for business or com-
mercial purposes * * %7

83-840—67—pt. 2——18
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Section 202(b) (which is identical with Section 3(b) of 8-5) defines “credit”.
tomean debts contracted by the obligor : ;

“Primarily for personal, family, household or agricultural purposes.” :

Similarly, Section 202(c) (which is identical with Section 3(c) of S-5) de-
fines “consumer credit sale” to include sales of goods which are purchased “pri-
marily for a personal, family, household or agricultural purpose.”

‘Commercial farmers are businessmen. The equipment manufaetured by FIEI
members and purchased by farmers is acquired for business or commercial pur-
poses just as much as production equipment- in ‘any other industry. Farmers
purchase equipment | when they conclude that the investment is a good one in
terms of greater efficiency, lower costs, or greater capacity. They are at least

as astute in analyzing the needs of their enterprise and the best way to finance
these needs as other businessmen who are exempted from the bills.

If Section 202(n): stood alone, extensions of credit to farmers for the pur-
chase of equipment would clearly be exempted from the rate disclosure require-
ments of the Act along with other kinds of commercial credit. However, the ex-
press reference in Subsections (b) and (c) of Section 202 to “personal, family,
‘household or agricultural purposes” singles out this particular commerecial trans-
action and subjects it to rules otherwise applicable only to'consumer transac-
‘tions. .

We think ‘the reasons for excluding commercial credit from these bills are
:sound, and these reasons apply to farm credit just as much as other commercial
scredit. The most important reasons, as we see them, are: .

" (a) Itis only in the consumer area that a need for regulation has been shown.
‘The large number of different ways in which credit is offered to consumers
makes it especially idifficult for them to make intelligent choices—e.g., sales
finance companies, banks, credit unions, Morris Plan companies, revolving
«credit accounts and consumer loan companies all express their charge for credit
in differing ways. ISi:nce Some consumers present a much greater degree of risk
‘than others, some consumer credit carries very high rates. Therefore, it is im-
. bortant that consumers eligible for less expensive credit understand what their

«<hoices are. Many consumers are’ both necessitous and unsophisticated and
may be misled by some ways in which the charge for consumer credit is some-
‘times expressed. For these reasons, helping the consumer compare credit costs
is so important that a law requiring everyone who finances consumers to state
his charge in exactly the same way may be Jjustified.

(b) No such need has been shown in the case of commercial financing. No one
has established that commercial borrowers are making unwise choices or
borrowing too much l{ecause they do not understand their credit costs. There has
‘been no showing that present methods of computing and expressing the cost of
credit have misled or confused any commercial borrowers.

(¢) The need for flexibility in commercial financing methods is more im-
portant than supplying the business borrower with a single yardstick for com-
paring credit costs. Credit procedures must fit the peculiar practices of particular
industries and in our dynamic economy these are constantly changing. Innova-
tion and imagination should not be impeded by the need to always charge for
credit in a way which conveniently permits computation of a rate per annum.

We therefore urge that Sections 202(b) and 201 (c) be amended by omitting
the specific reference to agricultural credit so that agricultural financing will
be included in the exemption of business and commercial credit contained in
‘Setion 202(n). !

(The following statement was submitted by The Reverend Shirley
E. Greene, director for economic concerns, Department of Social
Justice, National Council of the Churches of Christ in the U.S.A., of
which The Honorable Arthur S. Flemming is president, 475 Riverside
Drive, New York, N.Y.:)

DEPARTMENT OF SOCIAL JUSTICE,

NATIONAL COUNCIL OF THE CHURCHES OF CHRIST IN THE U.S.A,
New York, N.Y., August 16, 1967.
Mrs. LEoNOR K. SULLIVAN,
House of Representatives,
Washington, D.C.
Dear Mrs. SULLIVAN: I am pleased to enclose a statement on behalf of the
National Council of the Churches of Christ in the U.S.A. regarding the “Truth-in-
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Lending” Bill (FLR. 11601) which is currently in hearings before your Sub-
Committee on Consumer Affairs.

This statement which, in general terms, supports the bill is for your informa-
tion, and I trust that it may be made a part of the record of these hearings.

You will note particularly that it is our feeling that the modifications which
were made by the Senate to their original bill, S. 5, had the effect of seriously
weakening the legislation. It is our urgent hope that your Sub-Committee will
bring forth a bill which is at least as strong and broad in coverage as the original
8. 5; and that subsequent passage of such a bill by the House of Representatives
the Conference Committee may retain essentially the stronger version. L

Thank you for your attention to the views of the National Council of Churches
in this important matter. :

Cordially yours,
Rev. SHIRLEY E. GREENE.

STATEMENT OF THE NATIONAL COUNCIL OF THE CHURCHES OF CHRIST IN THE U.S.A.
IDENTIFICATION

The National Council of the Churches of Christ in the U.S.A. is a council
composed of thirty-four Protestant, Anglican and Orthodox communions whose
aggregate membership is about 42,000,000. Only the General Assembly or the
General Board can approve policy statements on behalf ‘of the Council. The
General Assembly meets every three years; the General Board meets three times
a year. The Assembly numbers about 800; both lay church members and clergy
are represented. They are appointed as representatives by the member commun-
jons according to their own procedures. About 270 General Assembly repre-
sentatives are elected by that body to sit as the General Board. f
Obviously the General Board <does not, nor does it profess, to speak for the
constituent communions or for the millions of individual church members, It
.does have the authority to formulate and state the policy of the Council arrived
at through a deliberative process designed to give all points of view within the
churches a careful hearing. T
RESOLUTION

In its meeting on February 21, 1967, the General Board passed the following
Resolution on the subject of truth in lending:

Whereas consumer credit has become an important and increasing factor in
maintaining the viability of the American economy ; and

Whereas many Americans, and most particularly persons of limited educa-
tional attainment and low income, are regularly victimized by excessive rates of
interest, by lack of information or by misinformation regarding the true cost to.
them of the money which they borrow ; and ) ) !

Whereas the National Council of Churches has affirmed that motives of eco-
nomic self-interest “must be kept in harmony with concern for the welfare of the
community” and that “the Church should keep under the strongest criticism any
economic institutions and practices which emphasize self-interest above social
responsibility” ; .

Therefore, be it resolved: that the General Board of the National Couneil of
Churches supports in principle the passage of legislation which will require all
lenders to inform all borrowers in clear and unmistakable terms of both the
dollar cost and the approximate annual percentage rate of interest on each and
every loan. .

COMMENTARY

In view of the position stated in this resolution, we expressed to the Senate,
Sub-Committee on Financial Institutions our satisfaction with S. 5 when it was
pefore them a few months ago. We are gratified that the Senate subsequently
passed S. 5, although we were regretful of the several exemptions which the
Senate wrote into the bill. In our opinion the exemption of interest charges of
less than $10.00, of revolving charge accounts, and of first mortgages seriously
curtails the effectiveness of the bill. It is our hope that your action will result
in reporting out a bill which is at least as strong and as broad in coverage as the
original 8. 5. i 8

Tn further comment on this situation and on our resolution, permit us to spell’
out in a little more detail the-nature of the National Council’s' concern for full
disclosure in relation to consumer credit. Our concern is two-fold. On the one
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hand, we ‘would be prone'to support full and frank disclosure of all pertinent
.information in any aspect of buying and selling, lending and borrowing, or other*
financial transaction. On the other hand, we are particularly concerned about
truth in lending as it bears on the poor. : ) :
' Small loan borrowing and installment buying has become increasingly the:
mearns by which the' ‘American people avail themselves of the benefits of our
-abundant national produetivity. Nearly all levels of our society are heavily in-
volved. We assume that your committee will be thoroughly briefed on the volume
and composition of the credit market. We mention it only to emphasize the very
~ great importance of creating and maintaining adequate safeguards around this
institution which'has become so vital a part of our total economy. : i
We are convinced that our whole society will benefit from the passage of legis-
lation which will require lenders to provide each borrower in writing with full
disclosure of the cost to the borrower of the credit being extended to him. Al-
though we understand that nothing in this ‘proposed legislation is designed to
alter or limit the rates 'of -interest charged by lenders, we do believe that bor-
rowers will be greatly aided in money management if they are in possession. of
full information as to the cost to them of loans they may be considering.
All that we have said regarding the value of this legislation for the general
. population applies with peculiar force with respect to persons of low income and:.
low educational attainment. Because of their lack of financial resources, such
people may find borrowing even more necessary than do the majority of us who
are more economically secure. Because of their poverty, the same rate of interest
represents a higher percentage charge on their income ‘than is the case with bor-
rowers in higher income brackets. Because of their poverty, they constitute a-
higher risk to the lender. This tends to force them to patronize the type of loan
company which specializes in high risk loans and charges correspondingly high
rates. of interest. Because these people ‘are often of relatively low educational
attainment, their ability to figure interest rates or understand them or to compre--
hend the implications of the often obscure and sometimes misleading interest rate
quotations offered them is apt to be very limited.

For all of these reasons, we believe that the passage of legislation compelling
full disclosure of true interest charges, both in dollar amounts and in annual
percentage rate will be a great boon to the poor and an important weapon in the
arsenal of our current war on poverty. i ) .

Poverty is essentially measured by the gap between funds available and the
cost of the basic necessities of life. By this measure excessive costs contribute
just as surely to poverty as do inadequate income. Oftentimes for the poor it is
the cost of credit which holds them below the poverty line as truly as joblessness
or lack of income. Again we realize that this legislation does nothing in itself to

- reduce the cost of credit to the poor. It will, however, increase the awareness of
that cost on the part of the poor; and by so doing the legislation may well have
a secondary influence on the rates of interest charged to them where these have

- been excessive. o

Both the administration and the Congress have committed this nation to a’
total war against poverty. That war is progressing with varying degree of success
on many fronts. Failure to pass such legislation as that now under consideration
by this committee will be to default on a vital sector of that total war, -

"'We appreciate this ﬁ)p'p’ortunity to present our views to the Sub-committee,

i

i

MORTGAGE BANKERS ASSOCIATION OF AMERICA,

! Washington, D.C., August 10, 1967.

Re H.R. 11601 and H.R. 11602. ) : :

Hon. LeoNorR K. SULLIVAN,

House of Representatives,

Rayburn House Office Building,

Washington, D.C. : ! . : :

Dear MRs. SULLIVAN : Werappreciate this opportunity to present the views of

our members on H.R..11601 and H.R. 11602, . i

. For many years, Mortgage Bankers have favored the full disclosure of finance-

charges in connection with real: ‘estate financing. In fact, the practice of making
- full disclosure has been so widely followed in this industry that the Senate in

considering similar legislation felt justified in exempting first mortgage loans

from the provisions of its bill. .
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As you know, closing statements.are Juniversally utilized in real estate trans-
actions. They provide a complete dollars’ and -cents' disclosure of all-charges,:
and the loan - proceeds; for both buyer and séller,” The mortgage instruments
set forth the simple annual interest rate to apply on the outstanding principal
-~ .amount of the loan. - : : ST :

In earlier hearing$ on Truth-in-Lending which were held by the Senate Com-
~mittee, it was suggested that, despite the completeness of -this information, there
was still some lack of public understanding of the total costs of mortgage credit.
As a result, the Federal- Housing Administration asked that mortgagees: orig-
inating' FHA insured loans attempt to provide borrowers with additional in-
formation. Mortgage Bankers have cooperated wholeheartedly with- this. effort
and continue to do so. o -

Perhaps it is worth noting that what this industry is doing in this regard
‘goes beyond any reasonable definition of ‘“‘disclosure’. It constitutes a form
of credit counseling:which benefits borrower and lender alikeé. ‘A real estate loan
is a good investment only if it is gound, that is to say that it is well -related to
the value of the property: and the ‘borrowers ability to-repay. Elaborate.proce-
dures to establish the appropriateness of these relationships have been estab-
lished and are followed in every case. Where deficiencies in these relationships
-are noted, and cannot be ‘corrected after consultation with the affected parties,
credit is not extended. ‘ } :

It is in light of this background that we have considered the proposed legis-
Jation. ;

As we understand it, the objective of this legislation is to provide users of
credit with an awareness of its costs so they can make informed judgments
before they are committed. Although the Senate has concurred with our belief
that we have for many years followed procedures which have achieved this
objective, it may be the consensus of this Committee that misunderstandings
continue to exist in the minds of mortgage borrowers that might be removed
by an improvement in procedures. TReal estate credit, however, is so different from
other forms of consumer credit that the . principal benefits of disclosure lie not
in comparing the costs of real estate finance with those of revolving credit or
personal loans, but in making comparisons ‘among various real estate lenders.

Real estate loans customarily involve large sums of money. For the majority
of people, the home or homes they may purchase involve the largest credit trans-
actions they will experience. Despite the magnitude of the loans, real estate
credit is widely extended to-people of all income groups. The principal amounts
often exceed twice the borrower’s annual income. ‘No other  form of consumer
credit involves such major sums for the borrower, bears such a high relation-
ship of loan to income, or is utilized so infrequently by the average person. We
%re, therefore, -talking about something: unigue when we discuss real estate

nance. : B o

It is almost inconeceivable that anyone would make the choice between the

. purchase of a house and a small item such as a TV set on the basis of relative
costs-of credit. (We might add that-if he did he would :probably purchase a
house.) If then it is the Committee’s judgment that further disclosure of real
estate finance charges are needed, we recommend that they be:designed to fa-
cilitate the borrower’s consideration of the relative costs of credit offered by

(1) competing mortgage lenders; (2) ‘those providing corollary ‘gervices; (3)

minimum - and . maximum downpayments; (4) minimum and maxium: term-

(5) various purchase arrangements, €.g.,. contract for deed or an FHA-insured

mortgage purchase;, It<is our conviction that the only value of this legislation

to the American public will be in further facilitating informed judgment on
these five points, rather than in comparing costs of real estate credit, consumer
credit, or revolving account credit. ]

If real estate first mortgage credit is to be covered by full disclosure legisla-
tion, we urge that it be covered by in a separate section of the law designed
{o achieve the above objectives. A suggested amendment to H.R. 11601 which
would accomplish this is attached. However, we wish this committée to note
that while we have expressed our willingness to make disclosure in accordance
with the provisions of this amendment, we sincerely believe the provisions of H.R.
11602 are sufficient to protect borrowers against any abuses which may exist
in the real estate credit field. Therefore; we -support the enactment of H.R.
11602. ‘ z :

Sincerely, e : ’

JounN A. GILLILAND, President.
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v ‘ , AMENDMENT To H.R. 11601 " ° T ,

In Sec. 203; on page 13 after line 21, insert the following paragraph “(e)” and
reletter those paragraphs following in this section. :

_(e) Any creditor agreeing to extend credit secured by an interest in real
‘property shall furnish to the borrower to whom the credit is to be extended,
prior to the consummation of the credit agreement, a clear statement in writing
setting forth, to the extent applicable and ascertainable and in aceordance with
rules and regulations prescribed by the Board, the following information—

(1) the total price of the real property being purchased and of any per-
sonal property being purchased which is included in the agreement for the
purchase of the real property ;

(2) -an itemized list, according to the following categories, showing in
dollars and cents all of the charges (other than interest) to be paid by
the borrower in connection with the transaction whether or not incident
to the extension of credit :

‘ (A) those charges fixed by law and not subject to the diseretion of
the lender (such as real estate tax escrows, real estate transfer taxes;
and front footage assessments) ; i

(B) those charges required by the:lender to be made prior to the
extension of credit which are imposed to safeguard the investment
(such as credit reports, surveys, appraisals, deed preparation, and title
searches), and loan origination fees not exceeding in amount those per-
mitted by the Federal Housing Administration for comparable loans;

(C) those charges on which the borrower has some option as to
placement or coverage (such as casualty insurance, title insurance, and
customer credit life insurance), including a statement of the minimum
amount of insurance, if any, required to be carried as a condition for
the extension of credit ; and

(D) all other charges of any nature paid by the borrower and not
specified in subparagraph (A), (B), or (C);

(3) the sum of (1) and (2) ;

(4) the total amount to be financed ;

(5) the cash required to be provided by the borrower (the difference
between (3) andi(4) ;)

(6) the annual Dercentage rate specified in the note or other instrument
evidencing the indebtedness of the borrower, and the annual percentage rate
represented by the total amount of the charges listed under (2) (D)  (con-
verted to an annual percentage rate under a formula prescribed by the
Board), computed to the nearest 14 of 1 percent ;

(7) the monthly payments required to: amortize principal and interest,
plus any unusual payments to be required, or any contemplated changes in
monthly payments anticipated ‘by contraets for deeds or similar arrahge-
ments ; and

(8) the penalties by percentage, or dollars and cents, for late payments
or prepayments;éor, in the case of variable interest rate loans, the condi-
tions under which the rate may be changed and an estimate of the dollar
difference in payments per 14 percent difference in rate. -

In prescribing rules and regulations to carry out the provisions of this sub-
Section, the Board shall give recognition to the divergent practices of creditors
engaged in the business of extending eredit secured by interests in real property,
but insofar as possible shall prescribe uniform procedures for complying with
the provisions of this subsection. )

INTERNATION AL CONSUMER CREDIT ASSOCIATION,

i 8t. Louis, Mo., August 18, 1967.
Hon. LeoNor K. SULLIVAN,
Chairman, Subcommittee on Consumer Affairs of the Committee on Banking and

Currency, Rayburn House Office Building, Washington, D.C. -
DeArR M=rS. SULLIvAN © Thank you very much for your recent letter inviting

us to file a statement pertaining to H.R. 11601, the Consumer Protection Act.
- - At first I planned to prepare a statement pertaining to H.R. 11601. However,
due to the fact that ICCA is not a “lobbying” association, on second thought I
have decided to forego your invitation. Should you desire answers to any specific
questions, I shall be pleased to attempt to answer them.
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I do want to express:my appreciation for the kindness shown to me. during:
the two' days I was able to'spend at the hearings in Washington. Unfortunately,
Mrs. Blake became quite ill during my absence and it became necessary for me
to return to St. Louis. She got out of the hospital on Saturday of last week..
‘She is feeling much better, but I have to watch her very carefully.

My best personal regards.
Sincerely yours,
WM. HENRY BLAKE, i
Ewzecutive Vice President.

NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM STATE LAws,

August 25,1967,
Hon. LEoNor K. SULLIVAN,

Chairman, Subcommittee on Consumer Affairs,
House of Representatives Banking and Currency Committee,
"House Office Building, Washington, D.C. : : .

DEeAr Mzs. SULLIVAN : Prof. William J. Pierce, President of the National Con--
ference of Commissioners on Uniform State Laws, has requested me to thank you
for and reply to your letter to him of August 2.

President Pierce and the National Conference appreciate your invitation to:
testify on the above bill, but regret that circumstances preclude the acceptance
of your invitation. )

In accordance with your request, this Special Committee of the National Con-:
ference is pleased to file with you the enclosed statement on the above bill.

For a summary of the work of the National Conference and of the work and
views of this Special Committee, I refer you to the statement of Prof. Pierce,
beginning at page 282 of the transcript of the “Truth in Lending—1967” hearings:
before the Subcommittee on Financial Institutions of the Senate Committee on
Banking and Currency. i

The Second Tentative Draft of the proposed Uniform Consumer Credit Code
was considered at the recent annual meeting of the National Conference. A copy
of the draft appears in the transecript of the ‘“Truth in Lending—1967” hearings:
beginning at page 717. '

Whatever the views of the members of the National Conference, as State offi-
cials, on the appropriateness or desirability of federal legislation on disclosure
in consumer credit transactions, the imminence of federal legislation makes de-
sirable that we render whatever assistance we can in helping to make such legis-
lation practicable and workable. :

The enclosed statement suggests various revisions in H.R. 11601 to that end.

Permit me: the following general observations if there is to be federal legisla-
tion on disclosure in consumer credit transaetions: : ) Sy

1. The legislation should have, to avoid question, the broadest constitutional
basis. We approve, therefore, of the invocation in H.R. 11601 of the constitu-
tional powers of the Congress to regulate the value of money as well as to regulate
commerce among the several States.

2. To serve their maximum useful purpose, disclosure requirements should be
uniform as to all classes of consumer credit transactions. We approve, therefore,
of the requirement in H.R. 11601 for equivalent annual percentage rate disclo-
sure with respect to all open end credit transactions. .

3. Also to serve their maximum useful purpose, disclosure requirements should
apply to advertising of consumer credit rates and terms. We approve, therefore,
of the theory, as distinguished from the substance, of the provisions in subsection
(j) of SEC. 208 on pages 15-17 of H.R. 11601. On the other hand, we are con-
cerned about the requirements. of that subsection and recommend the revisions
set forth in Item 14 of the enclosed statement as being less detailed; more clear

‘and unequivocal, and requiring no administrative machinery for their enforce-
ment. : )

4, Annual percentage rate disclosure requirements should apply to-loans secured
by a first mortgage or similar lien on real estaté. Otherwise, it becomes mean-
ingless to impose a requirement for inclusion in the finance charge of “an,\:
amount payable under a point, discount, or other system of additional charges’
as in SEC. 202.(d) of H.R. 11601 [at p. 5, Lines 2-31. in SEC. 3.(d) (1) of 8. 5
(Report No. 392) Tat p. 18, Lines 10-11], and in SEC. 3(d) (1) of FL.R. 11602
[at p. 8, Lines 11-12]. We approve, therefore, the provisions of H.R. 11601 requir-
ing annual percentage rate disclosure as to mortgage loans.
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5. Dollar, but noti rate, disclosure of closing costs of loans secured by a mort-
gage or similar lien‘on real estate should be required. See Item 5 of the enclosed
Statement. : [aitam T L e . £ et

6. The effective date of 'the legislation should be postponed at least until July
-1, 1969, except for ‘the provision granting authority to.the Board of Governors of
the Federal Reserve System to adopt implementing régulations, which should be
made effective upon enactment, to conform to S. 5 (Report. No. 392) and H.R.
11602. In addition, the Board should be given power to postpone the effective
date of the legislation for a 12-month period to encourage the States to enact
cgntprehensive consumer credit legislation. In this connection, it should be noted
that:

4. enactment of federal disclosure legislation will require a complete re-
view and revision by the States of their existing consumer credit legislation,
preferably along the lines of the proposed Uniform Consumer Credit.Code
to be promulgated by the National Conference of Commissioners. on Uniform
State Laws; | : ; :

b. The National Coiiference will be unable to complete the final draft of
its proposed Uniform Consumer Credit Code prior to mid-1968 for presenta-
tion to State Legislatures in their 1969 sessions; and

c. the Legislatures of some States do not have sessions, with plenary au-
thority, meeting in 1969 ; to enable and encourage the Legislatures of those
States to enact the proposed Uniform Consumer Credit Code, either the Board
‘should have power to postpone‘the effective date of the legislation until July
%, 1&)70, or preferably, the effective date of the legislation should be July 1,

970. '

Considerations' of ‘time have precluded the submission of this letter and the
accompanying statement to the members of the National Conference of Commis-
sioners.on Uniform State Laws or of this Special Committee for their approval.
Consequently, this Tetter and the accompanying statement must be regarded as an
expression of my personal: views, although I believe that the views expressed
will meet with the approval of the members of this Special Committee.

I shall be happy, if you wish, to meet with you or the staff of the Subcommittee
on Consumer Affairg and the Committee on Banking and Currency to discuss fur-
ther the ¢ontents ofithis letter and the accompanying statement.

We appreciate your request to comment on the above bill.

Very truly yours, : s :

e ALFRED A, BUERGER,
‘Chairman.

RECOMMENDED REVISIONS oF H.R. 11601

The following recommended revision of H.R. 11601 are submitted subject to
the accompanying letter of transmittal, dated August 25, 1967, to Hon. Leonor
K. Sullivan, Chairman of the Subcommittee on Consumer. Affairs of the House
of Representatives Committee on Banking and Currency.

The recommended revisions are divided into two classes, I and II. The Special
Committee believes that the recommended revisions in each class are equally nec-
essary and desirable, but has included in Class II revisions which might prove
controversial and hence might delay enactment of a “Truth in Lending Act” or a
“Consumer Credit Protection Act.” :

The supplementary comments following the recommended revisions further ex-
plain and elaborate upon the purposes and reasons for some of the revisions.

1

Item 1 ' : . . ‘

Page I—Title of Bill—Delete all after “A BILL” and insert: “To assist in pro-
moting the stabilization. of the economy and of the value of money. by requiring
disclosure of finance charges in connection with extensions of credit and ad-
vertisements therefor.”. . ¥ .
. Purpose of Rewision: 1. To conform title of bill to title of S. 5 and H.R. 11602;
2. to add reference to “stabilization of the value of money” so as to invoke the

constitutional powers -of the Congress to regulate the value of money; and 3. to
eliminate references §to provisions of H.R. 11601 proposed to be deleted.
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Item 2
Page 8, Lines 14—19—Sec. 201 (b)—Delete in their entirety. : .
Purpose ‘of Revision: 1. To' eliminate references to finding relating to provi-
sions of H.R. 11601 proposed to be deleted. 5 )
Item3 - s b . S
Page 4, Lines 11-12—Sec. 202.(c)—Revise to read: “chased primarily for per-
sonal, family, household, or agricultural purposes. The term does not include any
contract in”. . ’ ‘ s ‘
Purpose of Revision: To conform phraseology to that in Sec. 202.(b) at p. 4,

Lines 2-3.
Item 4 .
. Page 5, Lime 12—Rec. 202.(d) (1)—Revise toread :-
“(B) taxes; or 3 ]
“(C) charges or premiums for insurance against loss or damage to
' property related to a credit transaction or against liability arising out
of the ownership or use of such property; or
“(D) charges or premiums. for credit life and accident and health
S insurance ; and”. g ,
Purpose of Revision: To. conform to SEc. 3.(d).(2) of 8.5 and H.R. 11602, at
p. 13, Lines 18-22 of 8. 5 [Report No. 392], and p. 3, Lines 19-23 of H.R. 11602

Item 5 ’
Page 5, Lines 18-17—~8ec. 202.(d) (2)—Revise to read:

“(2) if itemized and disclosed under section 203, and if the credit is

secured in whole or in part by an interest in real property, the term ‘finance

. charge’ does not include amounts collected by a creditor, or included in the

credit, for, in addition to the duly itemized and disclosed costs referred to
__in clauses (A), (B), (C), and (D) of paragraph (1), the costs of”.

Purpose of Revision: 1. To require the disclosure of the dollar amount of clos-

ing costs on extensions of credit secured by an interest in real property; and 2.

to conform to the revisions proposed in Item 4, above.

Item 6 y B : . %
Page 8, Lines 3-17--8ec. 202. (i)—Delete in their entirety and insert:

“(i) (1) ‘advertisement’ includes any publication, printed matter, display,
broadcast, solicitation, or representation for the purpose or having the effect
of promoting or inducing,. directly or indirectly, .any extension of credit,

_consumer credit sale“or open end credit plan.
“(2) ‘an advertiserent, containing specific credit terms’ means any ad-
vertisement which states any of the following : P ;
“(A) arate or rates of finance charge ;.
“(B) the amount of finance charge ; or .
. "«(C) the amount of any installment or installments,” i
Purpose of Revision: 1. To broaden the definition of advertisement so as not.
to limit it to ‘an advertisement in interstate commerce or affecting interstate
commerce’ by taking advantage of the invocation of the currency powers of the
Congress in. SEc. 201.(a) ; and 2. to define more clearly what is prohibited so that
only criminal sanctions will be required for enforcement. . e .

Item 7 .
" Page 9, Lines 19-20-—Sec. 203.(b) (7)—Revise toread : '
© “(7) the finance charge expressed ‘ag an annual percentage rate, if the
amount of such charge is $10.00 or'more’;”. ' L :
‘Purpose of Revision: To conform to SEc. 4(b) (7) of 8.5 and H.R.'11602, at
p 17, Lines 22-24 of 8. 5 [Report No. 392], and p. 7, Lines 23-24 of H.R. 11602.

Item 8
Page 10, Line 25—Sec. 203.(c) (4)—Revise to read: ° :
“(4) the amount of the finance charge, unless the loan or other extension
‘of credit is secured by a first mortgage or other first lien such as'is commonly
given to secure advances on, or the unpaid' purchase price of, real estate
under the laws of the State in which the real estate is located ;.
Purpose of Revision: To eliminate as unnecessary the requirement for dis-
closure of the total dollar amount of interest charges on first mortgage loans for
personal, family, household, or agricultural purposes.
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Item 9 TR
Page 11, Lines 1-2-—8ee.-203. (e)(5)—Revise to read :
“(5) the finance charge expressed as an annual percentage rate, if the
amount of such charge is $10.00 or more ;”. :
- Purpose of Revision: To conform to SEc. 4.(¢) (5) of 8. 5 and H.R. 11602, at
D. 19, Lines 6-8 of 8. 5 [Report No. 392], and p. 9, Lines 6-8, of H.R. 11602. 3
Item 10 ) - :
‘Page 12, Lines 6-11—R8ec. 203.(d) (2) (C)—Revise to read : :

“(C) the method of determining the amount of the finanee charge, any
minimum or fixed amount to be imposed as a finance charge, and, if other
than a minimum or fixed charge, the percentage rate or rates per period:to
be used in computing the finance charge to be imposed and the amount of
balance to which each such periodic pereentage rate applies, and the equiv-
alent annual percentage rate of each such periodic percentage rate; and”.

" Purpose of Revision: 1. To eliminate the erroneous reference to “installment
open ed credit plan” ;2. to make clear that a minimum or fixed amount .of finance
charge need not be expressed as a percentage rate; 3. to permit the disclosure
of more than one percentage rate per period to be applied to specified balances
(as, for example, in New York, 1349 per month on the first $500. of balance and
19 per month on the excess of balance over $500.) ; and 4. to require equivalent
annual percentage rates to be disclosed as to all open end credit plan accounts.

Item 11

Page 13, Lines 1-10, Sec. 203. (4) (3) (D) (E) and (F)—Revise to read :

.. “(D) the amount of any finance charge added to the acéount .during ‘the
period due to the application of a percentage rate or rates, if any, and the
amount of any ‘finance charge added to the account during the period im-
posed as a minimum or fixed charge;

“(B) thebalance on which the finance charge was computed and a state-
ment of how the balance was determined ; i ,

“(F) if an amount was added to the account during the period due to the
application of a percentage riate or rates, the percentage rate or rates per
period used in computing the finance charge and the amount of balance ‘to:
which each such percentage rate applied, and the equivalent .annmal per-
centage rate of each such periodic percentage rate;”.

Purpose of Revisions': ‘ LA :

As to clause (D): 1.'To require, as do SEC. 203.(d) (3) (D) of H.R. 11601
and SEc. 4,(d)(3)(D) of 8.5 and H.R. 11602, separate disclosures of the
amounts of finance charge added 4. due to application of a percentage rate, and
b. s a:minimum or fixed charge, but to.avoid.any implication of a requirement.,
for disclosure of the total of the charges so added because such a requirement -
cannot be met by computers now in general use; and 2, where step rates are used
depending on the amount of balance (as, for example, in New York, where ceil-
ing rates are 1149 pér month on the first $500. of balance, and 19, per month
on the excess of balance over $500.), to require disclosure of both periodic per-
centage rates and the dollar amounts of balances to which they apply, -

As to clause (E): To reletter clause (F) of Src. 203.( d) (3) of H.R. 11601 to

conform to clause (E) of Skc. 4.(d) (3) of S.5and H.R. 11602.

As to clause (F): 1. To make clear that a minimum or fixed amount of finance
charge need not be expressed as a percentage rate ; 2. to permit the disclosure of
more than one percentage rate per period to be applied to specified balances (as,
for .example,.in New:York, 1149 per month on:the first $500. of balancesand 19
per month on ‘the excess of balance over $500.): and 8. to require equivalent
annual percentage rates to:be disclosed as to all open end credit plan accounts.

Item 12 i

Page 15, Lines 3—7—RSec. 230.(i) (1)-—Revise to read :

(1) (1) Prior to Jammary 1, 1972, whenever, ‘an ‘annual percentage rate is
required to be disclosed :by this. section, the rate may be expressed either as an
annual percentage rate, or as a dollars per hundred per year rate of the average
unpaid balance.” i y : ) ;
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dItem 13
Page 15, Lines 8-9—~8ec. 230. (1) (2)—Revise to read ;.

“(2) After December 31, 1971, all rates required to be disclosed by this seetion
shall be expressed as percentage rates.” FRRRAES o :

Purpose of Revisions (Items 12 and 13): To conform to Sec. (1) (2) of 8./5.
and H.R. 11602, at p. 23, Line 24 of 'S. 5 [Report No. 392], and p.. 14, Line 4 of
H.R. 11602. . ‘

Item 14 Lo S . ;
Page 15, Lines 10-25; Page 16, Lines 1-24; Page 17, Lines 1-3—=Sec. 208..(§)
and (k)—Delete in their entirety and insert: : ;
“(3) (1) No person in an advertisement containing- specific credit terms shall
state— ’ L

“(A) a rate or rates of finance charge unless expressed in terms of an

~annual percentage rate or equivalent annual percentage rate; or

“(B) the amount of any finance charge, which is not a minimum or fixed
amount imposed as a finance charge ‘under an open end credit plan, or,
otherwise, $10.00 or more, unless the annual percentage rate or equivalent

“annual percentage rate is also stated ; or : . S S
~4%(C) the amount of any installment payment unless the number, amount,
and due dates or periods, and the total amount of installment and other
~ payments are also stated; . :
“(2) No person shall state in an advertisement—

“(A) that specified amounts of credit or specified installment payment
terms can be arranged, nunless he usually and customarily. extends credit in
such amounts or upon such payment terms. ) i !

“(B) that, in a consumer credit sale, no down payment is.or will ‘be. re-
quired, unless he msually and customarily requires no partpayment.et the
price ; or e e :

“(C) that, in a consumer credit sale;, a down payment no larger than a
specified amount is required, unless he usually and customarily requires
down payments no larger than the amount specified. S

“(3) This subsection does not apply to any television or sound broadcasting
station or to any publisher or printer of a newspaper, magazine, or other form of
printed advertising, who broadcasts, publishes or prints an advertisement.”. -

Purpose of Revision: 1. To state clear and precise rules as to advertising which
can be enforced by criminal sanctions only ; 2. not to require so much disclosure.
in advertisements that the disclosure of the annual percentage rate or eguivalent
annual percentage rate will be lost in a maze of fine print and escape the atten-
tion of the reader or watcher; 3, in (j) (1) (C) to prohibit “a dollar down and
a_dollar a week” ‘advertising, without disclosing .the number, of weeks and the
total amount of installments ; and: 4.-in (J) (3), to make the ‘subseétion inap-
plicable to printers, publishers and broadcasters who past experience shows will
strenuously oppose any legislation which places upon them the burden of policing
the content of advertisements. L S
Item 15 : E : R

Page 17, Lines }—13—Sec. 203.(1) and (m)-—Delete in their entirety. .

Purpose of Revision: 1. To delete From  the ‘bill provisions for ceilings. on
finance charges and prohibitions against confession of judgment provisions which
many congider unwise and unconstitutional and which at the very Teast are highly
controversial. Many of our consumers are not eligible for sales or loan eredit at
189, per annum. Confession of judgment provisions in debt obligations must be
considered in the light of the entire package of creditors’ remedies and debtors’
rights in a particular jurisdiction. L M R LR ‘
Item 16 , S "

Page 17, Line 1}—Sec. 203.(n)—Revise to read: : .

“(k) The provisions of this section shall not apply to”. : i

Purpose of Revision: To reletter thig subsection to reflect the omission of sub-
sections (k), (1) and (m). : ; : ot
Item 17 ) o : N

Page 20—~Sec. 204.(e)—Revise Line 18 to read: “to advise and consult with it
in the exercise of its functions”. .

Purpose of Revision: To correct typographical error.
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Item 18 | 4 S e
Page 21—~8ec. 205, (b)—Revise Lines 16-20 to redd: Sl
“(b) The Board'is}lall by regulation exempt from the requirements of this title
any class of credit transactions which it determines are subject to dny State law
or regulation which, requires disclosures substantially similar.to those required
~ by section 208, and contains adequate provisions for enforcement.” - S
Purpose of Revision: To comform to Sec. 6. (b) of 8.5 and H.R, 11602, at p. 27,
- -Lines 16-21, of 8. 5 [Report No. 3921, and p. 17, Lines 21-24 ‘and p. 18, Lines 1-2.
- of HL.R. 11602. The formulation of Sgo. 6. (b) is considered preferable.

Item 19 : : s
- Page 22—8ec. 206.(a) (1)—Revise Line 4 to read : “any provision, except sub-
section (j),. of section 208, or any regulation issued thereunder, to disclose”.
Purpose. of . Revision: To. avoid application of civil penalties to violations of
subsection (j), relating to advertising. Otherwige, conceivably, anyone who reads
a newspaper or magdzine or listens to or sees a radio or television broadeast con-
taining a noncomplying advertisement might have the right to recover the
prescribed civil penalty of $100 plus attorneys’ fees. Moreover, a subsequent dis-
closure to a:buyer or borrower otherwise fully complying with the title might
not negate his possible right to recover the civil penalty based on a nondisclosure
in an advertisement.. i ; :

Item 20 - ; s . : . .
" Page 22—~Rec. 206, () (2)—Revise Line 13 to read: “amount less than that
-required to be disclosed by any provision, except sqbsectxion (j), of section 203",
Item 21 j i R . B
Page 2}, Lines 6-25; Pages 25-38, Page 383, Lines 1-8—~Sec. 207., Bec. 208: and
Sec. 209.—Delete in their entirety. . e :
Purpose of Revision: 'To avoid further controversy and delay ‘in the enact-
ment of a *“Truth’'in Lending Act” or a “Consumer Credit Protection Act”. ‘ ‘
Item.%';_:ﬂ S - i v S ‘ ‘ '
~Page 33, Line 5—~8ec, 210.—Renumber as Sno. 207. R T L
Purpose. of Rewvision: To reflect omission. of Suc. 207., Sec. 208.; and SEc. 209.
Item 23 gt R ST E N
Page 33, Lines 17-18—Sec. 211—Revise to read: S T SR
. .'SE0.. 208. The provisions of t] is title shall take effect on July 1, 1969, Pro-
wvided, That the Board may by regulation postpone the effective data of this title
for an additional twelve-month period on‘the basis of a finding that such a post-
ponement is required, to enable one, or more States to endet. a’ comprehensive
revision and modernization of ‘its laws for the regulation. of consumer credit,
including provisions requiring disclosures as to credit transactions substantially
similar ‘to those required by section 203 of this title and containing adequate
provisions for enforcement, to take effect on or prior to the effective date of this
title, and Fusrther Provided, That sgction 204 of this title shall take effect imme-

diately upon enactment.”. . . ... .o o T T

. Purpose of Revision;: 1. To conform the effective date of the title to the effective
date of 8.5 'and H.R. 11602:; 2. to make the powers of the Board to adopt imple-
menting regulations: effective immediately ; and 3, to.enable;the .Board to post-
pone: the effective. date of the ‘title by -twelve months and thereby to encourage
those: States, which do-not:have annual sessions of their Legislatures with ple-
nary authority, to.enact a comprehensive revision and modernization of its laws
~for the regulation of consumer credit. [Note:: The Uniform Consumer: Credit
Code, proposed by the National Conference of Commissioners on Uniform State
Laws, will not be ready for introduction in State Legislatures until Legislative
sessions beginning in 1969.] ¢ RS I G R 6 T

Page 33, Lines 19-25; Pages 8}=41—Delete in ‘their: entirety.

Purpose of Revision: To avoid further controversy and delay in the'énéé‘tlllrl\ént

ofa “Truth in Lending Act” or a “Consumer Credit Protection Act.”
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\ 1
Ttem 25 ;
~Inlieuof1$ems7and9:, . B T I R A, .
Page 9, Lines 19-20—~8ec. 203..(b) (7)—Revisetoread: . o ‘ ;
“(7) the finance charge, expressed as an annual pen¢entage,rat‘e, if the
amount of such charge is $25.00.0r more;”. - ’ AR )
Page 11, Lines 1-2—S8ec. 203.(c) (5)—Revise to read: : R
“(5) the finance charge expressed as an annua ‘percentage rate, if the
amount of such charge is $25.00 or more;”. SR e
TIn liew of subsection (§) (1) (B) of Sec..203. as proposed in Item 4 :
“(B) the amount of any finance charge, which is not a minimum or
fixed amount imposed as a finance charge under an open end credit plan,
or, otherwise, $25.00 or more, unless the-annual percentage ‘rate: or
equivalent annual percentage rate is also stated; ox™: - - ol
Purpose of Revisions: To increase from $10 to $25 the amount of finance charge
. which need not be disclosed as'an annual percentage rate. It is believed that the
reasons for exempting from an annual percentage rate disclosure requirement of
a finance charge of $10 or‘more apply equally to a finance charge of $25 or more.

SUPPLEMENTARY COMMENTS
RE ITEM 4’

Item 4 proposes to amend Sec. 302;((1) (1) ‘to exclude from thé definition of
“finance charge” charges or premiums for insurance against loss or damage to

-property related to a credit transaction or against liability “arising: out of ‘the

ownership or use of such property and charges or premiums for: credit life
and accident and health insurance, to conform to SEc. 3.(d)(2) of 8. 5 and
H.R. 11602. : e Gaaly &
The following excerpts from 'the transeript  [hereinafter ‘called “8. 5
Transcript”] of the hearings on “Truth in Lending—1967” before the Subconi-
mittee on Financial Institutions of the Senate Committee' on Banking and
Currency relate to this proposal: SR : . :

FXOERPTS FROM' STATEMENT OF WILLIAM J. PIEROE, PRESIDENT OF NATIONAL CON-
FERENCE OF COMMISSIONERS ON UNIFORM STATE LAWS, AT PAGE 285

«5. The amount of credit service or finance charge to be included in the base
for computing a uniform time rate to be disclosed should comprise only items
like ‘pure interest,’ compensation for ' the creditor’s risk of not ‘being - paid,
and service charges. for the, credit extension and should not include - other
charges not directly related to these items. . e e v

“The credit service or finance charge should not include such items as govern-
mental fees and taxes and insurance which is of benefit to the debtor. These,
of course, must be carefully defined and jimited in order to prevent possible
overreaching. Their itemized disclosure,. both - as_ to.nature and dollar  cost
involved, should be required. It is the opinion of the committee at this time y
that inclusion of charges not attributable to the cost of ithe credit in the credit
service or finance charge would make a time rate comparison meaningless.

“For example, if these items are included -in. the eredit service or -finance
charge, two auto dealers quoting the same total charges -would :be required to
quote the same time rate although one dealer’s total charges: include insurance

and the other dealer’s only the credit service.or finance charge.”

EXCERPTS FROM STATEMENT OF HON. J. L. ROBEBTS‘ON,‘ VICE: CHAIRMAN OF THE .

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, AT PAGE .665 - i,

“pYCLUSION FROM FINANCE CHARGE OF INSURANCE PREMIUMS, TAXES, AND :
‘ ' OFFICIAL FEES '

“One of the issues that has proved troublesome during these hearings has
béen the question of how to treat insurance premiums on policies taken out
by borrowers as a condition of, "and covering the amount of, the credit
contract. * * ¥ : } . Pl

«The fact Temains; however, that any insurance provides a benefit to the
borrower over and above the use of credit. To require that the finance charge
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include insurance premiums would overstate the actual charge for credit.
Therefore, we think that the cost of any kind of insurance is not properly’
regarded as part of the finance charge, and should be specifically “excluded
in 8. 5. Similarly, we feel that the statute should specifically exclude official
fees and taxes from the finance chrage, since generally ‘they benefit neither
creditor nor borrower, are not within their control, and are the same regardless.
of the source and terms of the credit, Both types of charge should be required
“to be itemized among the nonfinance charges that must be disclosed pursuant
to section 4(a) (4).” :

: ‘ RE ITEMS 6 AND 14

Item 6 proposes to define “advertisement” and “an advertisement containing
specific credit termg”; Item 14 broposes to impose requiremnets for advertise-
ments. These provisions follow generally the provisions relating to advertising
in Sections 2.303. and 3.303. of the Second Tentative Draft of the proposed
Uniform: Consumer Credit Code, appedring at Dp- 781 and 745 of the . 5 Tran-
seript. i .

RE ITEMS 7 AND 9, AND PROPOSED SUBSECTIONS (J)(1) (B) OF SEC. 203. IN ITEM 14

These Items propose to ‘eliminate requirements for the expression of the
finance charge as an annual percentage rate and for any similar disclosure in an
advertisement, if the amount of the finance charge is $10 or more. -

The following excerpts from. the 8. 5 Transcript relate to these Items:

EXCERPTS FROM STATEMENT OF WILLIAM: J. PIERCE, PRESIDENT' OF . NATIONAL CON-
FERENCE OF COMMISSIONERS ON UNIFORM STATE LAWS, AT PAGES 285286 :

“6. Where the amount involved in the credit transaction is relatively small
and has a short maturity, time rate disclosure is meaningless. and- only: dollar
disclosure should beé required. For example, consider the sale of g $60 vacuum
.cleaner with a minimum $10 credit service charge and a-total time price of $70
payable in 8 monthly installments of $8.75 each. To be told that the credit sery-
ice charge is at the rate of $25 per hundred of principal per year or 42.6 percent
per year does not help the customer in making a value judgment.” .

STATEMENT OF HON, J R. liOBERTSON, VICE CbHAIRMAN OF THE BOARD OF GOVERNORS.
OF THE FEDERAL RESERVE SYSTEM, AT PAGES 663 AND 664 :

“Exj.«:MPTmN OF SMALL CREDITS AND CHARGES

“I am sure that h‘on§e of us wants to press disclosure of credit costs to the point
where borrowers are denied access to credit at any price. But there is one.area
where disclosure of an annual percentage rate might do just that. In a closed

of handling the transaction. However, he may be understandably reluctant to
disclose the very high rate—perhaps 50 or 100 percent—and might decide in-
stead simply to discontinue this type of credit transaction.

“For some borrowers, unable to obtain open-end credit accommodation or not
having access to small cash loang, the need to make relatively small purchagses
on credit may be great indeed. It may also be argued that a small finance
charge—in dollar amount—is not of great significance to the credit user re-

T

gardless of the effective rate of ﬁpance charge. Therefore, we would be disposed
disclosure requirements. But we think Congress should make the decision and,
if it agrees, should ineorporate the specific exemption in S 5.7

RE - ITEM 23

Item 23 proposes to renumber SEC. 211. as SBC. 208, and to revise it to. pro-
vide: July. 1, 1'969' as the effective date of the legislation, and to grant authority

fective date to July 1, 1970.
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The enactment of the legislation by the Congress will provide a tremendous
impetus. to the revision and modernization by the Stédtes of their consumer credit
- laws. . : i
The National Conferetice of Commissioners on Unifotin State Laws believes
‘that its proposed Uniform Consumer Credit Code will provide the best vehicle
for such a revision and modernization. X

The scope of the proposed Code and the protéction it will give consumers are
indicated by the Second Tentative Draft which appears in the transeript of the
“Truth in Lending—1967” hearings of the Subcommittee on Financial Institu-
tions ‘of the Senate Committee on Banking and Currency, beginning at page 717.

The proposed Code will not be completed until August 1968 nor ready for in-
troduetion in State Legislatures until their sessions in 1969.

Unfortunately, not all State Legislatures meet in plenary sessions in 1969 ;"
some will not meet in such sessions until 1970.

Consequently, to encourage maximum State enactment of the proposed Uni-
form Consumer Credit Code, either the effective date of federal legislation to
require consumer credit disclosure should be postponed until July 1, 1970, or the
‘Board of Governors of the Federal Reserve System should be given authority to
postpone the effective date until that date. ;

RE ITEM 25

We strongly recommend that the exemption from annual percentage rate dis-
closure requirements be increased from $10.00, as in 8.°5 and H.R. 11602, to
$25.00. When smaller amounts are involved; an annual percentage rate becomes
meaningless and more confusing than helpful to the consumer. The discussions
of the Second Tentative Draft of the proposed Uniform Consumer Credit Code
in the Committee of the Whole of the National Conference of Commissioners on
Uniform State Laws support this recommendation. .

STATEMENT OF PAUL J. KREBS, EXECUTIVE DIRECTOR, OFFICE OF CONSUMER
PROTECTION, DEPARTMENT OF LAW AND  PUBLIC SAFETY, STATE OF 'NEW
JERSEY K L

Madam Chairman and members of the subcommittee, I am grateful for this
opportunity to submit a statement attesting to the excellent beginning made by
this Consumer Credit Protection Act in affording some measure of relief to the
consumers from the predatery practices that have been common in the con-
sumer credit field. I-have deliberately chosen the word beginning because I feel
this measure, however excellent, is just that—the first step on a long road to
careful and considered consumer protection. I have every confidence that, given
this good beginning, the Congress of these United States can take all of the
steps that are necessary to make credit a useful tool of both the consumer and
the business economy.

I believe the need for truth in lending legislation has been attested to by the:
statements of hundreds of qualified men’and womien who have appeared before
your:Subeommittee. I will not belabor this point because I believe it has been
very well documented that the need for such legislation cannot be overestimated.
I believe that most ethical business concerns have recognized the need for this
legislation as a self-protective device. There are only so many dollars in the
economy. Every dellar that is siphoned off by unethical credit merchants is a
dollar lost to legitimate and ethical financing institutions. Moreover, those who
have strived to remain ethical must recognize this measure as a means toward
ending the unfair competition which they face from less ethical financiers.
Businessmen would be secure in the knowledge that higher cost competitors can-
not lure away their customers with deceptive credit information.

I should like to devote the bulk of my statement to pointing out the strengths
and weaknesses of H.R. 11601 and suggesting how further legislation or amend-
ment to the present bill can afford truly effective protection to the consumer.

DISCLOSURE PROVISIONS

The provisions of H.R. 11601 which cover the. disclosure in writing of all
possible charges, expressed both in dollar amounts and annual percentages, of
consumer credit sales, extensions of credit and open end credit plans are com-
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-prehensive and show a fine understanding of the problems attendant to.each
of the three separate forms of financing. The mclusmn of open end credit plans,
a form of credit which is becoming prevalent in our economy, is probably the
most significant step taken by this measure. Moreover, the inclusion of “service
-and carrying charges” in the definition of ‘finance charge’ should insure that
no form of charge account plan can escape regulation under this act. The open
end credit plan is one of the most unregulated forms of credit common to today’s
marketplace. Under no circumstances should it be deleted from this bill, or lost
during conference with the Senate.

- CREDIT RATE CEILING . .

The sponsors of ﬂhls Act show great courage and: understanding of the con-
sumer credit field m limiting any finance charge to 18 per centum per annum,
This is a fair rate :t'or small loan companies whose risk is high. Even greater
courage would have' been demonstrated, however, if ‘the maximum for open end
credit plans was ﬁXed at 129, and if the maximum for consumer credit sales
was fixed at 8%. The same fine understanding of the three forms of credit
that is displayed in those provisions regulating disclosure. of finance charges
has, unfortunately, been lost by the imposition of a'single, inflexible national
ceiling on all interest rates.

WAGE GARNISHMENTS

I can not be too’ strong in' my support for the provision which abolishes wage
garnishments. The practice of garnishmént is the only remaining vestige of the
archaic system that' began with debtor’s prisons. Legitimate businesses have
long ago learned how to collect funds without relying on garnishment. The
device of garnishing wages has fed the growth of. unscrupulous merchants.
They readily extend credit to workers who are obviously ‘already over-extended
only because they know they have a guaranteed method for collection.

REGULATION OF ADVERTTSEMENTS

So far, I have addressed myself, in the main, to the strengths of this measure.
As T see it, there are three major shortcomings as the bill is presently written.
I would urge that serious consideration be given to amending provision (D)
of Section 203 (j) (1) so that time’sale differential is substituted for time
sale price. If this Act is to insure “that the consumer will be able to compare
more readily the various credit terms: available to him,” then the advertisement
of finance charges is perhaps even more important than is disclosure at the
time of the sale. The disclosure and advertisement of time sale differential
means that the congumer is advised of the exact dollars and cents cost of the
finance charge. Time sale price is a total of the cash sale price plus the finance
charge and can be misleading. This error should be corrected as soon as possible.

SUBSTITUTE LANGUAGE

The second shortcoming of thig bill is contained in Section 202: (4) ‘(f) on .
Page 14, lines 10 through 13. This Section allows the-creditor to word his dis-
closure of rates in any language he so desires, as long as it “conveys substantially
the same meaning.” Who is to determine whether or not his substitute language
does indeed convey 'substantially the same meaning? Is he the one to decide or
is the consumer? Consumers today are confused enough ‘without letting -every

- businessman decide on his: own terminology for basically the same technical
credit transaction. Every business should have to use the exact same terminology
as any other business in disclosing or: advertising credit rates, fees, etc.

Let me give you an example of how consumers can be confused by technical
termmology Usually, when a used car is being sold in the same condition as it
was in when omgmally bought by the used car dealer the contract is marked with
the words “as is.” Reeently we had a complaint in our office where such an auto-
mobile was sold with the contract marked “as traded.” The dealer insists that
‘“as traded” conveys the same meaning as does the words “as is.” Our question
is, conveys to whom? He may have understood what he meant, but it was pretty
obvious that the purchaser had no idea what these words means. There should
be no objéection to requiring that all technical termlnology be standardized. I
strong’ly urge that lmes 10 ifhrough 13 on Page 4'be ehminated
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ADMINISTRATION

The third shortcoming of this bill concerns the provisions for administration
and is, if possible, even more important. What good is a law if the agency chosen
to administer it has neither the staff nor the consumer experience necessary for
fair and efficient enforcement. As this bill is presently constituted, a consumer

- can obtain the-allowed civil penalties only by hiring an attorney and filing suit
in a United States District Court. The Board of Governors of the Federal Reserve
System can issue regulations and can Serve orders requiring persons not to
engage in the violation, but they have no authority to prosecute for criminal
Ppenalties. Criminal penalties are enforced by the Attorney General. L

Would it not be far simpler and much more effective for Congress to establish
a national Office of Consumer Protection within the Department of Justice? The
staff of this office would be devoted not to banking interests but to consumer
interests and consumer interests alone. They would have the expertise in con-
sumer credit needed for fair and eflicient administration and all of the criminal
and civil penalties could be enforced. by one agency. I am not suggesting that the
civil jurisprudence system be abolished, but I'm suggesting that this office have
the authority to file civil suit on behalf of indigent complainants. -

The effects of administration by one agency are readily apparent. There would
be no mounds of infamous Washington red tape for the average ‘consumer to be
bogged down in. There would be created an effective one-stop agency to which
the consumer could go with his credit problems. If this measure is totally
intended to aid and protect the consumer, then the present provisions for admin-
istration must be changed.
: ) : FUTURE LEGISLATION

I began this statement by calling the Consumer Credit Protection Act a begin-
ning. Let me now enumerate a few of the many other steps which it is necessary
to-take before credit can truly be a useful tool for the consumer. :

* Computation of interest rates

It-has been our experience in the New Jersey Office of Consumer Protection
that even where the consumer knew full well the annual interest rate and dollars
and cents. cost of his loan, he experienced great difficulty in checking the ac-

~curacy of the monthly calculations made by the finance company for each pay-
ment. Let me. illustrate this problem. Recently a new small loan act went into-
effect in the State of New Jersey. It requires disclosure of interest stated in
annual terms and dollars and cents. A member of my staff, who is expert. in
such calculations, put herself in-the position of a consumer who goes to one of
the finance companies covered by this new act and borrows $1000 for two years.
The manager of the company informs her that the interest .rate -is calculated
monthly and that the total unpaid balance can be paid at.any time. Monthly
payments are quoted at a figure of $52.57 without creditor life insurance. As
An average consumer, she would like to know whether this is the proper monthly
bayment so she sits down and attempts to compute it herself. After six hours

'of work with the computer she was still $17.24 in error. I ask you, gentlemen, if

~any of you, educated and intelligent men, could compute the accuracy of the
quoted -monthly payment? If you ean not.and if my staff member could not, how
do we expect the average consumer to be able to do so. H.R. 11601 proyides that
the United States rule of actuarial method be used to calculate the normal annual
rate. It is-my contention that in order to ensure that the borrower not be cheated
when his payments are calculated, that he be given a copy of this actuarial com-
putation at the time his loan is transacted. : 2 : B

I can not emphasize how important these calculations are. The majority of
complaints handled by our Office of Consumer Protection against finance com-
panies concern the computation of interest and clearly reveal that almost no

consumer couldmake such calculations himself; Sl
Holders in dué course S (0 R :

A major problem faced by consumers in credit transaction comes because of
the lack of legislation regulating holders in due course, A holder in due course
is a third party to.a transaction who handles nothing Jbut the finaneing of an
installment contract. | Vores e Wit S RN S

Let us assume that I, as a consumer, contract for home improvements to my
house. Mr. Smith, the contractor and I enter into a credit agreement.. Unknown
to me, Mr. Smith thereupon turns around and discounts this installment con-

83-840—67—pt. 2——19



872 " CONSUMER CREDIT ‘PROTECTION ACT

tract to a third party, a licensed financing institution. Mr. Smith gives me a
warranty on construction materials and workmanship for three years. :
A year and a half later, Mr. Smith has gone out of business and I have holes
in my roof. Since I can no longer contact Mr. Smith but I am 'still making
payments to the financing institution, I go to them and seek remedy. The man at
the financing institution tells mehe is very sorry but handles only the financing
and if the workmanship and materials have not performed as’ promised, there
i absolutely nothing he can ‘or will :do. T stillowe $2100 for work under war-
" ranty which no one will repair fore me. L o : :
“iThis situation is the most common complaint we face in the New Jersey Office
of Consumer Protection. It is my strong belief that if a financing institution is
- going to make a profit—and they do—out of a transaction, then' they should
" also share the responsibility for that transaction. If such a regulation were in
‘force, we would $oon find financing institutions making the same’ requirements
for discounting installment contracts as they now do for personal loans and
mortgages. Since!they now have absolutely no responsibility for the work per-
formed by the contractor, they buy paper from ‘anyone who has paper to sell.
It is a shameful practice which'is common among the most respected, upstanding:
and ethical financing institutions in our country. i ik L
‘T strongly recommend Federal Legislation that will abolish the holder in due
course and make the financing institution as responsible as the contractor for the
work done. S L S B
Seven year installment contracts. } , B
While I am on the subject of home improvements, let me also suggest that a
national eeiling should be placed on the number of years in which an installment
contract can be financed. It is presently common practice in New Jersey and many
other states, for home improvement installment’ eontracts to run as long as T
years. Let’s consider for a moment what effect these 7 year contracts have upon
the consumer. In the first place, many would never have entered into the contract
in the first place if they had understood how much money it would cost them over -
a seven year period. Mr. Smith is approached by Mr. Jones, a home improvement
contractor. Mr. Jones suggests that what Mr. Smith really needs is a finished
basement in his house, at a ‘cost of $4000. Mr. Smith protests that he can not
afford such a construction job. Mr. Jones claims that he can. After all, the pay-
ments would only be $70 a month. Using high pressure tactics, Mr. Jones man-
ages to convince Mr. Smith that he can afford to make such improvements to his
. home. Only ‘after a completely binding and legal contract is signed, does Mr.
Smith realize that he is indebted for 7 years at 7% per annum-—or total interest
cost 6f 499. It will cost him $1960 to finance this home improvement job worth
$4000. If the 7 year contract were not available to him;, I am, sure Mr. Smith
would never have'gotten himself so deeply in debt. , S
Let us now take a'look at Mr. Smith five years later. He was given a 48 month
warranty on all construction materials and workmanship. The warranty is now
expired and now the finished basement needs more work, He still has two years
to go, or a total of better than $1700 to pay on the original job. But the original
job is no longer good enough. . : B
I strongly believe that if a man can not afford to pay for work done to his"
home in 5 years %l/.‘ less, then the work should not be done. I urge that Federal
legislation be enacted placing a national ceiling of five years on the length of any
installment cdntrgct or personal loan. R ! 5 e

Indentures I i e
In many cases finance institutions require deslers to obtain signatures of con-
sumers to second mortgages-on their homes as security for a loan or installment
contract. The title of this piece of paper which they sign is “Indenture.” Few
“ consumers know the significance of this document and most are not apprised of
the fact that it is actually a second mortgage on their home. I'strongly suggest
that legislation be enacted to require all mortgages be entitled “mortgage.”
_MadamChairman, I want to thank you for the opportunity of submitting testi-
mony expressing my views on H.R. 11601 and future needs. I am sure that Con-
gress will pass this Bill and will soon recognize the need for the other legislation
: recqnmendations which I have made. The citizens of New Jersey are extremely
gratified with the efforts of you and your committee to enact long overdue re-
forms in the field of consumer credit. :
Thank you verg much.

i
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- STATEMENT OF THE AMERICAN INDUSTRIAL BANKERS ASSOCIATION

The American Industrial Bankers Association is a national trade organization
of sales finance companies, industrial loan companies and small loan companies.
‘We have approximately 425 member companies with some 8,500 offices. Some of .
our members only have one office, some have several hundreds. ) :

The sales finance companies primarily buy documents involving credit trans-
actions (paper) from dealers. The industrial loan and Morris Plan companies
make direct loans in larger amounts to the consumer; they also (where per-
mitted by state law) issue certificates of investment or indebtedness to those
‘wishing to invest in their operations. The small loan companies make direct loans
to the consumer, but usually on a smaller scale than do the industrials. -

The total dollar outstandings of the companies and individuals who are mem-
bers of AIBA currently average about 20 billion dollars a year. In other words,
the members of our association are engaged in the consumer credit business and
any legislation dealing with consumer credit will have a direct effect on the busi-
ness of our member companies. ! : S A

In presenting this written statement with regard to ‘H.R. 11601 and other re-
lated bills, we want to make it clear from the outset that the American Indus-
trial Bankers Association strongly favors the full disclosure of ‘the terms of all
consumer credit transactions. Moreover, we feel that such full disclosure should
be in language that consumers can easily understand. Finally, full disclosure
should be made in a manner that is not at variance with the normal practices
with respect to the particular kind of transaction involved. : S I

In our Senate testimony on §.5, we have already expressed our views with -
respect to the preferability of State action, rather than Federal, on the subject of
consumer credit. In view of the role of the States in this field, we do not think
‘Federal legislation is necessary. ! .

Most states today, have laws that regulate and control the type of credit trans-
actions handled by various companies that are members of this association. We
do not believe that the superimposing of Federal regulation on top of existing
state regulation will help. Neither do we feel that Federal legislation requiring
the merchant, the dealer, the finance company, or the bank, to state the charges
involved in a credit transaction, on an annual percentage rate, will help the con-
sumer make more intelligent decisions about the use of credit. We fail to see how
the passage of a Federal law of any kind is going to cause the consumer to use
any different common sense than he has been using all along. Good judgment and
education cannot be legislated !

In addition, as this subcommittee is fully aware, there has been in progress
for several years a detailed study by the Commissioners on Uniform State Laws
to determine if a Uniform Consumer Credit Code should be established through-
out the fifty states. Particularly in view of the pendency of this project, we feel
that the passage of any Federal legislation at this time is unwarranted. We be-
lieve it would be for the best interests of all concerned for Congress to wait and
see the results of this study—which will become available, in final form, in the.
near. future. : g -

As this subcommittee is no doubt aware, this Association opposed 8.5 in the
form it was originally introduced. We testified before the Senate Subcommittee
on Tinancial Institutions setting forth our reasons for this opposition: We
watched with a great deal of interest the progress this bill made as it moyed from
subcommittee to full committee to the floor of the Senate. We had naturally
hoped the bill would not pass as we still feel such legislation is not necessary.
However, in fairness to all concerned, we must state that S. 5, as finally passed
by the Senate, is a much better bill than it was when first introduced.

We would also be less than candid if we did not add to this statement that
we feel there are one or two provisions of H.R. 11601 that we feel would improve
8. 5. We agree with Mrs. Sullivan and those who have been advocating this type
of legislation for many years that if a TFederal Act is passed it should cover
every segment of the consumer credit industry. Therefore, we feel that provisions
for open-end credit, along the lines provided in H.R. 11601, should be added to
S. 5. We also feel that mortgage credit, whether first or second, should be added
to 8. 5. : !

Having said this, however, we must keep the record straight by expressing
our opposition to some of the other provisions of H.R. 11601 that differ from
S. 5; namely : A Federal usury statute—a statute imposing a ceiling on rates to
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be charged; a Federal statute pertaining to garnishment and confegssions of
Jjudgment ; and the provision giving the Executive Branch new authority of the
Regulation W type. It is our firm belief that these matters do not belong in a
bill pertaining to full disclosure. . ) i -

In addition, we can see no reason for the establishment of a National Commis-
sion on Consumer Affairs, If 8. 5 or a similar bill should pass both Houses, we
feel the Federal Réserve Board can sufficiently administer such an Act without
creating an additional agency.

It has been suggested by some that we in the finance industry are not concerned
about the consumer, that all we really are interested in is making a profit.
Anyone who makes such a statement just doesn’t understand the business world.

No one is more interested in the consumer than are members of the American
Industrial Bankers Association. Our livelihood depends on the consumer. being
satisfied, on his being treated right, on his being fully informed, If the consumer
is unhappy, dissatisfied or doesn’t understand what he’s doing, he is going to stop
dealing with our companies. When this happens, there just won’t be any finance
business, any finance business profits, or any tax revenues based on such profits.

 Hveryone is a consumer—without exception—and the consumer is capable of

spe‘aki,ng‘f\or’ himself, He does this daily as he goes about buying merchandise
and services that he wants. The American consumer is capable of speaking for
himself and he does in any many ways. i

Nowhere: on earth do consumers have access to the quantity, quality, and
variety of consumer goods, services and credit as is available to the American
consumer—and at prices he can afford. This has come about because the con-
sumer is satisfied. When millions of consumers -are buying billions of dollars
worth of merchandise and services on time, somebody, someplace, is not too
unhappy. ; -

Once more we repeat, we remain opposed to Federal regulation of consumer
credit. We are convinced that any problems that may exist in this field can most
appropriately be solved at the state level. However, if such legislation is passed
by Oongress we strongly urge that it be kept as simple as possible and as

“workable as possible. We firmly believe that S. 5, with the few changes we have
outlined above, would be such a bill. :

- STATEMENT 01}' THE NATIONAL 'AUTOMOBILE DEALERS ASSOCIATION

- The National Automobile Dealers Association appreciates the opportunity to
present its views on!H.R. 11601, the “Consumer Credit Protection Act”, and the
related bills being considered by this Subcommittee, including 8.5 as approved
by the Senate‘on July 11, 1967. : .
- “NADA is a national trade organization whose membership comprises approxi-
mately 22,000 franchised new car and truck dealers engaged in the retail sale
and: service of all ‘makes of new cars and trucks, both domestic and foreign,
including farm implement dealers. Dealers in every State and Congressional
District in the United States are included in our membership which is com-
‘posed of 69 percent of the franchised dealers in'thig country. As such, we are
‘vitally interested in the various legislative proposals presently before this Sub-
‘committee which, if enacted, will directly and significantly affect the daily busi-
" ness operations of outr members. ‘ SRR

At the outset, we should like to point out that NADA has in the past opposed

‘enactment of so-called “Truth-in-Lending” bills and continues to feel that the
proposed legislation is unnecessary. for reasons spelled out in detail in its state-
ment of May 12, 1967, on 8. 5 to the Subcommittee on Financial Institutions of
the Senate Banking and Currency Committee. However, lest our position -be
misunderstood, it'should be emphasized that this Association has always favored
a truthful and complete disclosure to a purchaser of all pertinent details of the
transaction, including finance charges and a detailed itemization of all other
costs and charges, But we have advocated that the full disclosure of the ele-
ments making up the total cost should be expressed in the medium which is
most comprehensible to the purchaser—in terms of dollars and cents, rather
‘than as a percentage rate. B

'We believe that 8. 5 as passed by the Senate is a more workable measure than
‘the bill: as originally introduced. 8. 5 could be further improved by amend-
ments which we will outline later in this statement. ‘
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It is also our belief that certain concepts contained in H.R. 11601 would go
far to strengthen 8. 5. In this regard, we especially commend Mrs. Sullivan and
her cosponsors for incorporating the principle of “Truth-in-Credit Advertismg”
in H.R. 11601 and for the elimination of the exemptions provided in §. 5. for
open-end and revolving credit, and first mortgage credit.

Our recommendations for improvement of S, 5 are set forth below. .

1. Exemption for Open-End Credit Plans and First Mortgages.

One of the basic contentions of proponents of the legislation has been that it
would give consumers a uniform yardstick to compare consumer credit costs.
Yet, as passed by the Senate, S. 5 exempts most open—end credit plans from
the requirement that finance charges be disclosed in terms of an annual per-
centage rate.

Under 8. 5, creditors offering “open-end” credit need dlsclose an annual per— :
centage rate, basmally only in connection with plans (1) involving a secumty
interest or (2) in which less than 60 percent of the unpaid balance at any time
outstanding is repayable within twelve months. This exemption gives a pre-
ferred position to a substantial portion of loan credit and the very largest part:
of the credit extended by the large national merchandising chains, thus placing.

automobile dealers and other small merchants at a severe ‘competitive disad- :

vantage. To cite but one example, dealers compete dxrectly with many large
chain stores in the sale of tires, batteries and accessories, as well as automobile .
service. In this area of competition, the preferential position given such stores
in_quoting monthly percentage rates for finance charges would present obvious.
and potentially disastrous consequences to dealers required to state such chargesﬁ_
in terms of an annual percentage rate.

There is no justification for this ‘“special favor” treatment for the: fastest
growing segment of the credit industry. The exemption in §. 5 of revolving
credit plans of large retailers represents outright legislative. discrlminatmn'
against small businessmen such as auto dealers who must compete against glant,
chains which can afford the complex computer Systems, credit departments and
the like required for efficient and economical open-end systems—a luxury far be-
yond the limited means of the small merchant.

H.R. 11601 recognizes thig inequity and restores comparability of credit costs'
by rejecting the Senate bill’s exemption for open-end credit. :

We fully subscribe to the following remarks of J. L. Robertson, V1ce Ghan‘-,,
man of the Board of Governors of the Federal Reserve System, on this matter m
his statement before this Subcommittee on August 7:

“In ‘eliminating the revolving credit exemption, the sponsors of HR. ‘11601
have recognized the importance of providing consumers with a standardized
method of comparing ‘credit costs, and have avoided givmg one type of creditor '
an unfair competitive advantage over another.” '

‘For Similar reasons, we believe that first mortgage cred1ts should not b6’ ex-
empted from the bill, as is done by 8. 5, but should be covered, as prowded m‘
H.R. 11601.

2. Treatment of Ingurance Premiums.

Under both 8.5 and H.R. 11601, all insurance charges must be fully dls-
closed. Section 8(d) of S. 5 expressly exempts: from the definition of “finance
charge” amounts collected by a creditor or included in the credit for filing fees,
taxes and insurancé if they are itemized and disclosed to the obligor. Section
202(d) (1) of H.R. 11601 apparently includes in the deﬁmtlon of the finance
charge

g“(C) charges or premiums for insurance against loss of or damage t0'
property related to a credit transaction or: against liability" amsing out of.
the ownership or use of such property; and (D) charges or premiums for
credit life and accident and health insurance.” (Sec. 8(d) (2) (¢) and (d) of

The co)nsequences of such inclusion are most serious. The definition of “finance
charge” in 8. 5 was designed to conform closely to state law concepts because
the draftsmen of S. 5 recognized that expansion of the concept of “finance
charge” would only confuse consumers.

Differences between applicable state law and the concepts ‘of the bill magnify
the issue of Federal preemption and prevent the reconcilation of state and
Federal disclosure laws now contemplated by Sections 203 (g) and 205(a) of
H.R. 11601.

‘There was no suggestion in the hearings on S. 5 that charges for insurance
against loss of or damage to collateral or against liability arising out of its
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ownershlp or use ‘should be treated as a part of the finance charge. Property
insurance, such as automoblle physical damage: insurance, is: a normal incident
of the ownership of a'motor vehicle. No existing principle of law requires that
charges for such insurance be ‘characterized as finance charges.

Credit life and acc1dent and health insurance present somewhat différent
problems. Each print | of S. 5 treated credit life and accident and health insurance
differently. The view of J. L. Robertson, Vice Chairman of the Federal Reserve
Board, was finally adopted

In his testimony before this Subcommittee on August 7, Governor Robertson,
repeating his statement before the Senate Subcommittee on I‘inanc1a1 Institu-
tions, said in pertinent part:

; “One of the issuesithat has proved troublesome during cons1derat10n of dis-
" closure’ legislation has been the question of how to treat insurance premiums
on policies taken out by borrowers as a condition of, and covermg the amount
- of, the credit contract. * * *

“The fact remains, however, that inclusion in the finance charge of premiums
for insurance that provides a benefit to the borrower over and above the use
of credit Would overstate the actual charge for credit. Therefore, we think
that such premiums are not properly regarded as part of the finance charge, '
and should be specifically excluded, as provided in 8. 5. We do believe, however,
that the dollar amount of any such premiums included in the credit extended
should be itemized, again as provided in 8. 5.”

For the reasons set out above, the previously quoted exemption for msurance
contained in subsection (C) and (D) of Section 3(d) (2) of S. 5 should be

added to Section 202(d) (1) of H.R. 11601.

k H.R, 11601 contains the same civil and eriminal penalty provisions found
in 8. 5. As applied to automobile dealers who handle one of the highest priced
products covered by the proposed legislation, the civil penalties are inordinately
excessive and call for modification. ‘

If this legislation were easily understood and complied with, some valid

argument for severe penalties might be made. But this is not the case. Install-
- ment sales made by automobile dealers are for long periods, ranging from
twenty-four months to forty-two months. The penalty of two times the finance
charge: could, consulef‘rmg the complexity of the proposed legislation, result in
~bankruptcy for many automobile dealers. The sale of a new car with an unpaid
principal balance of $3 000 at a $6 add-on rate for a term of three years pro-
duces a finance charge of $540. T'wice the finance charge is $1,080. Thus, the
penalty of twice the finance charge—even applying the 8. 5 ceiling of $1,000—
results not only in loss to the dealer of -any compensatlon for the credit extended
but also a loss of principal. -

The civil penalties now provided in 8. 5 and ‘H.R. 11601 fully protect con- . :

sumers without the penalty of twice the finance charge, Under both bills, a
consumer recovering a penalty is also entitled to reasonable attorneys’ fees and
court costs. If a consumer shows any violation whatsoever, he is entitled to a
minimum penalty of $100. It is unjustifiably harsh to impose, in addition, a
penalty of twice the:finance charge. Sale of an automobile on an installment
plan is a complex transaction. A dealer is required to calculate, in addition to
_any finance charge, insurance premiums, taxes, certificate of title, and license and
filing fees. The possibility of error, or of .a misunderstanding leading to an al-
legation of error, is great and is appreciably widened if the “Truth—in-Credlt Ad-
vertising” provisions of H.R, 11601 are adopted.

We strongly urge that the penalty be limited to loss of finance charge. If so
limited, the consumer will lose nothing, except the possibility of a windfall.
The provisions for attorneys’ fees and the minimum penalty of $100 are suf-
ficient to encourage civil actions to enforce the purposes of 8. 5. We therefore
suggest that Section 206(a) (1) of H.R. 11601 be revised to read:

“Any creditor who, in connection with any credit transaction, knowingly fails,
in violation of this Act of any regulation issued hereunder, to disclose any in-
- formation to any person to whom such information is required to be given shall
have no right to collect in connection with such transaction any unpaid finance
charge and shall pay | v'to such person or credit to his account the finance charge
paid by such person to the creditor in connection with the transaction, except
that the penalty shall not exceed $1,000 on any credit transaction. If the fore-
going penalty is lessithan $100, the credit shall in any event be liable ‘to such
person in the amount of $100.” :
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To forestall a multiplicity of nuisance suits against creditors, we would also
urge that a provision be inserted in the bill which would hold an unsuccessful
_plaintiff liable for the ‘defendant’s reasonable attorneys’ fees and court costs.
‘Thus, both parties would be placed on the same, footing and the litigious-minded
would be forced to give pause before instituting a:frivelous suit in the hope of a
quick settlement. i : :

This could be done by deleting the sentence beginning at line 8 of page 23 of
. H.R. 11601 and substituting the following:

“In any such action to recover a penalty as prescribed in paragraph (1), the
losing party shall be liable for the reasonable attorneys’ fees of the prevailing
party and court costs as determined by the court.”

Finally, as regards the civil penalities section, we would recommend the
delection of the words “and prior to the institution of an action hereunder or the
receipt of written notice of the error” in lines 23 through 25 on page 22 of
H.R. 11601. The present civil penalties section provides an adequate remedy
to all debtors without making a game out of the discovery of errors. Every
creditor should be given the opportunity to correct his error as soon as it is dis-
‘covered, no matter who discovers it. - ;

4, Inclusion of Agricultural Transactions. i i

In the Executive Session of the Senate Subcommittee on Financial Institu-
tions; agricultural transactions were specifically brought within the scope of S.
5 and adopted by the Senate. They are also included in H.R. 11601. The inclusion
of agricultural transactions raises many problems for our dealers.

The income of most farmers is seasonal and highly variable. Repayment
schedules must be adapted to income patterns. Agricultural transactions prob-
ably involve the most complex and difficult computations of any installment
credits. The bill should protect farmers as consumers, and exempt farmers as.
businessmen. The specific addition of credits extended for agricultural purposes,
whether or not for personal, family, or household purposes, would have the
effect of giving businessmen who are farmers protections which they have not
requested. These protections will only serve to increase the cost of credit to
farmers -and make it more difficult for themto obtain credit. This Subcom-
mittee is urged to exclude from the scope of H.R. 11601 business transactions
entered into by businessmen whose business is agriculture.

5. The “Truth-in-Credit Advertising” Provisions of H.R. 11601.

As mentioned at the outset, NADA is pleased to see H.R. 11601 include require-
ments with respect to the advertisement of credit. While we recognize that this
bill will not cure all the ills of advertising, it nevertheless offers a good begin-
ning, at least as regards the advertisement of credit to which it is specifically
directed.

By the way of background, NADA has been engaged in the battle against
false, misleading and deceptive automobile advertising since 1954. It has pio-
neered in this field and is today without peer .in its programs and efforts,

The initial “Recommended Standards of Practice for Advertising and Selling
Automobiles” were compiled jointly by NADA and the Association of Better
Business Bureaus twelve years ago with the aid of a grant of $25,000 by NADA'’s
Board of Directors for this purpose.

The Standards are reviewed periodically by the NADA Advertising Standards
and Practices Committee with the Automobile Advertising Committee of the
ABBB in order to keep them current with changing business conditions and
new concepts in advertising. As an example, provisions of the code were ex-
tended two years ago to include the advertising of rental and leasing of auto-
mobiles, phases of the business which have grown considerably in recent years.

During this period, NADA has spent, by a conservative estimate, well in
excess of a half million dollars promoting the adoption of its advertising stand-
ards by members, automobile dealers generally, the manufacturers, advertising
agencies and the media. We have sponsored extensive advertising campaigns:
in the media trade press urging their adoption of these standards, or acceptable
adaptations; we have provided speakers for a variety of meetings of advertising
representatives of the media, explaining our objectives and seeking their coop-
eration; we have distributed thousands upon thousands of copies of the stand-
ards and have provided additional thousands to Better Business Bureaus
throughout the country for supplemental distribution on their part.

Copies of these standards have also been made available to the public, schools
and colleges, research libraries, individual consumers and  others.
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Our programs, aims and objectives have been made known to the Federal
Trade Commission, and other government agencies, from time to time. We have
had discussions with FTC officials seeking their advice and cooperation.

Our most successful ‘operations have been conducted with the cooperation
and assistance of the Better Business Bureaus in some metropolitan areas and
substantial amounts of dealers’ money. Probably the most suceessful program
has been sponsored in Chicago by the Better Business Bureau of Metropolitan
Chicago and the Chicago Automobile Trade Association: with the full- suppmt
of the local media.

Chicago dealers contribute $35,000 annually to the Bureau to underwrite
the cost of “refereeing” automobile advertising in that market, usmg the NADA
Standards as the guide for judging, A constant and  keen eye is maintained
by the Bureau in the Chicago market and when, in its opinion, a dealer’s
advertising is false, misleading or deceptive, it issues a “not-in-the-public-inter-
est” (NIPI) ‘objection and the media immediately withdraws the advertising
deemed unsatisfactory and refuses to accept additional advertising from the
offender until a corrected ad and apolog'y is pubhshed and the Bureau lifts its
“indictment.”

Similar arrangements exist in several other cities, Boston probably being the
next most successful example.

In all its advertising and public relations support of this program, NADA has
stressed that its efforts are in the public interest, and that it is reasonable
to expect similar interest on' 'che ‘part’of the media for thelr readers, listeners
and viewers. =

Some ‘members 'of the media -hawe adopted or adapted:our standards and
have reported their action to us. Others have indicated very frankly that they
are interested in advertising solely as a source of revenue and have no intention
of judging the content unless it'be 'so obviously false, misleading and deceptive,
or otherwise objectionable, that it would be certain to cause embarrassment
or legal complications to them. ‘

" The media can, and on occasion’does, contribute to the deception with full
knowledge. Therefore, ‘granting the media exemption from any responsibility
for the acceptance and publication of false, misleading and deceptive ‘advertising
would substantially curtail the mtended objectlves of ‘the advertising provisions
of this bill.

“We would urge! this Committee tol give serious consideration to ‘limitiiig the
exemption granted the media by imposing a responsibility to all” in the public
interest in rejecting’ for publicatlon false, ‘misleading and deceptlve credit
advertising,

Having indicated our long-term efforts and progress in the field of auto-

mobile advertising, generally, we now come to the specific provisions of H.R.
11601 as they affect the advertisement of credlt and ‘'we recommend the follow-
ing constructive and clarifying amendmetts. -
~ Sections 203 (j) and 203 (k) of HR 116()1 require all ‘consumer credit ad-
vertising containing “specific terms” ‘to set forth'‘clearly and conspicuously vir-
tually the same {nformation required to' be disclosed to consumers before any
credit is extended.

S. 5 now protec%s a consumer after he has decided to seek credit, Regulation
of advertising will supplement this basic protectmn by insuring that consumers’
have accurate information ‘before deciding to ‘seek credit.

All reputable creditors should support extension of the full dlselosure prin-.
ciple to advertising. However, the advertising provisions of H.R. 11601 raise a
number ‘of technical and practical problems, including (1) improper definitions,
(2) the amount of mformation required to be disclosed and (3) the @everltv of
penalties.

H.R. 11601 defines an ‘“‘advertisement in interstate commerce or affecting
interstate commerce . . .” (Section 202 (i)), However, the definition is merely
jurisdictional; it neither defines an advertisement nor specific credit terms.

In the interest of clarity, the term advertisement should be amended to read:

“‘Advertisement’ means any publication, display, broadcast, solicitation or
representation in connection with any credit or consumer credit sale.”

The suggested definition omits any reference to interstate commerce because
the declaration of purpose in Section 201 (a) (page 3, lines 4 through 8) ex-
pressly invokes the powers of Congress to establish 'a currency and regulate its .
value, thus mkaing it unnecessary to limit the scope of the act to advertisements’
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in interstate commerce. The definition, therefore, covers all forms of consumer
credit advertising, = e . Vol . o S

‘A definition of specific credit terms should be added to Section 202 (i) : :

“An advertisement contains specific credit terms if it states any of the follow-
ing: (A) a rate or rates of any finance charge; (B) the amount of any finance
charge; or (C) the amount of any installment or installments.”

The definition is important because under ‘the vague language of H.R. 11601
any advertisement containing any specific. information must apparently dis-
close all of the detail required by Sections 203 (j) and 203 (k).

Creditors should not be required to add a mass of detail to all advertising.
Advertisements stating only ‘“loans to $2,500” or “terms up to 24 months” are

-unlikely to mislead consumers and provide valuable-information about the serv- -

ices offered by creditors. The. detailed requirements of Section 203 (j) and 203
(k) would lead creditors to limit advertising to ‘‘tombstone” notices. Consum-
ers would, as a result, receive even less information about credit terms than
they now do. ht : o :
The advertising provisions of H.R. 11601 should be designed to prevent mis-
leading credit advertising instead of requiring disclosure of detailed and often
meaningless information. The suggested definition of specific credit terms accom-
plishes the purpose by enumerating the kinds of information which have some-.
times been stated in a misleading or confusing.fashion. :
Section 203 (j) and subsection (1) of that section require a creditor advertis-
ing “specific” credit terms to disclose in the advertisement, clearly and con-
- spiculously: (a) the cash price, (b) the number, amount and period of each in-
stallment payment, (c) the down payment, (d) the time sale price, and (e) the
finance charge expressed-in an.annual percentage rate. e
It would be difficult for creditors to comply with Section 203 (j). In automabile -
sales, for example, the cash. sale price frequently depends upon competitive
factors, the time of the year, the dealer’s inventory, and the like. The cash sale
price also reflects the options selected by the purchaser. It would, therefore, be
difficult to state a true cash sale price in an advertisement. P )
The number and amount of payments depend on the needs of the customer, his
credit standing and other factors. The amount of the down payment is similarly
variable. The time sale price and the finance charge reflects the down payment
and the number of installments. The annual percentage rate depends not only on
all these factors but on additional variables such as the date of the first install-
ment payment. < B
Section 203(j), therefore, should be amended to shift its emphasis from dis-
closure of detailed and oftén meaningless information to prevention ‘of mislead-
ing credit advertising. The interpretation to 203(j) and subsection (1) of that
section should be revised to read: . ) L
“No ereditor in any -advertisement containing specifi¢ credit terms and designed
to promote or induce, directly or indirectly, any credit or consumer crédit sale
shall state: i : ’ L
(1) a rate or rates of finance charge, unless the annual percentage rate is
also stated : B
(2) the amount of any finance charge or installment payment, unless the
annual percentage rate and the number, interval and amount of installment
payments are also stated.” > TR
The suggested amendment will not deprive consumers.of any substantial pro--
tections. The detailed information required by Section 203(j) (1) must be dis-
closed by a creditor “before the credit is extended.” F.g., Section 203(b). On the
other hand, there is likely to be more advertising of helpful information if cred-
itors are relieved from the overly detailed requirements'now contained in Sec-
tion 203 (j) (1). o Sy
_ Failure of a creditor to comply with Sections 203 (j) or 203(k) is, apparently,
a violation of Section 206. Under Section 208, any creditor who, in violation of
Section 203, fails to disclose, to any person to whom information is required to
be given, is liable to such person for $100 or twice the finance charge required by
the gr;‘editor in connection with the transaction, whichever is greater, plus attor-
neys’ fees. o : . e
The civil penalty section, thus, raises the possibility that anyone who reads a
newspaper or watches a television program containing an advertisement which
does not comply with the requirements of Section 203 would have a right to a
penalty of $100 and attorneys’ fees. In addition, any obligor ‘able to- show that
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a credit transaction was preceded by an advertisement which violated the law,

apparently, could recover the civil penalty even though the creditor disclosed to

. him before the credit was extended all the information reqmred by Section 203
and had thereby, cured any defects in the advertisement. -

The advertising ‘provisions of H.R. 11601 were copied from Senator Magnu-
son’s proposed “Fair Credit Advertising Act.”” Senator ‘Magnuson’s proposal con-
tains no civil pemalties. It ‘would, therefore, seem "that.application of civil
penalties to advertising violations was inadvertent. H.R. 11601, like Senator
Magnuson’s Act, should rely exalusn*ely on criminal penalties for enforcement
of its advertising requirements.

The introduction to Section 206(a) (1) should ‘therefore, be amended to read:

. “Any creditor who, in connection with a credit transaction, knowingly fails in
violation of Section 208 (ewcept subsections 203 ( j) and (k) ), or any regulatlon
thereunder. .. .”- (New matter italicized.)

We ’beheve that the net result of leglslatlve action along the lmes suggested
. in this statement will be a measure which would deal with the realities of the

situation to which'both 8. 5 and: H.R. 11601 are addressed. We strongly recom-
mend, however, that such legislation should not include sections of H.R. 11601,
not found in‘8S. 5, providing for-a statutory interest rate ceiling, prohibiting the

‘garnishment of wages or confessmn of judgment, and authorizing the, ‘imposition
of selective controls on consumer: eredit. Nor do we see ‘any clear need for a
‘National Commission on Consumer Affairs. Finally, the effective date of the legis-

~lation should be that prescrlbed by S.'5 rather than H.R. 11601.

We have attempted in this statement to treat what we regard as thé more
: Important provisions of 8.5 and H.R. 11601 as they affect our members.

By way of summation, we remain unconvinced that:the anticipated benefits
to the consumer from enactment of legislation in this field will be realized. And
we continue to believe that the burdens imposed on small independent business-
men who sell autemoblles, trucks and farm 1mplements will far outwelgh the
supposed benefits accrumg to consumers,

Nevertheless, if there is to be legislation, we would hope that the final version
would include amendments to 8. 5 proposed above along with the incorporation

in 8.5 0f those prtwsions of HR. 11601 ‘which'we have presented and supported
in this statement

STATEMENT OF AMERICAN ASSOCIATION OF UNIVERSITY WOMEN, WASHINGTON, D.C.

Madam Chairman and members of the committee, the AAUW welcomes the op-

;t)ortuAm%y to support enactment of a Truth-m-Lendlng or Consumer Credit Protec-
ion Ac

The rise in consumer debt over the past quarter of a centut'y in its relation to
either the Federal debt or-to the disposable income of this country’s wage earners
‘has been astomshmg The rise in the cost to the consumer of such debt is in many
instances equally amazing. Even the otherwise sophistlcated fall prey to hidden
charges, to misleading advertising and to small print in contracts. Many seem-
ingly astute home buyers believe they are paying 6% interest a year, when in fact,
they are paying 129%. Many otherwise “educated’” purchasers of commodities fail
to translate 2150, a month in ﬁnance charges 1nto somethlng that can be costing

0 30% a year.

‘While credit, used w1se1y and properly extended can be useful both the the con-

sumer and producer, we in' AAUW, believe many current consumer credit prac-
- tices are insupportable and harmful both to the stablhty of the economy and to
. the welfare of the public. - .

‘We believe the buyer has a right when maklng a purchase on credit under
contract, to information in writing on the total dollar amount of the credit charge,
and to this dollar charge expressed as-a true annual percentage rate on the out-

_standing or unpaid | balance. In other words, we believe the consumer hag a right
to know, indeed, tihat ‘the seller has an obligation to reveal the difference between
the cost of an arqicle sold for cashiand the final cost of one sold on credit when
paid for within a stlpulated time, We believe that any incidental oharges such
as charges for servicing the loan or for life insurance should be disclosed in writ-
ing to the borrower. We also helieve. that the disclosure requirement should be

“extended to cover the advertising of credit in order that. consumers be in a posi-
tion to make a cemparison of the costs of dlfferent kinds of credit.’
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We have referred to those “who should know better” as victims of bait adver-
tising and “easy credit” but the plight of the underemployed, the poorly paid and
the undereducated is desperate since they rarely have money for cash purchases
and resort to credit buying for almost every commodity which they purchase
except food. These are the consumers who cannot afford to shop for their credit,
who cannot understand.the technical language even when able to read a contract,
and who fall most frequently into the trap of fraudulent or grossly misleading
information, and overselling, and who accept as inevitable exorbitant interest
rates. i ‘

These are the people that suffer most from the garnishee process. We believe
regulation of collection practices such as tying up the debtors wages in garnish-
ment or threatening disclosure of debt to an employer or to the welfare agency
as a colléction device (a threat which to the debtor becomes a threat of loss of
his job or being taken off welfare rolls) would reduce to a measurable degree
the practices of overexteénsion of credit to the poor and the subsequent repos-
session (and frequently resale) of partially paid for merchandise. L

While we recognize the difficulties of stating accurately on an annual basis
the interest charges on fluctuating “revolving” charge accounts we believe those
consumers whose charge accounts are rarely paid in full should be made aware:
of the yearly cost of the credit they use—or in other and simpler words, of the
money they rent. We also see as a possibility that more and more businesses might
resort to revolving accounts as a loophole by which to avoid full disclosure unless

" these revolving accounts are covered in the Jegislation under consideration. For
this reason we prefer the language of the Administration Bill and H.R. 11601,
Mrs. Sullivan’s bill, to that of the Senate passed bill. We have noted that the
Senate passed bill exempts transactions of $10 or less. We believe, like the ‘re-
volving” charge account, the small loan transaction should not be exempted as
in the latter case regrettable and usurious practices are frequently reported.

We also are at a loss to understand why S5 excludes first mortgages and loans
to businesses from its disclosure provisions. ) .

We are gratified that the legislation before this Committee calls for the drafting
of detailed regulations by the Federal Reserve Board to put Truth-in-Tiending

“into effect and that the Board is to be given powers of administrative enforce-
ment to secure compliance. :

We thank you for the privilege of having this statement included in the record
of the hearings of this subcommittee.

CONSUMER CREDIT INSURANCE ASSOCIATION,:
N : Chicago, Ill., August 22, 1967
““Hon. ILiroNor K. SULLIVAN, . e
Ohairman, Subcommittee on Consumer Affairs, House Banking and. Currenc
Committee, Rayburn House Office Building, Washington, D.C. - = - ;
(Attention : Mr. Charles Holstein). : :

Dear REPRESENTATIVE SULLIVAN : Bnclosed is a statement of the Consumer
Credit Tnsurance Association with respect to H.R. 11601 and related bills which
bills bave been the subject of Hearings before your Subcommittee.

_ We appreciate your giving this statement consideration and making it a part
of the Hedring record. i i
Very truly yours, ; ‘
' ' “Warrer D. RUNKLE,
General Counsel.

. STATEMENT OF CONSUMER COREDIT INSURANCE ASSOCIATION. WITH RESPECT TO
; H.R. 11601 Axp REeLATED BIrLs s

This statement is filed on behalf of the Consumer Credit Insurance Association
(CCIA), a national trade association composed of 94 insurance companies which
write insurance in connection with credit transactions of all types. The CCIA
" was organized in 1951 specifically as a trade association of insurance companies
rengaged in the business of ‘underwriting insurance in connection with loans and

credit transactions and has confined its activities to these areas up to the present
time. We recognize H.R. 11601 is principally a proposal with respect to finance:
or loan practices but we feel it is desirable to express our views with regard ‘to
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related bills being considered by your Committee,’ L

Our Association does not believe that any responsible spokesman’ for the insur-
ance industry would oppose separate disclosure of the facts-of ‘an ingurance
transaction consumated in connection lwith a credit transaction, as now required
by 8. 5, also under consideration by your' Subcommittee. This’ diselosure, we
believe, should be a basic prerequisité to the transaction itself. This is the con-
cept expressed in the so-called Model Bill to Provide for the Regulation of Credit
Life and Credit Accident and Health Insurance developed by the National Asso-

~ciation of Insurance Commissioners in 1957 and subsequently enacted in a
majority of the states. ' ‘ i T

Serious problems could be created by enforcement of EL.R. 11601 if insurance
is included in the definition of “finance charge.” The basic concept of “disclosure”
as presently set forth in H.R. 11601 would be contrary to the principles of the
NAIC Model Bill and. other state insurance and finance laws and regulations.
H.R. 11601 would require the cost of credit life insurance, credit accident and
health insurance and property insurance in connection with a credit transaction
to be included in the computation of the “annual percentage rate.” We do not -
believe this should| be required. The primary benefits from insurance provided -
in eonnection with a credit transaction flow to the debtor. If the debtor dies with-
out credit insurance his estate is responsible to discharge the indebtedness. Tf
the borrower is sick or injured and does not have eredit accident and health
ingurance he remains fully responsible for the payments, With credit insurance
the underlying obligation is reduced or discharged in accordance with the terms
~of the insurance policy. Although it is recognized the creditor’s collections may be
facilitated from the insurance obtained by its borrowers, nevertheless, the
primary benefits do inure to the protection of the debtor or his estate.

J.. L. Robertson,: Vice Chairman of the Board of Governors of the Federal
Reserve System in his statement on 8. 5 discussed the subject of insurance and

- concluded “to require that the finance charge include insurance premiums would
overstate the actual charge for credit. Therefore, we think that the cost of any
kind of insurance is not properly regarded as part of the finance charge, and
should be specifically excluded in §. 5.” Subsequently, the Senate adopted. Mr.
Robertson’s recommendations, as evidenced by the final version of §. 5 as passed
by that body. L : o

More recently Mr. Robertson, in his statement on H.R. 11601 and related bills,
again discussed insurance emphasizing that “inclusion in the finance charge of
premiums for insurance that provides a benefit to the borrower over and above
the use of credit would overstate the actual charge for credit” and concluded
“that such premiums are not properly regarded as a part of the finance charge,
and should be specifically excluded, as provided in S. 5.” (emphasis supplied)
We strongly endorse this recommendation. We believe the inclusion of insurance
costs in determining the annual percentage rate would distort the true expression
the sponsors of the bill seem to be seeking, s

Meaningful comparisons of percentage rates with insurance .included beeome
extremely difficult when it is recognized that similar types of lending institutions
charge different rates for similar insurance and offer different plans of insurance
with-a wide range of premium charges. In credit accident and health insurance,
for example, there are numerous variations in benefits with consequent variations
of rates being charged. When property insurance is added as a further considera-

- tion, the problems are significantly multiplied, Attempting to include insurance
costs in the calculation of percentage rates without regard to benefits being pro-
vided would only compound confusion where comparison is to be made by debtors,

«.ereditors or regulators. i i .

In keeping with the recommendations of the NATC we believe a more beneficial
concept of complete: disclosure is accomplished by breaking down, in- dollar
amounts; insurance costs, if any, o that the purchaser or borrower can see what
he is paying for each type of insurance. In this manner and only in this manner
can the customer evaluate his insurance costs and coverages. If lumped in gen-
erally with “financejcharges” the lack of separate identification of insurance costs
tends to defeat the real concept of disclosure in that the customer may never be

L aware that he has insurance much less know what it costs. MnE S
-+ Insurance, particularly-where written in connection with eredit transactions,
must stand on its own merits in the eves of the debtor who pays for the coverage
and in the eyes of the creditors and regulators. Insurance must be separately

the treatment of credit insurance that might be affected by H.R. 11601 and the



CONSUMER CREDIT PROTECTION ACT - 883

- disclosed and separately evaluated, as now provided in 8. 5. Any regulation
which would tend to treat insurance as an integral part of a credit transaction
would make it very difficult, if not impossible, to maintain adequate policing of
rates charged in relation to benefits provided. Consistent with Mr. Robertson of.
the Federal Reserve Board we urge you to amend H.R. 11601 to eéxclude insurance
as a component of “finance charge.”

NATIONAL FOUNDATION FOR CONSUMER CREDIT, .
: Washington, D.O., August 3, 1967.
Hon. LEoNoR K. SULLIVAN, ' R
House of Representatives,
Washington, .D.C. L '

DeAr MRs. SULLIVAN : I acknowledge your request for our appearance before
the Consumer Affairs Subcommittee, Tuesday, August 8,1967. - " .

The National Foundation for Consumer Credit is composed of manufacturing,
retailing, banking and other financial concerns dedicated to the purpose of making
the consumer credit transaction better understood and more intelligently handled.
With our membership so widely diversified and with each industrial, trade and .
financial group in our membership being represented ‘specifically by the trade.
association or associations in its own field, we do not undertake to come to any
common agreement on policy with respect to the intracacies of any legislation.

Our principal concern is with two major projects: (1) education, through the
schools and colleges, in the area of consumer credit, to prepare the oncoming gen- -
eration for its intelligent use; and (2) sponsorship of a nationwide network of
non-profit Consumer Credit Counseling Services to help people who find them-.
selves.in credit and financial difficulty. ; : : i

In more than 2,800 cities, the public schools have accepted: our unit, using
our credit intelligently for classroom teaching. Many parochial and .
other private secondary schools have done the same. Among those who edited it
were fifty-five teachers, principals and superintendents who volunteered their
time to help us make the study as impartial as possible.

This resulted, by the way, in 28 separate manuscripts before so many points
of view could be meshed to the satisfaction of all.

In the Counseling area there are now more than seventy Services in operation
with possibly 27,000 families under our wing at the moment. Private enterprise
is investing close to two million dollars a year in this project alone, setting up
the local Services. We believe before long there will be several hundred of these
in operation. : ‘ : k . : R

I am taking the liberty of sending you a éopy. of both using our credit intelli-
gently and the plans and working suggestions pertaining to the Counseling Serv-
ice program. . : gt G

These projects and the work involved in explaining them to all sorts of civie
groups and to the teachers, to say nothing of persuading enterprise to support this ;
effort take about all the time and money the Foundation has been able to generate.

So we respectfully suggest that we are really unable to contribute to the hear-
ings on H.R. 11601 constructively; have not been instructed by our membership
or officers as to their attitudes. These I expect could be varied and hardly within
- our province to seek to coordinate. I appreciate your thoughtfulness in suggesting
that we testify.

I should like very much in the course of events to find that you may be inter-
ested personally in the work we are doing; should enjoy the opportunity to dis-
cuss it with you at your leisure. . o e L

Incidently we are not a large organization and do not assume to represent any-
cross-section of business and banking opinion in the manner that the large trade -
associations can. . ' )

Cordially yours,
: . W. J. CHEYNEY,
Bwxec. Vice President.

P.8.—I thank you for the copy of the H.R. 11601 and the accompanying July
20 release.



884 ~ CONSUMER CREDIT PROTECTION ACT

NATIONAYL A$80CIATION OF HoUSE T0O HOUSE INSTALLMENT Cos., INc.,
: : New York, N.Y., August }, 1967.
Hon. LizoNor K. SULLIVAN, ¢ ‘
Chairman, Subcommiittee on Consumer Affairs, House Banking and Currency
Committee, House Office Building, Washington, D.C. '

DEAR CONGRESSMAN SULLIvAN : I .am writing to you on behalf of the more than

370 direct selling credit companies that.are members of the National Association
“of House to House Installment Companies, all of whom have a vital interest in
the “Truth-In-Lending’ Bill. X k

T think it is a basic concept that Federal legislation should not diseriminate
against one group as opposed to another. It should be basic, therefore, that all
retail creditors should be treated equally and kept on equal footing. Any dis-
closure legislation should not, in the way terms are to be stated, discriminate
against retailers using any particular method of extending credit and should not
favgr other retailers such as department stores using other methods of giving
credit. - | :

For example, the “Truth-In-Lending” Bill now allows typical department store
revolving credit to gfiveaservice charge as monthly rate only but requires Tevolv-
ing accounts with title-retention and conventional installment accounts to give
annual percentage rates, such as. 18 per cent if monthly rate is 1%- per. cent.
This puts independent retailers who are in competition with department stores.
on big ticket items at a tremendous disadvantage. [N . ;

In our type of ‘continuous credit relationship with a customer, there are weekly
payments plus-add-on sales so that it is both a practical and a mathematical im-
possibility to establish the so-called “true” annual rate of interest. What our:
customers are interested in is the dollar cost of the credit that they obtain.

The purpose of the “Truth-In-Lending” Bill is to protect the consumer. Its -
purpose is not to protect one class of retailers against another and discriminatory
protection of thig type does nothing to enhance the protection given to the con-.
sumer in any way. | e o :

Sincerely yours, s
EpwARD L. SARD, .
Ewxecutive Director.

NATIONAL LEAGUE OF INSURED SAVINGS ASSOCIATIONS,

s ! . Washington, D.C., August 8, 1967.
Hon. LEoNOR K. SULLIVAN, S )
Chigirman, Subcommittee on Consumer Affairs, Committee on Banking and Cur-.

rency, House of Representatives, Washington, D.C. : .
DrAR CHAIRMAN SULLIVAN : The National League of Insured Savings Associa-

_tions is.a nationwide trade association serving the savings and loan industry. Its:
1967 Legislative Conference in Washington, D.C. on February 14 voted to sup-
port the principle o Federal Truth-in-Lending legislation. T :

This action was Ct{nsistent with the National League’s past support of the prin-
ciple of such legislation introduced in earlier Congresses. i !

As you know, it has been the historical practice of the savings and loan indus-
try to quote costs of interest on loans: secured by mortgage of real property in
terms of a simple annual rate of interest. Nearly all other financing costs of ‘real
estate loans are payable in cash at the time of closing the loan transaction. While
certain of these payments at closing may at times be destined for the lending
institution, most such payments are for the benefit of third parties other than
the lender or the borrower. In cases where the loan is to aid in purchase of real
estate as distinguished from other uses of the loan proceeds, there are likely to
be several cash payments to be made at the closing. : ;

Again, it is a fairly common practice among our members to give the borrower-
mortgagor a statement in writing at the closing setting forth the sales price, the
principal sum of the mortgage, the schedule of mortgage payments, the interest
rate, and amounts to be paid by the borrower at the closing.

While payments at closing form an essential part of the loan transaction,

- they do not themselves constitute a credit transaction, because they are handled
on a cash basis. - :

It would appear, therefore, that in a real estate mortgage transaction, truth-
in-lending is accomplished as long as the potential borrower is furnished infor-
mation as to the basic cost to him of the loan he agrees to repay. He should, of
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course, also be fully informed of any non-loan portions of the transaction, that
will require payment of funds by him at closing or earlier. These purposes are
accomplished when the borrower is furnished written statements of the type
noted above. : : : ;

Our members will continue to follow their present disclosure practices as a
matter of policy. - :

We understand that the Board of Governors of the Federal Reserve System
and the Under Secretary of the Treasury have recommended that loans se-
cured by a first mortgage on real estate be excluded from the provisions of
truth-in-lending legislation because adequate disclosure is already made to the
borrower in this type of transaction. The' National League confirms this reas
soning as to its member savings-and loan associations, all of which have savings
accounts insured by the Federal Savings and Loan Insurance Corporation and
are therefore regulated by the Federal Home Loan Bank Board, an independent
agency of the Federal government. c . i ;

The present main concern of National League members is that the differences
between a real estate mortgage transaction-and a retail credit transaction be
accommodated in any statute enacted in this field. Retail credit transactions do
not normally involve the type of payments at closing  that have come to be
customary in real estate mortgage transactions. .

Some other distinctions between the two types of transactions follow. Some .
real estate mortgages contain provisions relating to penalties that may be op--
tionally charged by the mortgagee or its -assignee for late payments not made
timely pursuant to the payment schedule. Some. real estate mortgages contain
provisions permitting the mortgagee or its assignee to charge a premium if the
mortgagor exercises his privilege of prepaying a Substantial portion of the out-
standing balance ‘due on the mortgage. While often referred to as a ‘‘penalty”,
this payment in reality helps reimburse the lender for the expense of finding
and making use of a suitable reinvestment. medium for funds in connection .
with which it had already incurred placement expenses when advanced as’'a loan
to the mortgagor. This is also a charge left within the discretion of the mort-
gage bholder if the borrower triggers the occasion for its use. The premjum pro-
vision is usually not.invoked if the borrower is using his own funds fo exercise
his privilege of prepayment rather than merely using funds borrowed elsewhere
at a .cost lower than the interest rate on the mortgage being prepaid.

When such late charge or prepayment premium options do exist, they are
fully set forth in the mortgage document itself, so the information concerning
them is available to the borrower. In addition initiation of the circumstances
. making such charges applicable rests not with the mortgagee or its assignee,
but rather with the borrower. ¢

Since the cause for invoking the charges may never occur, it would not: seem
appropriate.to require any more than a caution to the borrower that he or his
advisers should carefully read the mortgage instruments involved. LAy

It is urged that suitable exclusions be made from those provisions of the bill
dealing primarily with retail credit transactions, in order to recognize the dif- ;
fering situation prevailing in real estate mortgage loan transactions;

It is further requested that if mortgage loans are included in the legislation,
the Committee report on the bill encourage the Board of Governors of the Fed-
eral Reserve System to make liberal use of ‘the authority section 205(b) of the
Federal Reserve Act as proposed to be added by HL.R. 11601 and section 6(b)
of H.R. 11602 would confer upon it to exempt from the requirements of the
Act any credit transactions or class of transactions it determines to' be effec-
tively regulated under State laws. In fact we would encourage the Subcommittee:
to insert the words “or business practice substantially similar to the require-
nents under that section” after the word “enforcement” in proposed section
205(b) of H.R. 11601 in line 20 on page 21, The comparable amendment in H.R.
11602 would occur in line 2 on page 18. Such an amendment would permit the
Federal Reserve Board to take cognizance of the fact that the disclosure prac-
tices already followed by savings and loan associations in making mortgage
loans on real estate make available to the borrower the information it is the
purpose of this legislation to supply to him. o k ’

We stand ready to respond ‘to any invitation from you to work with you and
members of your Subcommittee or its staff to discuss further ways to imple-
ment the ideas set forth in this letter. ! F
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the hearing on this proposed legislation.:
Sincerely, ! !

It will be appreciated if these views-are included in the printed record of

Rex G. BAI’{ER,’ ‘fJ R.,
President.

CALIFORNIA FARMER-CONSUMER INFORMATION COMMITTEE,
L Santa Clara, Calif., August 8, 1967.
Hon, LEoNoR K. SULLIVAN, G B : .
Chairman, House Consumer Affairs Subcommitiee, .
- House Office Building, ' . ‘ ,
Washington, D.C. Lo i R e o

DrEAR CONGRESSWOMAN SULLIVAN AND MEMBERS OF THE 'SUBCOMMITTEE : - In
behalf of our half a million members of affiliated groups, organizations, coop
eratives and individuals, we place our wholehearted “support for passage of
H.R. 11601 relating to consumer credit/and truth-in-lending; legislation. - ‘

We have followed the history of the truth-in-lending bill, first introdueced by
former Senator Paul Douglas some seven years ago, and continue to'marvel at:
the audacity of the powerful and well-financed lobbies who oppose’ such legisla-
tion which would benefit the public at large. = :

~The time was not too distant when reputable banks loaned money to reputable
customersat reasonable rates in complete trust. : : .
Gradually this procedure changed ag'more and more money lenders discovered
- that the interest paid on consumer credit is BIG, BIG BUSINESS.

The poor and uneducated are easy victims of unscrupulous operators. How-
ever, they are not alone. The educated too, are vietims of-unethical bankers and -
misleading and fraudulent advertising ‘covering retail credit, new or used car
loans or any type of modern merchandise. e ;

Continued abuses. in consumer credit practices produce a grave demoralizing
effect on the public 4t large, particularly if such deceptive practices are condoned
from the top. : i ; :

We urge an immediate “Do Pass” for H.R. 11601, so that it may reach the
House for a vote in this session of the 90th, Congress. d i

“Yery truly yours, Bt HAﬁG‘
; (o) ILD EN,

Consumer Consultant.

DEPARTMENT OF BANKING AND INSURANCE,

oE , ; . DIVISION OF BANKING, ‘
. . R . o Montpelier, Vi., August 10, 1967,
Representative LroNor K. SULLIVAN, - . L Ao
House of Representatives, . ' '
Washington, D.C.. = . .

I

DeArR Mges. SULLIvaN: I have been following the progress of truth-in-lending
with great interest both because of my position here in the State of Vermont and
for more personal reasons. : it MR : P

. As Commissioner of Insurance, I have spoken out several times against the
pernicious practices existing in the sale of credit life insurance and credit health
insurance. Most recently, I was the lead-off witness at a hearing convened by
Senator Hart, the Chairman of the Senate Antitrust and-Monopoly Subcommit--
tee. I enclose a copy of my statement presented there. (See p. 914.) g

Naturally, I have been especially interested in the disposition of the credit life
charge as it relates-to interest disclosure. Goyernor Robertson argues that the
insurance premiums provide a benefit to the borrower.over and above the use
of credit and inclusion of the premium in the finance charge would overstate the
actual charge for the credit itself. .

Obviously, there is something to this, However, if the creditor is arranging for -
the insurance at, say, $1 per $100 borrowed repayable in one year-—a common
rate in many areas—he may well be receiving as much as 609 of that charge as
a commission, dividend or in other more complicated ways. Clearly, this “Kick-
back” is hardly a benefit to the borrower. i

As the bill was progressing through the Senate, it occurred to me that a useful
compromise between the pros and cons for inclusion of the insurance premium
in the finance charge would be to require that anything in excess of 50¢ per $100
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borrowed repayable in twelve months, or its equivalent for longer or shorter
durations, be included as part of the finance charge. Another way of expressing
this would be to include the total insurance premium in the finance charge and
then to allow a deduction of %%49% for the credit life insurance.

It seems to me that such a measure would be very easy administratively and
would do justice to-Governor Robertson’s point.

It might also have a beneficial effect on excessive rates charged for this kind
of life insurance in many of our states.

- The rate of 50¢ mentioned is the maximum rate permitted for credit life in-
surance in the small loan acts of at least two, states—Massachusetts and Con-
necticut. Most creditors can obtain the insurance for their customers at less than
this rate.

If there: is any room for compromise at.all on this matter it should lie along
these lines. If you feel that there is any merit to the suggestion, I would certainly
- be glad to discuss it further with you.

Sincerely, 5 ——
Y, AMES H. HuUNT,

Commissioner.

AMERICAN BoOK PUBLISHERS CoUNCIL, INC., AND

AMERICAN TEXTBOOK PUBLISHERS INSTITUTE,
“Washington, D.C., August 17, 1967.

Hon. LEoNOR K. SULLIVAN, e

House of Representatives,

Rayburn House O ffice Building,

Washington, D.C.

DEAR MRS. SULLIVAN : At the request of the Reference Book Section of the
American Textbook:Publishers Institute, I am writing you concerning Section
205 of H.R. 11601, the truth-in-lending act. We believe that Section 205 of the
bill should be modified to discourage the states from enacting their own versions
of truth-in-lending laws. Subsection 205 (a) now provides that the Federal act
shall not be construed to annul or exempt any creditor from complying with
any state law relating to disclosures in connection with credit transactions, ex-
cept where such laws are inconsistent with the provisions of the Federal act.
Subsection 205 (b) allows the Federal Reserve Board by regulation to exempt
from the act any credit transactions which it determines are effectively regulated
by state laws. By implication, these two subsections seem to encourage the
several states to enact their own credit disclosure requirements.

~Most publishing firms do business in many other states other than the one in
which they are principally housed. We seriously doubt that Congress would
want to incur a multiplicity of requirements that would constitute a restraint
of trade in interstate commeree. We would strongly recommend, therefore, that
Seection 205 be amended to discourage the states from enacting 50 different credit
disclosure requlrements It should. .be made clear that compliance with the
Federal act concerning credit disclosure would preempt the states in this area.

We agree with Mr, Robertson, Vice Chairman of the Board of Governors of
the Federal Reserve System, that the Federal 1mp1ementmg agency should not
be called upon to judge how effectively state laws in this field are enforced. But
we also feel strongly that Congress should not be encourging the states to enact
50 different requirements for. industry, to satisfy. .Simple reason, we think,
should dictate that a properly worded ‘Federal act resulting in a more effective
disclosure of credit costs to consumers should be sufficient to satisfy the needs
of all consumers, irrespective of the state in which the consumer lives; and we
believe that the states should be preempted from further regulations. Placed
in a national perspective, firms. shipping goods across state lines ought not to
{xav? 50 contractual barriers to satisfy if they want to do business on a national
eve

Sincerely,
: CLIFFORD P. GRECK,
Director, Washington O fice.

83-340—67—pt. 2—20
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i NEIGEBORHOOD: LEGAL SERVICES CENTERS,
! : Detroit, Mich., August 23, 1967.
* Hon. Leovor K. SULLIVAN, :
Chairman, Subcommittee on Consumer Affairs, House Commitiee on Banking
and Currency, House Ofice Building, Washington, D.C. . :

Dear Mgs. SULLIVAN : I write you as the Research Director of the Neighbor-
hood Legal Services Program of the City of Detroit, a part of the Administra-
tion’s War on Poverty. ‘

Our office has been functioning in assisting the people of our community for
somewhat less than a year. Even in that brief span of time, it has-become very
clear to us that among the very basic problems faced by the poor are those
of consumer credit sales and financing.

The poor are untutored in the wise use of credit and are prey to that segment
of the comercial community which takes advantage of this lack of knowledge
to deliberately induce credit buying beyond their means.

I was most pleased to read that your credit protection bill contains a
prohibition on the garnishment of wages to settle debts. I have reluctantly
come to the conclusion that this somewhat drastic remedy is absolutely neces-
sary for the protection of the people of our community. I do not mean to belittle
«truth in lending”, or the other protections of the bill, but my experience here
convinces me and convinces my fellow attorneys from the program, that mere
disclosure is not adequate protection, and that there is the evil of garnishment
which makes the oppression of the poor possible.

By and large, the poor of our community have not the same freedom of
choice in purchasing as many other segments of our community. They lack
the knowledge of the competitive sources, they lack transportation facilities,
they are lured by promises of bargain rates, they consistently pay more for
merchandise of lower quality, both in food and in ‘household furniture and
goods, then other segments of our community, and are deliberately lured into
extending themselves beyond their own credit capabilities. We can see from our
pankruptcy practice in Detroit, that the results of these problems and the cycle
generally goes as follows: '

A family will buy furniture beyond which it can afford on credit, usually
for a higher price than the goods are worth, and for unreasonable credit rates;
then having over-extended themselves, will, because of layoffs or family illness,
be unable to meet the payments. They then borrow from the small loan finance
- companies where the interest rates are even greater and it is garnishment
which then boxes them further into this trap from which there is no proper
escape. ; : .

Even bankruptey is not an adéquate remedy. In the first place, it is not fair
to the sellers, in the second place, it is available only once each six years, and
in the third place and most serious difficulty, sellers and lenders in our area
habitually sue the bankrupt after the completion of the bankruptey proceedings,
for fraud in obtaining the credit initially, and are usually successful. Thus,
the buyer finds himself helplessly meshed in this trap, owing the credit merchant
and the finance company and unable to meet his obligations as they come due
and is threatened with garnishment which will cost him his job with no possible
way out. : .

1 would like very much to have appeared before your committee and testified
as to the problems existing in our community, but it seems that there was not
sufficient available time before your Committee. I hope you will consider this
Jetter as my testimony and distribute it to ‘the membors of your committee.

Perhaps even stronger testimony than mine could be, was the résponse of
the citizens of our community to the dispair which this sort of trap has led
them into. Certainlbv, one of the large factors in causing the recent riots in
our community wasiprecisely this problem. It is significant to note as you travel
down the ravaged 'streets of our community, that the three major types of
stores which were looted and burned, frequently standing next to untouched
pusiness places, were grocery stores (where the prices were high and ouality
low), credit furniture stores and pawn shops. Several of the stores which were
burned caucht fire from the credit records being burned hv desperate people
in an improper attempt to avoid a despairing trap. Something must be done
to give these people, most of whom are really trving hard. a better alternative
than hurning the credit records of our stores. And I feel that the garnishment
provision of your bill is the greatest step possible in that direction.
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Just two additional brief comments: :

It has been our experience here in Michigan that maximum rates allowed
in legislation quickly become the standard minimum rates, as has been indicated
both by our small loan act and our consumer credit act. Secondly, the warning of
amount as stated in your bill will probably be effective for a large mass of intelli-
gent consumers but again, will not be effective for the uneducated, impoverished
consumer who- really has no alternative anyway. However, best wishes for
your success with what in my judgment is one of the most important pieces
of legislation ever to be presented to Congress, and one of the most needed in
our country to prevent a repetition of the recent anger of our urban centers.

Very truly yours,
JOHN HOUSTON.

CoUNCIL OF MUTUAL SAVINGS INSTITUTIONS,
. New York, N.Y., August 25, 1967.
Hon. LeoNor K. SULLIVAN,
House of Representatives,
Washington, D.C. :

DeAr CONGRESSWOMAN SULLIVAN ; This Council has consistently supported the
so-called truth-in-lending bills as a matter of principle, and continues to do so. In
light of the fact that our members are savings, building or homestead associa-
tions, we do have some questions of interpretation with respect to this bill, as
follows :

1. Paragraphs (1) and (2) of subsection (d) of Section 202 exclude from the
definition of “finance charge,” the items which, in first mortgage lending, are
commonly termed “disbursement.” To an increasing degree, however, institu-
tions such as comprise our membership have portions of these operations per-
formed by salaried personnel. Instances are salaried appraisers and an internal
legal staff. Might not some provision be made for such cases?

2. It would also seem that some provision should be made for overhead in
processing, which is not conducted for profit. To illustrate: The allowable
charges permitted by the Veterans Administration in the case of a mortgage
loan under the terms of the Servicemen’s Readjustment Act is described as
“19% plus disbursements.” The Veterans Administration further allows an ad-
ditional 29, for overhead in processing construction loans. I believe the Federal
Housing Administration did or does employ a similar scale. In the State of New
York, which has a 69, usury law, the courts have recently held that 2% was a
reasonable charge for overhead and did not come within. the purview of the
usury statute. . ;

3. This is not a question. I wish to make it clear that these questions do not
relate to discounts, frequently called “points,” which we recognize as ‘being an
added finance charge and, hence, clearly subject to.the provisions of subsection
(¢) of Section 203. .

4. We do have a question with respect to subsection (g) of Section 203, which
walves disclosure of items substantially similar to those required by this bill.
Might this not be extended to cover Federal requirements? For instance, Sec-
tion 545.6-10 of the Rules and Regulations for the Federal Savings and Loan
System provides that “Upon the closing of the loan, the association shall furnish

- the borrower a loan settlement statement showing in detail the charges or fees
the borrower has paid or obligated himself to pay to the association or to any
other person in connection with' such loan; -and a copy of such loan settlement
statement shall be retained in the records of the association.” I am informed
that a similar requirement is imposed by some of the state supervisory authori-
ties. A related question is as to who is to make the determination that such a
requirement, however it may be phrased, is “substantially similar?”

5. Might it not prove feasible, either to revise subsection (g) or to provide
in a separate subsection, an exception for supervised financial institutions which
are required, upon the making of a first mortgage loan, to furnish the borrower
with a complete settlement statement in a form simliar to that desecribed in the
regulation quoted above? In that connection, I am reminded (although I do not
have its regulations at hand) that the Veterans Administration imposes a sim-
ilar requirement with respect to every first mortgage G.I. loan.

Please understand that this Council supports the principle of full disclosure
and that, in posing these questions, we are not seeking a favored position, but
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that we understandably wish to avoid a duplication of existing requirements
and added paper work, where the: substance is covered by another route.

Cordially yours, .
: : GEORGE L. BLiss,

President.

AveusT 24, 1967,

Hon. LroNor K. SULLIVAN, . .
Chairman, Subcommittee on. Consumer Affairs, House Committee on Banking
" and Currency, Rayburn House Office Building, Washington, D.0.
DrAR CONGRESSWOMAN SULLIVAN : We are writing to you on behalf of the
“American Life Convention and the Life Insurance Association of America, two
associations with a joint membership of 349 companies accounting for ap-
proximately 92% of the life insurance in force in the United States.

We did not request an opportunity to appear before your Subcommittee during
the current hearings on the proposed Consumer Credit Protection Act (HL.R.
11601, H.R. 11602, 8.5). However, we wish to go on record with respect to the
proposed legislation as it would apply to real estate mortgage loans.

We find merit in the recommendation made to your Subcommittee by Federal
Reserve Board Governor,-J. L. Robertson, that an exemption should be provided
for first mortgage loans on real estate. We concur in the finding of the Senate
Committee on Banking and Currency that adequate disclosure is already being
made in this area of credit.. (Senate Report 392). . :

Accordingly, we urge that first mortage real estate loans be exempted from any
bill which your Subcommittee may favorably recommend. S :

1t will be appreciated if this letter could be made a part of the hearing record.

Sincerely,
. AMERICAN LIFE CONVENTION, Lo
" ARTHUR S. FEFFERMAN, Director of Economic Analysis.
. LIFE INSURANCE ASSOCIATION OF .AMERICA,
RarpE J. McNAIR, Vice President.

HoUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CONSUMER AFFAIRS OF THE
COMMITEE ON BANKING AND CURRENCY,
: Washington, D.C., August 25, 1967.
Mg. ARTHUR S. FEFEERMAN, i
Director of Economic Analysis,
American Life Convention,
Mz. RavpH J. McNAIR,
Vice President, :
Life Insurance Association of America,
Washington, D.C. g

Dear Mr. FEFFERMAN AND Mg. McNAIr: The letter you have submitted to me
for inclusion in the record of the hearings on H.R. 11601 and related bills merely
expresses the opposition of your two organizations to the inclusion of first mort-
_gage credit under the legislation. Since you are familiar with the statement made
by the witness from the Federal Reserve Board of Governors, Mr. James L.
Robertson, which you mentioned in your letter, I am wondering if you are also
familiar with the ;extensive testimony we received on the other side of this
issue from Under Secretary of the Treasury Barr, Miss Betty Furness, the Secre- -
tary of Commerce, the Administrator of the Small Business Administration and
other witnesses. | :

1t is true that most first mortgage loans are issued by legitimate financial in-
stitutions which make full disclosure as to the terms and the rate of interest, but
we are deeply concerned over the transactions which also occur in the first
mortgage field by unscrupulous operators who, under the terms of 8. 5 as it
passed the Senate, would not have to make any disclosure whatsoever of any
charges they make as long as the instrument used in the transaction could be
defined as a “first mortgage.”

My purpose in writing this letter is to ask if there is any reason why you would
exempt from the disclosure requirements the kind of first mortgage frequently
obtained by what some of our witnesses referred to as “the suede shoe boys”
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who sell an elderly couple or widow an expensive furnace or siding or roofing
job at unconscionable finance terms and have a piece of paper which can be filed
as a first mortgage.

I am sure any first mortgages entered into by correspondents for life insurance
companies are not guilty of such practices; thus, I cannot see why the industry
would object to coverage under the legislation, particularly if such coverage were
to make possible the prevention of the abuses which now occur in mortgages
offered by the unscrupulous operators.

Sincerely yours,
: LFONOR K. SULLIVAN,

Ohmrmarn

SEPTEMBER1, 1967.
Hon. LeoNvor K. SULLIVAN, ;
Chairman, Subcommittee on Consumer Affairs, House Commitiee on Banking and
Currency, Rayburn House Office Building, Washington, D.C.

DeAR CONGRESSWOMAN SULLIVAN : Thank you for your letter of August 25 in
regard to the treatment of first mortgage credit under H.R. 11601.

In our letter to your of August 24 urging that first mortgage real estate loans
be exempted from any bill which your Subcommittee may favorably recommend,
‘we had in mind first mortgages arising in connection with the unpaid purchase
price of real estate. Since, as is generally agreed, adequate disclosure is already
being made with regard to these mortgages, we believe that it would not be
desirable to subject them to mandatory disclosure under the pending legislation.
We have no objection to requiring disclosure of information for mortgages result-
ing from home repairs and purchases of appliances, if this has been found to be
an area of abuse. However, we would hope that any legislation designed for this
purpose could be drafted to apply-only to the abuse areas and not to first mort-
gages generally. To apply the mandatory disclosure provisions to all first mort-
gages would detract from the effectiveness of the legislation by applying the
requirements to areas where they are not needed and would not accomplish any

useful purpose.

We are grateful to you for your letter and very much appreciate this chance
to enlarge upon our views to you on this important subject.

Sincerely,
AMERICAN LIFE CONVENTION,
ARTHUR 8. FEFFERMAN, Dw'ector of F'conomw Analysis.

LIFE INSURANCE ASSOCIATION OF AMERICA,
RarrH J. MONAIR, Vice President.

THE COMMONWEALTH OF MASSACHUSETTS,
DEPARTMENT OF THE ATTORNEY GENERAL,
Boston, September 14, 1967.
" Hon. LEONOR SULLIVAN,
Chairman, Subcommittee on Consumer Aﬁam Committee on Banking and
Currency, House of Represetatives, Washmgtom D.C.

DEAR REPRESENTATIVE SULLIVAN : At the time of my appearance on August 11
before your committee in support of H.R. 11601, Representative Lawrence G.
Williams asked me to make a comparison between Massachusetts truth in credit
laws and the proposed Federal Consumer Credit Protection Act (H.R. 11601).

The basic objective of both Massachusetts laws and H.R. 11601 is safeguarding
the consumer with reference to credit transactions by requiring full disclosure
of finance charges. I believe both laws achieve this objective. There are, however,
some areas of difference between the Massachusetts Retail Installment Act (G.L.
Chapter 255D) and Truth in Lending Act (G.I. Chapter 140A) and H.R. 11601.
They are as follows :

1. Finance Formula

Under Massachusetts General Laws, Chapter 255D Section 1, the annual finance
charge formula is based on a constant ratio approach while under H.R. 11601 an
actuarial method is provided for.
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2. Motor Vehicles

Under Massachusetts General Laws Ghapter 255D Sectlon 1,:the term ‘“‘goods”
includes all things movable purchased primarily for personal, family or house-
,'hold purposes other than motor vehicles, which are covered by a separate law
in Massachusetts. "HiR. 11601 Section 202c does ‘not appear to exclude mobor
vehicles from its scope of operatmn

3. Cancellation of Agreement

Massachusetts General Laws,: Chapter 255D Section 14 allows the consumer
to cancel his retail installment agreement other than for a breach by the seller,
where the seller has failed to send a written copy of the agreement signed by the
seller to the consumer or where there has been no substantial performance on the
seller’s part. Notice of cancellation must be given by certified mail by five o’clock
post 'meridian on the next ‘business day following execution of the agreement.

}. Security Interests

Massachusetts General Laws, Chapter 255D Section 15 provides that the retail
agreement shall create no security interest in the property of the purchaser other
than on the goods sold under the agreement.

5. Protection for Buyer

. Massachusetts General Laws, Chapter 255D Section 10 provides that no seller,
“.sales finance company or holder shall at any time takeor receive any retail in-
stallment sale agreement from a buyer which contains:

(1) Blank: paces for terms required by this chapter or for terms upon
which the parties at the consummation of the sale have agreed to the extent
of the then available information except that items 10 and 11 of subsection
C of section 9 hust always be disclosed ;

(3) Any schedule of payments under‘ which any one installment, except

- the down payment, is not equal or substantially equal to all other install-
ments, excluding the down payment, or under which the intervals between
any consecutive installments except the down payment differ substantially,
unless (a) the buyer is given an absolute right upon default in any such
excess or irregular installments, including that in default, revised to con-
form in both amounts and intervals to the average of ‘all preceding install-
ments and intervals, or (b) unless the time and amounts of the buyer and a
statement appears in the contract to that effect.

9. Regulation of Credit for Commodity Future Trade:

Our Truth in Credit laws do not cover thé amount of credit that may be ex-
tended under commodity future contracts as provided for H.R. 11601 Section 207

10. Emergency Omtrol of Consumer Oredit:

Our credit law is in no way tied in with the economic condition of the state
of Massachusetts or the county as provided in H.R. 11601, Section 208.

11, Interest Rate on Loans:

H.R. 11601 applies to all extensions of credit. In Massachusetts we have one
regulation covering retail installment agreement and another which regulates the
loan businesses of Massachusetts. Our Truth in Lending Laws, Massachusetts
General Laws Chapter 140A, however, does not establish the rates for loans, but
merely regulates the procedure under which loans are to be made. The rate
setting power is in the hands of a state regulatory board.

I hope this report will be of help to you in evaluating whether H.R. 11601
provides sufficient protection for the consumer.

Very truly yours,
' ROBERT L. MEADE,
Chief, Consumer Protection Division.
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(The following agency reports on H.R. 11601 were received for
inclusion in the record :)

SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C., July 27, 1967.
Re: H.R. 11601, 90th Congress. :
Hon. WRIGHT PATMAN, .
Chairman, Committee on  Banking and Currency,
House of Representatives,
Washington, D.C.

DEAR MR. CHAIRMAN : This is in response to your letter of July 22, 1967 re-
questing the Commission’s comments on the above bill. :

From our analysis of the bill it appears that under Section 203(n) (2) “trans-
actions in securities or commodities in accounts by a broker-dealer registered
with the Securities and Exchange Commission” would be exempt from the regu-
latory provisions of the bill which would apply to other parties who extend
consumer credit. Since this exempted area is the only one in which the Com-
mission has any direct or substantial concern with the extension of credit and
since the bill would apparently not have any impact on any other aspects of the
laws which the Commission administers, we do not care to comment on it.

Time has not permitted formal submission of our position on this bill to the
Bureau of the Budget but we have been in touch with the Bureau by telephone and
are advised informally that the Bureau has no objection to our position.

Notwithstanding our decision not to comment on this bill, we do appreciate your
affording us the opportunity to consider it.

Sincerely yours, E
g Huea F. OWENS, Commissioner.

THE GENERAL COUNSEL OF THE TREASURY,
Washington, D.C., July 31, 1967.
Hon. WRIGHT PATMAN,
Chairman, Committee on Banking and Currency,
House of Representatives, ;
Washington, D.C. .

DEAR MR. CHAIRMAN : Reference is made to your request for the views of this
Department on H.R. 11601, the proposed Consumer Credit Protection Act.

Title I of the proposed legislation is essentially a revised version of S. 5 which
has passed the Senate and is now pending before your Committee. This title would
add a new title IT to the Federal Reserve Act: Most of the provisions in sections
201-206 of the proposed title IT relating to disclosure of the cost of credit are simi-
lar to the provisions of the Senate-passed version of 8. 5, with the following
notable exceptions: (1) Section 203 (d) of the proposed title would require dis-
closure of an annual percentage rate of a finance charge rather than a percentage
rate per period with regard to open-end credit plans or revolving credit. (2) The
exemptions which 8. 5 would provide for transactions involving less than $10 in
credit charges and first mortgages in real estate transactions are omitted from
H.R. 11601. (3) Subsections (j) and (k) of section 203 would extend certain dis-
closure provisions, including the requirement to set forth the finance charge,
expressed as an annual percentage rate, to any advertisement of consumer. credit.
(4) The provisions of the proposed title would take effect on July 1, 1968 rather
than on July 1, 1969. :

893
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The remainder of title I of the bill would make substantive changes unrelated
to the digclosure of finance charges, which is the subject matter of 8. 5. Section
203 (1) would prohibit any finance charge for credit to natural persons which
exceeds 18 percent. Section 203(m) would prohibit notes authorizing the con-
fession of judgment against a debtor. Section 207 of the proposed title II would
direct the Board of ‘Governors of the Federal Reserve System to prescribe regu-
lations governing the amount of credit that may be extended or maintained on
commodity futures contracts. Section 208 would provide the Board with standby
authority to restrict or control the use of consumer credit whenever the President
determines that a national emergency exists. Section 209 would give the Board

_certain powers of administrative enforcement with regard to violations of the
title. )

Title II of the bill would prohibit the attachment or garnishment of wages or
salary due to an employee. ;

Title IIL of the bill would establish a bi-partisan National Commission on
Consumer Finance. The Commission would be composed of nine members: three
members of the Senate appointed by the President of the Senate, three members
of the House of Representatives appointed by the Speaker, and three persons
appointed by the President. The Commission would study and appraise the func-
tioning and structure of the consumer finance industry, and would be required
to report to the President and the Congress, by December 31, 1969. The report
would include treatment of (1) the adequacy of existing arrangements to pro-
vide consumer financing at reasonable rates; (2) the adequacy of existing super-
visory and regulatory mechanisms to protect the public from unfair practices;
and (3) the desirability of Federal chartering of .consumer finance companies.
. In his message to the Congress on February 16, 1967, on consumer protection,
the President said: ' i

“I yrecommend the Truth-in-Lending Act of 1967 to assure that, ‘'when the
consumer shops for credit, he will be presented with a price tag that will tell
“him the percentage rate per year that is being charged on his borrowing.

“We can make an important advance by incorporating the wisdom of past dis-
cussions on how the cost of credit can best be expressed. As a result of these
discussions, I recommend legislation to assure—

“Full.and accurate information to the borrower; and Simple and routine
calculations: for the lender.”

The original version of S. 5 would have required all revolving. credit plans
to disclose the annual percentage rate at the time the account was opened and on
the periodic monthly statements. In the report dated April 12, 1967, to the
Senate Banking and Currency Committee on 8. 5, this Department fully en-
dorsed the principle that the total cost of obtaining credit should be clearly dis-
closed to a potential user, both in terms of dollars and annual rate. Also, the
original S. 5 would not have provided exemptions for small credit transactions
and first mortgages. ;

S. 5 as passed by ‘the Senate would allow such exemptions and would allow the
interest rate on most revolving accounts to be stated on a monthly rather than
annual basis. Thus, for example, in most instances, a creditor could state the
rate on purchases charged to a revolving account at 1.5 percent a month rather
than 18 percent a year.

The Department!believes that all types of creditors and all types of credit
transactions should be treated equally and impartially to the greatest extent
possible, Accordingly, the Department supports the proposed provisions of H.R.
11601 which would require disclosure of an annual percentage rate by all credi-
tors without exceptions or special treéatment for revolving credit, transactions
involving less than $10 in credit charges, and first mortgages. We also support the
provisions which would extend the disclosure of credit costs to advertising. We
believe that these provisions would more fully implement the recommendations
of the President with regard to disclosure of finance charges. :

In addition, the Department would have no objection to a comprehensive study
of the consumer finance industry. However, it would appear that such a study
could best be accomplished by an existing agency of the Federal Government or
by the Congress. 'We believe that those other provisions of H.R. 11601 which
are not related to ithe disclosure of the cost of credit should receive extensive

study and that their consideration by your Committee at this time should not
be permitted to delay action on effective truth-in-lending legislation. Those pro-
visions, however, would appear to be proper topics for study.
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- The Department has been advised by the Bureau of the Budget that there is
no objection to the submission of this report to your Committee and that enact-
ment of legislation to provide full disclosure of credit charges would be in accord
with the program of the President.

Sincerely yours, :
Frep B. SMITH,

General Counsel.

BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM,
‘ Washington, July, 31, 1967.
Hon. WRIGHT PATMAN, L S : ‘ ) i
Ohairman, Committee on Banking and Currency, )
House of Represdntatives, Washington, D.C. v S .

- DEAR MR. CHAIRMAN : This is in response to your request for the Board’s com-
ments on H.R. 11601, the “Consumer Credit Protection Act.” e : .

‘Most of title I of the bill is designed to provide consumers with meaningful,
information concerning the costs and terms of credit. The Board believes that
legislation of this kind is needed, and that important social and economic bene-
fits may be expected to flow from its enactment, With one exception, however, we
believe that the disclosure provisions of S. 5 are preferable to those of H,R. 11601.

The Board believes that the provisions of H.R. 11601 as to open. end - credit
plans are preferable to those in S. 5 as passed by the Senate. The need for a
common standard to facilitate comparison shopping for credit, as well as the
desirability of treating all creditors alike, argue against the Senate bill’s provi-
sions exempting: certain forms of open end credit from the general rule requiring
disclosure of ‘equivalent annual rates. )

In addition to disclosure provisions similar to §. 5, H.R. 11601 provides for
regulation of credit advertising affecting interstate commerce, ceilings on finance
charges, controls on commodity futures trading, and prohibitions against parti-
cular methods of debt collection. Presumably because of the broad scope of these
provisions, section 209 of the bill incorporates authority for their enforcement
through administrative progeedings leading to- cease and desist orders. The
Board-has urged that its responsibility as to legislation requiring disclosure of )
credit terms be limited to prescribing implementing regulations, and that respon-~
sibility for enforcement and investigation. of complaints be lodged in another
agency with a trained investigative staff, . o : . ;

:The Senate concurred in our recommendation as to the Board’s role in imple-:
menting 8. 5. As to, enforcement, it was decided .not to . establish “investigative
or enforcement machinery at the Federal ilevel, largely on the assumption that
- the ecivil penalty section will -secure substantial-.compliance with the:Act: (S.
Report 392, p.'9).” We hope that eivil sanctions; supplemented, :as they are, by
criminal sanctions, will prove to be adequate to- assure compliance with disclosure:
requirements. If experience under the legislation should indicate that compliance
is not,being achieved, the Board would so indicate in ‘the annual reports provided
for in the bill. If, however, the Congress now determines that adequate protection
for consumers warrants imposition of the broader . controls embodied. in H.R.
11601 in addition to. the disclosure requirements of S. 5, responsibility for their
administration and enforcement should be vested elsewhere than in the Federal
Reserve System. : i : P e ‘

The question of whether certain of the controls added to S. 5 by H.R. 11601
are desirable is now under study by the Government agencies directly concerned.-
We: understand that the Department of Agriculture is now reconsidering its
earlier request for standby authority to prescribe margin requirements for trad-
ing in the commodity futures markets, pending: analysis of additional informa-
tion which it has recently received. And the President has directed the Attorney:
General, in consultation with the Secretary of Labor and the Director of the.
Officé of Economic Opportunity; to make a comprehensive study of the problems
of wage garnishment. The Board believes that decisions on these questions:
should be deferred until the results of these studies'are available. :

A Federal limitation on finance charges, ‘as provided in H.R. 11601, could
operate to deny credit to those who need it under certain circumstances, and to
raise credit costs in other instances. A single, national statutory ceiling cannot
adequately reflect the varying elements—such as risk, costs, and size of transac-
tion—that enter into the determination of finance charges for various kinds of
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eredit arrangements, In some small transactions, finance charges that are low
in dollar amount but exceed 18 per centiwhen converted to-an annual percentage
rate may be justified to compensate the creditor for relatively high:out-of-pocket
handling costs. Under those circumstances, an-18 per cent ceiling could cut off
extensions of credit. For other kinds of credit needs that can be met at lower
rates, an 18 per cent ceiling might tend to become a floor as well as a ceiling,
resulting in higher costs to the borrower. We agree with the principle expressed
in the Senate Banking and Currency Commiittee’s report-on 8. 5, that “full dis-
closure of credit charges (should) be made so that the consumer can decide for
himself whether the charge is reasonable (8. Report 392, p. 1).”

Another provision of H.R. 11601 would grant to the Board authority to impose
broad controls over the use of consumer credit upon a determination by the
President that a national emergency exists which necessitates such action. The
Board believes that standby authority of this kind could prove useful under
certain conditions, although it clearly is not needed at present. We do not regard’
this authority. However, as a method of protécting consumers. Rather, it is a
means of curbing consumer demands at times of unusual stress:-when: the.economy:
could not satisfy those demands and at the same time meet higher-priority needs
such ag the defense of the nation. As was demonstrated only last year, authority
for consumer credit controls is also a‘controversial matter. ‘We hope, therefore,
that your Committee will act favorably on disclosure legislation without jeopard-
izing its enactment by inclusion of this additional authority.

Sinicerely yours, ; :
i ! WMm: McC. MARTIN, Jr.

DEPARTMENT OF AGRICULTURE, {
: Washington, D.C., August 3, 1967.-
Hon. WRIGHT PATMAN, e .
Ohairman, Committee on Banking and Currency,
House of Representatives,
Washington, D.C. k i
Drar M. CHAIRMAN : This is in reply to your request of July 22, 1967, for. a
report on HL.R. 11601, the “Consumer Credit Protection Act.” T
This Department endorses the provisions -of thi¢ bill requiring disclosure of
the cost of credit. | ! i :
. The bill provides for full disclosure of, and maximuam rateés for, finance charges
to consumers, authorizes regulations of credit for conimodity futures trading,
- “provides machinery for controlling credit during national emergencies, prohibits
‘garnishment of wages, and creates a commission to study the need for further
regulation of the consumer finance industry. o 4
Farmers, as well as others, are entitled to know the actual annual percentage
rate for the cost of credit incurred in the purchases of goods and services. We
believe the proposed legislation can combat ignorance and exploitation in the field
of credit and save farmers many millions of dollars annually. This Department
defers to the Department of Treasury for comment on the details of procedures
for disclosure of the cost of credit. . :
~Section 201(b) and Section 207 of H.R. 11601 are concerned with the regula-
tion of speculation and the use of credit in trading on commodity futures con-
_tracts. In the past this Department has advocated regulation of margin require-
ments on commodity futures transactions when excessive speculation is causing
undue price fluctuations. In line with our concern we have recently commissioned
a study related to this question. Pending a careful analysis of this study we are
not in ‘a position to make a judgment ‘with respect to these provisions of the bill.
.. We suggest that these _provisions, and others not related to the disclosure of
‘credit charges, be considered sepatately following a thorough study of the prob-
lems they pose.
" The Bureau of the Budget advises that there is no objection to the presentation
of this report from the standpoint of the Administration’s program, and that
enactment of legislation to provide for full disclosure of credit charges would be
in accord with the President’s program. . : g s :
Sincerely yours, ; .
g ORVILLE L. FREEMAN,
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SMALL BUSINESS Anmmsmuon,
Washmgton, D.C., August }, 1967
Hon. WRIGHT PATMAN,
Chairman, Committee on Basnking and Ouwmy
House of Representatives,
Washington, D.C.

DEAR MR. CHAIRMAN: This is m reply to your letter of July 22, requesting
Elet Somments of this Agency on H.R. 11601, the “Consumer Oredlt Protection

c

Congressman Leonor Sullivan, in her introductory remarks on the ﬂoor of
the House on July 20, noted that many sections of this bill are controversial, but
stated that it was being introduced with its multiplicity of titles “for the purpose
of outlining and dramatizing the scope of this (consumer credit) issue, and as a
vehicle for hearings.”

The principal title of H.R. 11601 is its Title I, on “Credit Transactions”; and
the principal provision therein, in our estlmatlon iy that regarding eredxt dis-
closure. This Agency has gone on record as havmg strongly favored S. 5, the
Senate-passed “truth in lending” measure. We therefore take this occasion to
reiterate our support for the type of consumer protection which mandatory dis-
closure of finance charges will afford.

Mrs. Sullivan has likewise suggested that the additional and adnmttedly con-
troversial features of her bill “will not be permitted to stymie effective ‘I'ruth-
In-Lending’ legislation,” now that that measure hag already been passed by the
Senate. The Small Business Administration would favor just such a balance of
priorities, and would hope that—whatever the fate of the bill’s other parts—a
credit disclosure measure will be enacted.

The bill would also prohibit the garnishment of wages in any situation. Mrs.
Sulhvan s press release on the bill state the following rationale:

. the garnishment of wages is frequently an element in the predatory ex-
tens1on of credit and . . . such garnishment frequently results in the disruption
of employment, productlon, and consumption, constituting a substantial burden

on interstate commerce.”

Garnishment is very often the only legitimate means in the employ of a
businessman-creditor for final satisfaction of business debts due him. With re-
gard to this section of the bill, then, as well as that proposing a National Commis-
sion. on Consumer Finance, we would recommend very careful consideration
before any action is taken thereon.

The Bureau of the Budget has advised that there is no objection to the sub-
mission of this report, and that enactment of legislation to provide full dis-
closure of credit charges would be in accord with the President’s program.

Sincerely yours,
Rosert C. Moort, Administrator.

TeEE WHITE HOUSE,
Washington, August 4, 1967.
Hon. WRIGHT PATMAN,
Chairman, Committee on. Banking and Currency, House of Representatives,
Washington, D.C.

DEAR MR. CHAIRMAN : This report is in reply to your request for the comments
of this office on H.R. 11601, a bill to safeguard the consumer in connection
with the use of credit under prescribed conditions of disclosure and for other
purposes.. The bill is to be known as the “Consumer Credit Protection Act.”

The bill would amend the Federal Reserve Act by adding a Title II providing
for full disclosure in consumer credit transactions including advertising, a na-
tional usury law and other particulars, including the provisions of 8. 5, 90th
Congress, as passed by the United States Senate, but going beyond the scope
of the latter bill. Among other things, H.R. 11601 also provides for the pro-
hibition of the garnishment of wages and the establishment of a national com-
mission on consumer finance to examine and evaluate' the consumer finance
industry.

Section 201 recites the need for full disclosure of consumer credit terms, a
requirement to regulate the speculation and excessive -use of credit in com-
modity futures contracts and the advisability of establishing a stand-by author-
ity for the emergemcy control of consumer credit.
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The definitions of Section 202 follow generally the definitions of 8. 5, 90th
Congress, dated July 12, 1967, except for the following additional beneficial
changes for the consumer.

The definition of “finance charge” (Sec. 202(d)) includes, among other im-
portant items, the cost of any guarantee or insurance: protecting the obligor’s
default or other credit loss. Current news reports, testimony in the Congress,
as well as hearings held in several of the States, report excessive premlums
. charged consumers for credit insurance and illustrate the opportunity to in-
crease the yield to the creditor at the expense of the debtor by saddling him
with such high cost additions. Credit insurance amounts frequently to a sub-
stantial additional cost to the debtor when obtaining credit. Therefore, to
provide true comparability as between creditors’ rates, credit insurance should
be an itemized and included as a line item cost factor in determining the total
finance charge. H.R. 11601 provides an adequate standard, of full disclosure
that will be of material assistance to the prospective debtor in his quest for
the most desirable or economical source of credit.

‘The definition section of H.R. 11601 has also strengthened the full disclosure
principle by permitting no except:loms to ‘stating finance charge& on annual per-.
centage rate basis on the grounds that some credit accounts are ‘“installment’
open-end plans” as now permitted in the Sehate bill. We think it important to,
prohibit. such exceptions. While revolving credit now I“epresents a - relatively
small proportion of the total ‘consumer debt, it is growing and with such a
loophole, it may burgeon even more, rapidly by businesses seeing the advantage.
of avoiding full disclosure by convertmg to this form of credit plan. Treasury
Department officials and others, including Massachusetts bussinessien, have
shown that revolving charge accounts can be accommodated to the system.

Section 203 requires the disclosure of finance charges as deﬁned in Section 202
and 'parallels the excéllent disclosure provisions of 8. 5, 90th Congre&s dated
July 12, 1967, but ;with some added improvements.

I‘u-@t credit charges under $10 are not excluded from the coverage of the
biiL We think it important to have no eéxceptions by degree of the amount
involved, for it iy in this area that the poor ‘and disadvantaged are subject to
abuse. Their small purchases can, in the aggregate, be burdened with excessive
credit charges. They are citizens to. whom the cost of $5 worth of credit is just
as important, if not more so, than a $50 credit charge to a more affluent member
of society. If sales taxes can be readlly computed on small amounts, S0 can
the annual percentage rate. )

Of great significance to consumers is the language of subsections 202(i), 203 (j ) ,
and 208 (k), which provide. that creditors advertising and consumer credit sale in
interstate commerce, extension of credit or ‘open-end credit plan, must clearly
set out ithe details of the offer to include the cost of the finance charge expressed
as an annual rate. This requirement of H.R. 11601 allows the consumer to begin
his shopping for credit at'home rather than at the store. Full disclosure of terms
when the family is discussing the advisability of using credit in the privacy of
the home is sure'ly more conduci.ve to the wise use and selection of credit sources.
Full disclosure in advertising should increase competition with resulting benefits
to both the creditor and the borrower. Hopefully, with respect to the latter, the
credit charges of the high rate-lenders will tend to lower.

Section 204 provides guidelines for the issuance of regulations by the Board
and includes provisions for coordination with other Federal agencies and the
establishment of an Advisory Committee. We think these features of the bill
will aid in' providing improvements in the administration of the Aect in the
years ahead.

Section 205 preserves the laws of the States to the extent they are not incon-
sistent with the bill and appears to take cognizance, among other things, of the
concern of some to preserve the time-price doctrine.

In paragraph (3) of Section 206(a) on page 23 at line 7, the time for bringing
a. court action is limited to one year. It is recommended that the statute of limi-
tations be extended to four years since the laws of several States run to four
years. Moreover, a long limitation period is advisable in the interests of the
consumer.

Section 209 pr@wdeﬂ for administrative enforcement of Title II. The agency
responsible for enforcement of this bill should have appropriate powers in order
to curb the acts of the unscrupulous few. Otherwise, the benefit of this bill
might well be illusory to the consumer. The drafters of H.R. 11601 are to be
especially commended for making it possible for the administering agency to
bring an action on behalf of the consumer by serving a complaint, stating its
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charges, and then calling a hearing. Often today, the consumer is unable, does
not know how, or cannot afford the cost of pursuing a claim against the creditor.

This Committee believes that several portions of H.R. 11601 are worthy of
study although they do not specifically relate to the full disclosure provisions of
that bill. This office recommends that the subjects advanced in subsection 203(1),
calling for a national usury law ; in subsection 203 (m), which would outlaw the
cognovit note; and Title II, which would prohibit the garnishment of wages, all
be deferred for further study. Their individual significance for American con-
sumers certainly merits full attention and complete analysis.

The cognovit note, or confession of judgment against the debtor is a creditor’s
remedy which is now prohibited in some States. This practice has often been
used by creditors to the detriment of the legal position of consumers. The
President’s Committee strongly urges that it be the subject of further study so
that its full implications can be completely evaluated.

Title II of the bill would prohibit the garnishment of wages. This office be-
lieves that at present garnishment as it affects debtors, employers, and creditors
should also be the subject of intensive investigation. Therefore, we welcome the
study now being conducted by the Attorney General, the Secretary of Labor,
and the Director of the Office of Economic Opportunity. It is our hope and expec-
tation that the study will point the way to a proper and equitable solution to this
problem which particularly affects low-income groups.

While this office believes that the objectives of Title III to study the con-
sumer finance industry are laudable, we also believe that such a study should be
separated from H.R. 11601. It could provide valuable data and suggestions for
action in such areas as deficiency judgments, unconscionable contracts, licensing
requirements and debtors’ remedies. However, we should first determine if the
study can be better and more economically performed by an existing agency.

Therefore, since it is our desire to advance the full disclosure portions of
H.R. 11601, we wish to strongly support all such provisions of the bill. The
legislative philosophy of H.R. 11601, which recognizes that the consumer, to
effectively fulfill his role in the marketplace, must be an informed consumer,
is in full accord with the viewpoint of the President’s Committee on Consumer
Interests.

The Committee has been advised by the Bureau of the Budget that there is
no objection to the submission of this report to your Committee and that enact-
ment of legislation to provide full disclosure of credit charges would be in
accord with the program of the President.

Sincerely,
HowARD FRAZIER,

(For Betty Furness, Special Assistant to the President for Consumer Affairs).

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
! August 4, 196%7.
Hon. WRIGHT PATMAN,
Chairman, Commitiee on Banking and Currency,
House of Representatives, :
Washington, D.C.

Dear MR. CHAIRMAN : This letter is in response to your request of July 22,
1967, for a report on H.R. 11601, a bill “To safeguard the consumer in connection
with the utilization of credit by requiring full disclosure of the terms and con-
ditions of finance charges in credit transactions or in offers to extend credit; by
establishing maximum rates of finance charges in credit transactions ; by author-
izing the Board of Governors of the Federal Reserve System to issue regulations
dealing with the excessive use of credit for the purpose of trading in commodity
futures contracts affecting consumer prices; by establishing machinery for the
use during periods of national emergency of temporary controls over credit to
prevent inflationary spirals; by prohibiting the garnishment of wages; by creat-
ing the National Commission on Consumer Finance to study and make recom-
mendations on the need for further regulation of the consumer finance industry;
and for other purposes.”

The bill, which is considerably more comprehensive than bill 8. 5, would pro-
vide for the full disclosure of the terms-and conditions of credit in connection
with consumer credit transactions by requiring each creditor to furnish to each
borrower information in accordance with regulations prescribed by the Board
of Governors. In the case of consumer credit sales and extension of credit the
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creditor would be required to furnish the details of the transaction including the
total amount to.be financed, the amount of the finance charge expressed as.an
‘annual percentage rate, the number, amount and due dates or periods of pay-
ments scheduled to.repay the indebtedness and the default, delinquency or similar
charges payable in the event of default. With respect to open-end credit plans,

- the creditor shall disclose to the person to whom credit is extended information
concerning the conditions under which a finance charge may be imposed, the
method of determining the balance upon which a finance charge will be imposed,
the method of determining the amount of the finance charge, the annual percent-
age rate of the finance charge and in the case of an installment open-end credit
plan, the equivalent annual percentage rate and the conditions under which any
other charges may be imposed.

H.R. 11601 also provides that no creditor may state or otherwise represent in
any advertisément in or affecting interstate commerce that specific terms are
available with the purchase of goods or services or the obtaining of a loan or the
extension of credit under an open-end credit plan unless the advertisement clearly
and conspicuously sets forth details including the finance charge expressed as an
annual percentage rate or in the case of open-end credit plans the percentage
rate per period and the annual percentage rate of the finance charge to be
imposed. = : ‘ -

The bill provides that no creditor may demand or accept any finance charge in
connection with any extension of credit which exceeds the maximum rate under
applicable State law. or 18% per annum, whichever is less, and that no creditor
may demand or ?ccépt in connection with any extension of credit any note or
other document authorizing the confession of judgment.against the debtor.

Regulation of credit for commodity futures trading by the Board of Governors
is authorized by this bill and the Board is further authorized to issue regulations

‘ to control the extension of consumer credit whenever the President determines
that a national emergency exists which necessitates such action.

Title IT of the bill would outlaw the garnishment of wages by providing that
no person attach or garnish wages or salary .due an employee or pursue in any
court any similar legal or equitable remedy which has the effect of stopping or
diverting the payment of wages or salary due an employee.
~ Title III provides for the establishment of a National Commission on Consumer
Finance, which shall study and appraise the functioning and structure of the
consumer finance industry and make recommendations to the Congress.

In regard to the Department’s Federal Credit Union Program the requirements-
of the bill for disclosure of finance charges as an annual percentage rate would
not impose a burden upon Federal credit unions. From the beginning the Federal
Credit Union Act has limited interest charges to a rate not exceeding 1 percent

per month inclusive of all charges incident to making the loan. The conversion to
an annual percentage rate would pose no problems. The requirements concerning
the advertising would likewise present no difficulty for Federal credit unions.

While some Federal credit unions in some States utilize cognovit notes the
‘prohibition of their use as prescribed in this bill would not be a hardship. Neither
would the prohibition of the use of garnishments or wage attachments seriously
adversely affect the operation of Federal credit unions.

In summary, we endorse the provisions of the bill whieh will provide the con-
sumer with a full disclosure of the terms and conditions of finance charges and
permit him to make an informed judgment concerning the use of credit. We have
no comment on the other administrative and procedural aspects of H.R. 11601.
. We are advised by the Bureau of the Budget that there is no objection to the
presentation of this report from the standpoint of the Administration’s program.

Sincerely,

‘WrirLiaM J. COHEN,
Under Secretary.

ExECUTIVE OFFICE OF THE PRESIDENT,
OFFICE OF EMERGENCY PLANNING,
! Washington, D.C., August 10, 1967.
Hon. WRIGHT PATMAN,
Chairman, Committee on Banking and Currency,
 House of Representatives, Washington, D.C.
" Dgar MR. CHAIRMAN: This is in reply to your request for an expression of
the views of this Agency concerning H.R. 11601 of the 90th Congress, entitled
“Consumer Credit Protection Act.” "
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~The primary responsibility of this Agency with respect to the stabilization
of credit and similar measures involves the development of preparedness plans
‘ dfes1gn_ed to be effectuatedin the event of any extraordinary national emergency
situation. However, most: of the provisions of H.R. 11601 deal with safeguarding
“consumers in the use of credit as a general proposition and this proposed legis-
lation fis commonly referred to as the “Truth-In-Lending Bill.” In view of the
foregoing, we are restricting our comments concerning this bill to. Section 208
which would provide express authority for the imposition’ of consumer credit
controls in emergency situations. i

Shortly before the U.S. entered World War II, President Roosevelt issued
Executive Order No, 8843 which directed the Federal Reserve Board to impose
controls on consumer installment credit. That Order was issued pursuant to
Section 5(b) of the Trading with the Enemy Act. Pursuant to that authority
the Board issued Rule W. The First War Powers Act approved.and ratified
actions taken pursuant to the Trading with the Enemy Act and broadened the
scope of Section 5(b). T :

Section 5(b) of the Trading with the Enemy Act is now operative as a result
of the National Emergency declared by the President in Proclamation No. 2914
of December 16, 1950. Consequently, it appears that adequate general standby
emergency authority for the control of consumer credit now exists. Accordingly,
we do not feel that more specific standby authority, such as Section 208, is
needed at this time. If, however, the Congress decides to enact more specific
standby consumer -credit control legislation; we strongly recommend that no
restriction, such as the restriction contained in the last sentence of Section
208 with respect to controlling real estate credit be included in such legislation.

The Bureau of the Budget advises that it has no objection to the submission
of this report, and that enactment of legislation to provide full disclosure of
credit charges would be in accord with the President’s program.

Sincerely,
! FARRIS BRYANT, Director:

U.S. DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,
Washington, August 11, 1967.
Hon. LEoNOR K. SULLIVAN,
Chairman, Subcommittee on Oonsumer Affairs, Committee on Banking and Cur-

" remcy, House of Representatives, Washington, D.C.

DeAR MADAM CHAIRMAN ; This is in reply to your request for our comments on
H.R. 11601, the proposed “Consumer Credit Protection Act.”

The Department of Labor has long supported legislation requiring full dis-
closure of consumer credit financing charges, the terms and conditions of credit
purchases and the annual percentage rate of the finance charge, as is proposed
in Title II of this bill. ‘

I regard disclosure of the terms and conditions of consumer credit as a first
step in protecting consumers against excessive charges which many of them now
pay because they do not understand the complex charges ‘and caleulationg in-
volved in these transactions. A clear itemization of all of the charges, including
a statement of the annual percentage rate, would enable buyers more readily to
compare terms and costs offered by various lenders and to seek the most ad-
vantageous terms. It would also provide a basis for more effective consumer edu-
cation to avoid overuse of consumer credit.

H.R. 11601 differs in a number of important respects from S. 5 as it passed
the Senate. This Department prefers the stronger provisions of H.R. 11601 which
require the statement of an annual percentage rate rather than a periodic (i.e.,
monthly) rate on revolving credit accounts and which would not exempt credit
charges of less than $10 or first mortgages on real estate from the requirement to
discloge the annual percentage rate charged.

This Department also believe that “come-on” advertising which lures unwary
customers by failing to disclose the true cost of credit has been an important
factor in overextension of consumer credit, and should be curbed by appropriate
measures. !

The Department recognizes that disclosure of credit costs and terms is only
a first step in consumer protection against abuses. It would welcome a compre-
hensive ‘study of the problems of consumer financing but believes that the study
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could be mwde more effectively by an appropnate agency of the Executive Branch
or Committees of the Congress.

The Department is especially interested in two other provisions of this pro-
posed Act which would affect wage earners directly—the prohibition of the
‘garnishment of wages in Title II, and the prohibition of notes authorizing the-
confession of judgment against the debtor (cognovit notes) in Title I, Sec. 203
(m). Your Committee is to be commended for recognizing the gravity of this
situation and bringing it to public attention by including it in H.R. 11601. ‘

The loss of wages through garnishment has worked great hardship on wage
earners and the growing number of personal bankruptcies has become a serious
problem. As the President said in his message to Congress on the War on Poverty,
delivered March 14, 1967, “Hundreds of workers among the poor lose their jobs
or most of their wages each year as a result of garnishment proceedings.” He

stated that he was: “directing the Attorney General, in consultation with the
Secretary of Labor and the Director of the Office of Economic Opportunity, to
make a. comprehensive study of the problems of wage garnishment and to recom-
mend the steps that should be taken to protect the hard-earned wages and jobs
of those who need the income most.” This study is how in progress and, although
no final conclusions; have been reached, I appreciate the opportunity you have
given me to discuss this general problem before the Committee,

In summary, the [Department of Labor strongly supports “truth-in- lending"
legislation. It is our hope that final action can be taken in the present session
on the provisions for the full disclosure of consumer credit charges which we
have all sought for so long.

The Bureau of the Budget advises that it has no objection to the submission of
this reg(i)«rt from the standpoint of the Administration’s program.

ncerely,

‘W. WILLARD WIRTZ,
Secretary of Labor.

. OB‘FICE OF THE DEPUTY ATTORNEY GENERAL,
e Washington, D.C., August 18, 1967.
Hon. WRIGHT PATMAN, .
Chairman, Committee on Banking and C’wrrency,
House of Representatives,
Washington, D.C. {

DeAR Mr. CHAIRMAN : This is in response:to your request for the views of the
Department of Justice on H.R. 11601, a bill entitled “Consumer Credit Protection
Act.? .

The bill consists of four titles. Title I would require the disclosure in a simple
form of actual finance charges or interest rates on credit extended to consumers.
Title II would prohibit the attachment or garnishment of the salary of any em-
ployee. Title IIT would create a Commission on Consumer Finance to study and
report to the Congress and the President on the functioning and structure of the
consumer finance industry. Title IV contains a severability provision.

The Department o‘f Justice favors the enactment of the provisions of Title I
of the bill which are consistent with the “Truth-in-Lending” recommendations
contained in the Pregldent’s message “American Consumer Protectlon ” (H. Doc.
No, 57, 90th Congress)

Inasmuch as Titles II and IIT are not directly related to the purposes of this
legislation, we recommend that they be separated from the bill in order that they
not delay consideration of consumer credit disclosure legislation by your Com-
mittee.

The Department believes that the penalty provisions of the bill could be
strengthened in two respects. Section 206 (b) provides that any person who “know-
ingly and willfully” flails to make required disclosures shall be subject to criminal
penalties. This requirement of specific proof of willfulness substantially increases
the difficulty of estabhshmg criminal violations of the Act. Where the nature of
the acts prohibited is clearly defined in‘the statute, criminal intent may be pre-
sumed from the fact that the prohibited acts were commltted It is mot a require-
ment of fairness or constitutionality that.the Government prove specific intent
to commit the acts proh1b1ted by this bill in order to impose criminal penalties.
Special proof of willfulness is not required in other welfare regulations enforced
by criminal sanctions. See, e.g., the Federal Food Drug and Cosmetic Act, 21

U.8.C. 333(a).
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Section 206 (a) requires a plaintiff seeking recovery of a civil penalty to show
that an offending creditor “knowingly” failed to disclose required information.
The requirement of proof of specific knowledge, which the Department does not -
believe is required in a criminal proceeding, is certainly not required by fairness
in a civil proceeding. The burden of proving specific knowledge by an offending
creditor might frustrate prospective plaintiffs, and thereby weaken the enforce-
ment provisions of the act.

The Bureau of the Budget has advised that enactment of legislation to pro-
vide full disclosure of credit charges would be in accord with the Program of
the President.

Sincerely,
WARREN CHRISTOPHER,
Deputy Attorney General.

FEDERAL HOME LOAN BANK BOARD,
Washington, D.C., September 1, 1967.
HoN. WRIGHT PATMAN,
Chairman, Committee on Banking and Currency,
House of Representatives.

DEeAR MR. CHAIRMAN : In response to your request, the Federal Home Loan Bank
Board submits this report on H.R. 11601 of the present Congress, which if
enacted would become the Consumer Credit Protection Act.

This report is presented from the point of view of the functions now vested in
the Board under Federal statute. The Board supervises the Federal Home Loan
Banks, twelve in number, which provide reserve credit for their member institu-
tions. All Federal savings and loan associations, which are chartered and super-
vised by the Board, are required to be members, and membership is extended on
an optional basis to State-chartered associations and to savings banks and insur-
ance companies engaged in making long-term home mortgage loans. The Board
also administers the Federal Savings, and Loan Insurance Corporation, which
insures up to a statutory limit of $15,000 savings in all Federal savings and loan
associations and in such State-chartered associations as apply and are admitted
to insurance.

(1) Disclosure of Finance Charges. The bill would add to the Federal Reserve
Act a new title II requiring disclosure of finance charges where credit is granted
by a creditor to a person other than an organization and the debt is contracted
by the obligor primarily for personal, family, household, or agricultural pur-
poses. The Board strongly urges the enactment of legislation along the lines of
these provisions.

It is desirable that there be clarity as to the effect of those provisions on loans
by the institutions which are supervised by the Federal Home Loan Bank Board
to individuals where the amount or rate of the finance charge may be uncertain.
Although the incidence of these examples is small in relation to the total number
of transactions affected by this legislation, an example of a loan having an uncer-
tain amount or rate of finance charge would be construction loans which are to be
disbursed in progress payments that can vary in timing with weather conditions
and other factors, or loans which have an interest-rate adjustment or escalation
clause. We are not entirely certain that the provisions of subsection (c) of the
proposed new section 204 of the Federal Reserve Act are fully adequate for this
purpose. We therefore suggest that at page 20, line 2, immediately before the
period, language such as the following be added :

“ or in the judgment of the Board are necessary or appropriate to accom-
modate the requirements of section 203 to the characteristics of the class of
transactions dealt with”. :

We note that H.R. 11601 does not contain a provision analogous to subdivision
(4) of section 8 of the Senate bill (8. 5) as passed by the Senate; which provides
that the provisions of the act shall not apply to “transactions involving exten-
sions of credit secured by first mortgages on real estate”, the term “first mort-
gage” being defined in subdivision (i) of section 3 of that bill as meaning ‘“such
classes of first liens as are commonly given to secure advances on, or the unpaid
purchase price of, real estate under the laws of the State in which the real estate
is loeaped”. While the Board sees no impelling need for the inclusion of such mort-
gagels)lm the disclosure provisions, it recognizes that such coverage is not unrea-
sonable.

83-340 0—67—pt, 2——21
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With respect to the disclosure compliance provision for extensions ot: credit
other than consumer credit sales or transactions under an open-end credu:, plan,
' we suggest that at page 11, line 10, the language “in the note or other evidence

of indebtdness to be signed by the obligor” be changed to read “in the contract or
other evidence of indebtedness, or in the mortgage or other security instrument,
to be signed by the obligor”. We make this suggestion because it might be inafl-
visable, for reasons relating to negotiability, for such material to be included in
the note or other evidence of indebtedness, as distinguished from the mortgage

or other security instrument, which is to be signed by the obligor. .

(2) Advertisement of Credit Terms. Subsection (j) of the proposed new section
203 of the Federal Reserve Act would prohibit any creditor (which term is de-
fined in subdivision (e) of the proposed new section 202) from advertisement in
or affecting interstate commerce that specific credit terms are available unless
they are set forth as provided in the bill. Subsection (k) of said section 203 con-
tains similar provisions as to open-end credit plans. The Board would favor such
provisions.

(3) Usury. Subsection (1) of the proposed new section 203 would provide that
no creditor may demand or accept any finance charge in connection with any ex-
tension of credit to a natural person which exceeds (1) the maximum rate or
amount permitted under applicable State law or (2) 18% per annum, whichever
is less. The base to!which the 189 rate is to be applied (original amount, declin-
ing balance, or otherwise) is not clear, and no account is taken of minimum
charges which might be perfectly legal under applicable State law but might
produce a rate higher than the 189 rate. In the light of the foregoing, and with-
out undertaking to consider the arguments which might be made for or against
usury laws as a general matter, the Board recommends against enactment of this
provision.

(4) Confession of Judgment. Subsection (m) of the proposed new section 203
provides that no creditor may demand or accept in connection with any extension
of credit any note or other document authorizing the confession of judgment
against the debtor. A ban on provisions for confession of judgment could cause
difficulties in mortgage foreclosure in some jurisdictions. The Board recommends
that this provision not be enacted.

(5) Control of Consumer Credit. The proposed new section 208 which the bill
would add to the Federal Reserve Act would authorize the Board of Governors
of the Federal Reserve System, whenever the President determines that a na-
tional emergency exists which necessitates such action, to issue regulations to
control, to such extent as the Board of Governors deems appropriate, (1) the ex-
tension of consumer credit is specified respects, including among others the
amounts, purposes, and maximum maturity, and such other elements “as may, in
his [sic] judgment, require regulation in order to carry out the purposes of this

~ title”, (2) the extension of credit to finance directly or indirectly the extension
of consumer credit, which controls “may be related to the borrower’s financial
history, or to the lender’s other loans and investments, or to such other factors
as the Board may deem appropriate”, and (3) in the case of any lender engaged
both in the extension of consumer credit and in other types of financing, the pro-
portion of such lender’s assets which may be devoted to the extension of any type
of consumer credit. ‘

The Federal Home Loan Bank Board expresses no view as to the need for or
advisability of the enactment of this section.

(6) Garnishment of Wages. Title IT of the bill would provide that no person
may attach or garnish wages or salary due an employee, or pursue in any court
any similar legal or equitable remedy which has the effect of stopping or divert-
ing the payment of wages or salary due to an employee, and would provide crimi-
nal Qenalties for violation. The Board recommends against the enactment of any
garnishment provision until the inter-agency study of garnishment is completed
and recommendations are developed.

fl‘ll.e Bureau of the Budget has advised that there is no objection to the sub-
mission of this report, and that enactment of legislation to provide full dis-
closure of credit charges is in accord with the program of the President.

With kindest regards, I am '

Sincerely, .
JoHN E. HORNE,
Chairman.
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(Mr. J oseph W. Barr, Under Secretary, Department of the Treas-

ury, submitted the follov ring material for inclusion in the record:)

ExAMPLES ILLUSTRATING THE APPLICABILITY OF THE DEPARTMENT OF DEFENSE
RaTE TABLE To H.R. 11601

No. 1—Equal bayments, no deferment.?
Nore.—Examples 1-9 are taken from the Treasury Department’s “Annual Rate Tables.”

No. 2—0dd final bayment, no deferment,

No. 3—Equal bayments plus deferment.,

No. 4—0dd final bayment plus deferment.
No. 5—Single payment (short term).

No. 6—Balloon payment.

No. 7—Skipped payments with odd payment.
No. 7Ta—Skipped bayments with odd payments.
No. 8—Irregular single payments.

No. 9—Add-on purchase,

No. 10—Multiple disbursement case.

No. 11—Single payment loan (80 months).

Example 1—Equal payments, no deferment

The amount financed in the purchase of an automobile is $2000. The finance
charge is $419.92. The monthly payments are $67.22 each for 36 months. What
is the annual rate of finance charge?

Form No. I

For level payments which are irregular only because of deferment or odd
final payment (provided the odd final payment is not more than twice as great
as a regular payment). Use in connection with Defense Department Rate Table.

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=$21.00)

Step 2—(a-) Double the initial payment period, round it to the nearest whole
month, and subtract 2.

(b) Add (a) to the total number of payments. (=36)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2(b). Read across to locate finance charge
per $100 (Step 1) and read up to find rate. (=13%)

Note: This form incorporates the assumption of Section 202(f) (1) (B) of
H.R. 11601 regarding an odd payment. It has been suggested that Section 202
(£) (1) (C) could easily be revised to embody the Step 2 correction for deferment
of the first payment.

Erample 2—0dd final payment, no deferment

A TV is purchased for $395 plus a finance charge of $39.50. Tt is to be financed
by 17 payments of $24 each plus a final payment of $26.50. What is the annual
rate? .
Form No. I

For level payments which are irregular only because of deferment or odd final
ent (provided the odd final payment is not more than twice ag great as
a regular payment). Use in connection with Defense Department Rate Table.

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of
amount to be financed. (=$10.00)

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2.

(b) Add (a) to the totel number of payments, (=18)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2(b). Read across to locate finance charge
per $100 (Step 1) and read up to find rate. (=12%)

Note: This form incorporates the assumption of Section 202(f) (1) (B) of H.R.
11601 regarding an odd payment. It has been suggested that Section 202(f) (1)

1In the case of monthly payments deferment is the time by which the first payment

period exceeds the usual 1 month., (When the time to first bayment is less than 1 month,
the deferment is negative.) .
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(C) could easily be revised to embody the Step 2 correction for deferment of
the first payment. : :

Example 3-Equat payments plus deferment

A personal 10an§is arranged for $200. The finance charge is $16.00. There are
to be 12 payments: of $18.00 each. The first payment is due in 3 months 24 days.
What is the annual rate?

Form No. I

For level payments which are irregular only because of deferment or odd final
payment (provided the odd final payment is not more than twice as great as a
regular payment). Use in connection with Defense Department Rate Table.

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=8$8.00)

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2. (=6)

(b) Add (a) to the total number of payments. (=18)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2(b). Read across to locate finance charge
per $100 (Step 1)/and read up to find rate. (=10%)

Note: This form incorporates the assumption of Section 202 (f) (1) (B) of
H.R. 11601 regarding an odd payment. It has been suggested that Section 202
(f) (1) (C) could easily be revised to embody the Step 2 correction for deferment
of the first payment.

Bzample j—0dd final payment plus deferment

A $195.50 appliance is financed with 10 payments of $20.00 each and a final
payment of $7.80. The finance charge is $12.30. The first payment is due in 21
days. What is the annual rate?

Form No. I

For level payments which are irregular only because of deferment or odd
final payment (provided the odd final payment is not more than twice as great
as a regular payment). Use in connection with Defense Department Rate Table.

Step 1-—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of
amount to be financed. (=$6.29)

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2. =-1)

(b) Add (a) to the total number of payments. (=10)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2 (b). Read across to locate finance charge
per $100 (Step 1) and read up to find rate. (=13%%) ’

Note: This form incorporates the assumption of Section 202(f) (1) (B) of H.R.
11601 regarding an odd payment. It has been suggested that Section 202(g) (1) (C)
could easily be revised to embody the Step 2 correction for deferment of the first
payment.

Example 5—NSingle payment

The purchase of $250 of merchandise is to be financed by a single payment
of $257.50 in 3 months 21 days. Find the annual rate.

Form No. I

For level payments which are irregular only because of deferment or odd
final payment (provided the odd final payment is not more than twice as great
as a regular payment). Use in connection with Defense Department Rate
Table. *

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance.charge. This gives the finance charge per $100 of
amount to be financed. (=$3.00)

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2. (=5)

(b) Ada (a) to the total pumber of payments. (=6)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2 (b). Read across to locate finance charge
per $100 (Step 1) and read up to find rate. (=10%)
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Note: This form incorporates the assumption of Section 202(f) (1) (B) of
H.R. 11601 regarding an odd payment. It has been suggested that Section 202
(£) (1) (C) could easily be revised to embody the Step 2 correction for deferment
of the first payment.

Ezample 6—Balloon Payment
An item priced at $610 is paid for as follows, each series beginning at-the
indicated time from contract date.
10 pmts. of $50 each, beginning at 1 mo, 28 days. Total, $500.
1 pmt. of $150, at 11 mos. 28 days. Total, $150.
The total finance charge is $40. Find the annual rate.

Form No. IT

For all irregular cases not covered by Form No. I. Use in connection with
Defense Department Rate Table. )

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. ( =$6.56)

Step 2—For each sub-schedule within the main schedule fill in the following :

(G)) (8) ©) (D) (3] (3]
Initial period doubled, Number of Amount of Total amount Equivalent
to nearest month payments each payment of payments payments (DXE)
(BXC) (A+B-2) .
4 10 . $50 $500 12 $6, 000
28 . T 1 150 150 23 3,450
Total ... . 650 .. 9,450

Divide total of column F by total of column D and round to the nearest integer,
This is the equivalent number of payments. =15)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2. Read across to locate finance charge
per $100 (Step 1) and read up to find rate. =10%)

Byample T—Skipped payments with odd final payment
An item priced at $346 is paid for by the following groups of payments, each
series beginning at the indicated time from contract date.
3 pmts. of $20 each, beginning at 1 mo. 5 days. Total, $60.
8 pmts. of $20 each, beginning at 7 mos. 5 days. Total, $160."
7 pmts. of $20 each, beginning at 18 mos. 5 days. Total, $140.
1 pmt. of $30, due at 19 months 5 days. Total, $30.
The total finance charge is $44.00. Find the annual rate.

Form No. IT

For all irregular cases not covered by Form No. I. Use in connection with
Defense Department Rate Table. i

Step 1—Move decimal 2 Places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of
amount to be financed. (=$12.72)

Step 2—For each sub-schedule within the main schedule fill in the following :

(C)] (B) ©) (D) (E) ]

Initial period doubled, Number of Amount of Total amount Equivalent

to nearest month payments each payment of payments payments (DXE)
FBXC) (A+B-2)

3 $20 $60 3 $180

8 - 20 160 20 3,200

7 20 140 41 5,740

1 30 30 37 1,110

.................................... 390 10,230
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Divide total of column F by total of column D and round to the nearest integer.
This is the equivalent number of payments. (=26)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2. Read across to locate finance charge per
$100 (step 1) and read up to find rate. (=11%)

Bzample Ta—~Skipped payments with odd payments. )

A farmer and his wife (who is a schoolteacher) in purchasing an automobile
borrow $2786 for which the finance charge is $444.21, and the payment schedule
is as follows: !

Contract date—7/12/67
9 monthly payments of $50 each starting 10/3/67
1 monthly payment of $50 on 10/3/68
1 monthly payment of $550 on 11/3/68
7 monthly paymerts of $50 each starting 12/3/68
1 monthly payment of $50 on 10/3/69
1 monthly payment of $550 on 11/3/69
7 monthly payments of $50 each starting 12/3/69
1 monthly payment of $880.21 on 7/3/70

Form No. II

For all irregular cases not covered by Form No. I. Use in connection with
Defense Department Rate Table. .

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=$15.94)

Step 2—For each sub-schedule within the main schedule fill in the following :

w ! ® © () ® ®
Initial period doubled, | Number of Amount of Total amount Equivalent
to nearest month payments each payment of payments payments (DXE)
(BXC) (A+B-2)
9 $50 $450 12 $5,400
1 50 28 ,
1 550 550 30 16, 500
7 50 350 38 13,300
1 5 50 52 y
1 550 550 54 29,700
7 50 350 62 21,700
1 880 ‘880 70 61,600
........................................... $3,230 152, 200

Divide total of column F by total of column D and round to the nearest integer.
This is the equivalent number of payments. (=47)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2. Read across to locate finance charge per
$100 (Step 1) and read up to find rate. ( =TY%%)

Example 8—Irregular single payments
An item priced at $400 is paid for by the following single payments, each pay-
ment due at the indicated time from contract date.
1 payment of $100.00 at 1 month 9 days.
1 payment of $100.00 at 2 months 1 day.
1 payment of $75.00 at 4 months 10 days.
1 payment of $65.00 at 5 months 9 days.
1 payment of $25.00 at 8 months 6 days.
1 payment of $51.83 at 10 months 8 days.
The total finance charge is $16.83. Find the annual rate.

Form No. II

TFor all irregular cases not covered by Form No. I. Use in connection with De-
fense Department Rate Table. :




CONSUMER CREDIT PROTECTION ACT 909

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of
amount to be financed. (=$4.21)

Step 2—For each sub-schedule within the main schedule fill in the following:

[C)) (B) © (D) ® ()

Initial period doubled, Number of Amount of Total amount Equivalent

to nearest month payments each payment of payments payments (DXE)
(BXC) (A+B-2)

1 $100 $100 2 $200

1 100 3 300

1 75 75 8 600

1 65 65 10 650

1 25 25 15 375

1 52 52 20 1,040

___________________________________________ 417 e 3,165

Divide total of column F by total of column D and round to the nearest integer.
This is the equivalent number of payments. (=8)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2. Read across to locate finance charge
per $100 (Stép 1) and read up to find rate. (=11%)

Example 9—Add-on purchase

An item priced at $142 was added to an existing contract. In order to set a
uniform total payment for the account over the next 12 months, the payments
for this item were to be made as follows, each series beginning at the indicated
time from contract date.

10 pmts. of $10.50 each, beginning at 1 month. Total, $105.
2 pmts. of $24.50 each, beginning at 11 months. Total, $49.
The finance charge is $12.00. Find the annual rate.

Form No. I1

For all irregular cases not covered by Form No. I. Use in connection with
Defense Department Rate Table. :

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=$8.45) i

Step 2—For each sub-schedule within the main schedule fill in the following :

(Q)) ® ©) (&) 6 (G}

Initial period doubled, Number of Amount of Total amount Equivalent
to nearest month payments each payment of payments payments (DXE)
fBXC) (A+B-2)
10 $10. 50 $105 10 $1, 050
2 24.50 49 22 1,078
e el e 154 . 2,128

Divide total of column F by total of column D and round to the nearest integer.
This is the equivalent number of payments. (=14)

Step 3—Read down left hand column of the Defense Department Rate Table to
number of payments found in Step 2. Read across to locate finance charge per
$100 (Step 1) and read up to find rate. (=13%)

Ezample 10—Multiple Disbursement Case

Disbursements:
$100 on 5/1/67
$300 on 6/1/67
$600 on 9/1/67
Repayments : 12 of $90.02 each beginning 10/1/67.
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Form No. I

For level payments which are irregular only because of deferment or odd final
payment (provided the odd final payment is not more than twice as great as a
regular payment). Use in connection with Defense Department Rate Table.

Step 1—Move decimal 2 places to the left in the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=$8.02) ' ;

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2. (=38%)

(b) Add (a) to the total number of payments. (=15)

Step 3—Read down left hand column of the Defense Department Rate Table
to number of payments found in Step 2(b). Read across to locate finance charge
per $100 (Step 1) and read up to find rate. (=129%)

Note: This form incorporates the assumption of Section 202(f) (1) (B) of
H.R. 11601 regarding an odd payment. It has been suggested that Section 202
(£) (1) (C) could easily be revised to embody the Step 2 correction for defer-
ment of the first payment. :

Ezxample 11—»'S’mgle}' Payment Loans (30 months)

Loan: $100. : .
Repayment : 1 payment of $209.76 at end.of 30 months.

Form No. I

For level payments which are irregular only because of deferment or odd final
payment (provided the odd final payment is not more than twice as great as a
regular payment). Use in connection with Defense Department Rate Table.

Step 1—Move decimal 2 places to the left in.the amount to be financed and
divide it into the finance charge. This gives the finance charge per $100 of amount
to be financed. (=$109.76) : i

Step 2—(a) Double the initial payment period, round it to the nearest whole
month, and subtract 2. (=58). )

(b) Add (a) tothe total number of payments. (=59)

Step 3—Read down left hand column of the Defense Department Rate Table to
number of payments found in Step 2(b). Read across to locate finance charge per
$100 (Step 1) and read up to find rate. (=36%) (84.749% by interpolation)

Note: This form incorporates the assumption of Section 202 (f) (1) (R) of H.R.
11601 regarding an odd payment. It has been suggested that Section 202 (f) ( 1)
(C) could easily be revised to embody the Step 2 correction for deferment of the
first payment.

DEFINITIONS OF TERMS USED IN UNDER SECRETARY BARR'S STATEMENT ON H.R.
11601

ADD-ON

Dollar add-on is synonymous with the finance charge. That is, it is the amount
added to the initial unpaid balance to cover the cost of credit. The important
point about dollar add-on is that it is often expressed as a percentage (or dollar
per hundred) of the initial unpaid balance. For example, in a 6 percent add-on
loan for $1000 for 12 months, the add-on is $60, resulting in an annual percent-
age rate of 10.9 percent. (See statement on H.R. 11601 by J. L. Robertson, Vice
Chairman, Board of Governors of the Federal Reserve System.)

*Months from 5/1 to 10/1=5X $100= 500 °
Months from 6/1 to 10/1=4X 300=1200
Months from 9/1 to 10/1=1X 600= 600

$1000 2300
2300
Average time until first payment:woo- =2.3 months.
Double 2.3 to get 4.6. Round to 5 months and subtract 2.

*The true rate in this example is 30%. Obviously the level payment table is not well
suited for longer term single payments. A matching “single payment” table (of same size
and form as the existing table) is necessary and can easily be prepared.
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Taking credit life and credit health together, we arrive at the following esti-
mates for 1967 :

3 Premiums Barned_____________________ $750, 000, 000
2. Losses including expenses of adjusting losses_________________ 400, 000, 000
3. Expenses of Insurer other than Commissions, Profit and Divi-

dends to Creditor (Note Ay____________ 7 70, 000, 000
5 Gommissions (8%)____________TTTTTTTTTTTTT T 22, 500, 000
5. Profit to Insurer (8%) (Note B)___________ " """ 22, 500, 000
6. Compensation to Creditor.___ " 1 TTTTTTTTTTTiTmomoe- 60, 000, 000
T-Balamee .. 175, 000, 000

NoTe A.—Some of the larger companies have aggre%ate commission ratios on Group Life
as follows: Aetna, 2% ; Allstate, 09, ;, Metropolitan, 1% ; New York Life, 2% ; Occidental
of California, 29 ; Prudential, 149", Travelers, 29,. Thus, 3% has been taken as an
approximation to the average true selling expense. While the smaller companies would
necessarily have higher ratios, they would not exert much effect on the average—thus 39,
seems reasonable.

NoTe B.—Similarly for profit, here are a few margins for larger companies : Aetna, 09% ;
Allstate, 114 9, ; Continental Assurance, 29 ; Occidental of California, 114 9, ; Old Repub-
lic, 0% Travelers, 2%. A source of important additional groﬁt to the insurer is investment
income which explains why a company can operate on a % profit margin, Again 3% does
not seem unreasonable.

If, somehow, creditors were prevented from profiting excessively on the insur-
ance, annual savings of perhaps $175 million would be possible. My estimate of
$100,000,000 of a year ago was timid.

Actually, the analysis above may even understate the facts because :

a.) At least one company, Old Republic, reports to Spectator on a premium
basis net of dividends. Their annual financial statement reveals they paid
dividends of $5,856,000 which do not show up in Spectator; rather their
premiums have been reduced by that amount.

b.) The analysis assumes the companies no¢ reporting to Spectator—about
159, cg the business—have a loss ratio of about 50%. Most likely it is close
to 25%.

¢.) The analysis omits credit property insurance,

THE DILEMMA OF THE RESPONSIBLE INSURER

As evidenced by the New York Life incident related eariier, where that com-
pany lost a case because they refused to raise their premium to “meet the com-
petition”, companies which pride themselves on low cost service to the public are
on the horns of a dilemma—either they play the game, or they lose the business,

Many such companies are reluctant to be g party to gouging the public and are
not aggressively seeking business. Some of our largest group life companies—
very efficient operators due to the economies of large scale—are only modest
participants in credit insurance.

Of itself, this ig a serious indictment of the credit insurance industry for it
tends to breed a myriad of inefficient companies whose administrative and other
expenses would choke them if they had to compete on g price basis.

CONCLUSION

These central facts seem to emerge from a review of the credit insurance
industry :

(1) Fantastic profits are being made from the incidental sale of insurance
in connection with loans and other credit transactions.

(2) In large measure, these profits are being captured by the finance in-
dustry, directly and indirectly, not the insurance industry, although many
insurers are doing right well.

(8) They are made possible because competition works against the debtor
to raise his cost,.

(4) Someone must protect the debtor, who is in an inferior position to the
creditor.

(5) This protection must come from government but state governments
have been slow to act, This is not necessarily the fault of the insurance com-
missioner because he may be unable to secure legislation due to pressure ex-
erted by creditors. Maryland and Iowa were unable to pass the model credit
life bill this year for this reason, I understand.

(6) The citizens of many of our states need help.
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on the basis advocated has been collected and studied. They also advocate that
the experience for each state be collected separately. This means that in many
instances the experience will be so fragmented that it will take several years at
least to obtain meaningful data. The obvious purpose is to delay any reduction of
the charges to the public and therefore any reduction of the creditors and in-
surers profits for as long as possiblé. Such reductions could and should be accom-
plished promptly by using the data produced by the NAIC’s 1964 Study of credit
life insurance experience to establish prima facie maximum rate standards, cou-
pled with deviation procedures for cases with poor experience, which would pro-
duce loss ratios of at least 509 when the maximum rates are charged. This is sub-
stantially what the NAIC recommended a year ago, but no state has since acted
upon that recommendation.’

HOW MUCH ARE CONSUMERS BEING OVERCHARGED FOR CREDIT INSURANCE?

- We have discussed how: competitive forces tend to keep premium rates high in
credit insurance. What would the savings be if normal competition prevailed?
By normal competition we mean the kind of competition found in regular group
life insurance of the employer-employee variety where state laws require that the
employer pay a portion of the net cost of the insurance and, therefore, he seeks
out the insurer with the lowest bid.

A year ago I made the following statement :

“One thing is clear, if normal competition, rather than reverse competition,
could exist there would be a tremendous reduction in cost of credit insurance
passed on to borrowers. I would estimate that, based on current premium income,
savings would exceed $100,000,000 nationwide annually.”

This statement has been criticized as grossly exaggerated and harmful to the
credit insurance industry. Therefore, perhaps a new estimate with a few details
ig in order. i

Statistics on credit insurance are hard to come by and one task the Subcom-
mittee should set for itself is to search out all companies writing this business
and develop meaningful data.

The best, and latest, source of reasonably complete information is the October
1966 issue of Spectator magazine, which contains an article entitled “The Rebirth
of Credit Life Insurance”. Therein are included statistical tables for both credit
life and credit health insurance. The author estimates that the data covers about
859% of the premiums written in the year shown, 1965.

The aggregate figures for items 1, 2 and 3 below come from that magazine and
have been divided by .85 as an estimate of the total business in 1965 and then:
increased by 15% asian approximation to the business being written as of mid-
1967. This assumes a growth rate of 109, per annum, a conservative projection
as the business has grown faster than that in recent years.

As discussed earlier, commissions and insurer’s profit (net gain from opera-
tions), items 4 and 5 below, in the case of most companies included in Spec-
tator’s statistical table, grossly overstate the amounts necessary to conduct the
business of credit insurance since the creditor achieves his profit through these
sources, as well as from dividends. Therefore, the estimates given are intended
to approximate what the commissions and profits would be if the creditor were
looking for the lowest premium to pass on to his debtor.

Item 6, compensation to creditor, is arbitrarily set at approximately 10% of the
estimated reduced premium volume currently if excess compensation were elim-
inated. I am confident 109 exceeds the creditor’s marginal cost of administering
the insurance. Thus, it would not eliminate his profit.

10In June, 1966, meeting in Richmond, Virginia, the NAIC passed a resolution recom-
mending among other things enactment of the Model Bill in those states where it has not
been enacted and implementation of the requirement that benefits be reasonable in relation
to premiums through the promulgation of maximum rate standards by the Commissioners
" of those states which had not done so.
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York limited charges to 64¢ per $100 for the smallest creditors reducing to 44¢
per $100 for the largest cases (over $5,000,000). New Jersey adopted the same
scale and, currently, Vermont and California are considering similar regulations.

Five other states setting maximum rates have adopted the 509 loss ratio test
recommended by the National Association of Insurance Commissioners in 1959

of under 509, should be considered to be excessive.”

As the underlying mortality cost in Credit Life averages about 30¢, this im-
plies a maximum rate of about 60¢, although three of the five states mentioned
above use 64¢, (Michigan and Pennsylvania are at 60¢ ; Connecticut, Maine and
New Hampshire premit 64¢.)

The other states which have promulgated maximum rates adopted 75¢ which
should produce a loss ratio of just in excess of 409%, thereby excessive according
to the NAIC recommendation,

Thirty-four states, of course, have no rate standards, Undoubtedly investiga-
tion would show that a tremendous volume of credit insurance is being written
at loss ratios under 409,.

WHAT IS A FAIR LOSS RATIO?

Virtually the whole credit insurance industry has embraced the 509 mini-
mum loss ratio principle; at least that is their public position. Two questions
are pertinent : first, is this a fair return and, second, is it being achieved?

a life insurance actuary, familiar with the efficiency of group life insur-
ance, the suggestion that 509 is an appropriate loss ratio is upsetting. I know
perfectly well that loss ratios can run as high as 80%, perhaps 859%,° in credit
insurance and still allow the creditor to receive a modest dividend and the
insurer to make a profit. There are a number of companies who achieve such
loss ratios—Aetna Life, to name one.

Further, the credit insurance business in Vermont is written at premium levels
producing a loss ratio in total averaging 659 to 70%.

Thus, I am unable to conclude that 509, of the premium is reasonable. It
seems to me that a rate producing a minimum return to the consumer of some-
thing like 65¢ of each $1 is more appropriate. This ties in with the loss ratios
expected in auto insurance where policies are distributed one-by-one without
any of the group insurance efficiencies. A minimum 65% loss ratio still leaves
plenty for the creditor. For these reasons Vermont will adopt the New
York/New Jersey concept which produces an average loss ratio of something
like 659 for those creditors charging the maximums,

Even assuming the 509% principle is a 8ood one, and it sure is better than any-
thing lower than 50%, a tremendous volume of business is being written at rates
producing loss ratios of 40%, 30%, 259, and probably lower. In other words,
the 509 principle is not being achieved except in a handful of states cited
earlier.. -

There is a running tug of war in the industry between those who feel the con-

~ Sumer needs protection and favor the adopting of a set of maximum rates—rates
which, at the minimum, will achieve the 509% loss ratio test meaning a rate of
about 60¢—and, lead by the Consumer Credit Insurance Ass’n.,’ those who are
fighting to preserve the status quo, meaning no maximum rate standards or a
T5¢ rate.

Those who resist meaningful rate standards tend to suggest that the 50% mini-
mum loss ratio test should be applied on a company by company, policy form,
class of business, class of creditor, or a case by case basis and that no prima facie
maximum rates should be promulgated by the Commissioner until experience

—_———

81t is interesting to consider that when the Internal Revenue Service requested the life
insurance industry to provide the Service with a schedule of rates for group life insurance
in order to estabiish the economic value for tax' purposes of this coverage when provided
free of charge by an employer for his employees, an 85% loss ratio was assumed.

? That is not their public position for this trade association has endorsed the 50% loss
ratio principle, However, a reading of their counsel’s testimony in Wisconsin in 1966 leads
met to tcorg:luge that they are primarily devoted to resisting attempts to establish maximum
rate standards. :
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significant. For example, a $3000 car financed over three years at $7 per $100
would call for average $450 refund, approximately, if death occurred in the first
year.

The foregoing is not an academic matter. Even in Vermont, I found one of our
largest banks pocketing the difference between the amount of insurance and the
net amount necessary to prepay the debt even though the debtor had paid the
~ full insurance premium. As a result, Vermont’s finance laws have been amended
to make it crystal clear refunds on prepayment by life insurance proceeds are
required.

HISTORY OF STATE REGULATION OF CREDIT INSURANCE .

The first point to make is that life and health insurance pricing traditionally
has been subject to no review® by state authorities, in contrast to fire and
casualty insurance where rates have to be just, reasonable, adequate and non-
discriminatory. Therefore, state authorities are powerless to deal with excessive
premiums for credit insurance absent specific legislation.

In the late 40’s and early 50’s some of the abuses cited earlier began to gain
attention and, in 1954, this Subcommittee conducted an investigation in Kansas
into the tie-in sale of credit insurance in connection with small loans and other
financial transactions and issued a report threatening federal intervention if
corrective action were not taken.

Spurred on by this development and other studies, the National Association of
Insurance Commissioners assisted representatives of the industry, worked out a
model credit insurance bill which effectively deals with problems such as lack of
disclosure, pyramiding of coverage, failure to make refunds of unearned insur-
ance charges and the more flagrant sales of excessive amounts of insurance.
The bill also contains a provision allowing the Commissioner to disapprove any
policy form in which benefits are not reasonable in relation to premiums.

The model bill is a good one ® but, like much legislation, requires implementa-
tion and enforcement to be effective. While about 30 states have enacted the
model bill, only 16 states, as far as I can determine, have established maximum
premium rates.” Even among these states, there is a wide variation in rate
standards promulgated ranging from a low of 44¢ per $100 initial indebtedness
repayable in 12 equal monthly installments for larger cases in New York and
New Jersey to a high of 90¢ for so-called individual policies in Texas.

In those states which do not regulate credit insurance pricing, $1 per $100
is not unusual—in fact, it is frequently the standard rate. Sometimes the rate
even runs higher than $1. These are extraordinary rates when contrasted with
the General Motors Acceptance Corporation (GMAC) rate in my state of 37%¢
per $100 for essentially the same insurance. And you can be sure GMAC receives
a modest refund even at this low rate.

Test it be said that GMAC achieves such a low rate because it is so large, there
are several modest-sized panks in Vermont charging about 40¢ per $100. The
prevalent rate of $1 per $100 in many parts of the country: is shocking—more
than twice the amount necessary for those creditors with a respectable volume.

The matter of what constitutes a reasonable relationship between premiums
and benefits has been a hot topic in the credit insurance field. The battle got off
to a good start when New York promulgated a gcale of maximum rates varying
by the creditor’s volume of insurance. Recognizing that the administrative costs
of a group case decline on a per unit basis as the size of the case increases, New

5 Wxcept indirectly through New York’s Sections 2138 and 213a limiting certain expenses
of a life insurance company doing business in New York.

¢ One deficiency of the model bill is that it is limited in scope to credit transactions of 5
years or less. The financing of mobile homes, in particular, as well as other costly items
such as garages and home improvement loans, often exceeds 5 years and, even in those
states with the model law, the debtor is afforded no protection against excessive charges
for the life insurance, as well as some of the other abuses cited. Vermont, at my urging.
eliminated the 5 year Iimitation this year so that our credit insurance law now covers all
credit transactions except first real estate mortgages. I would urge other states to make this
change for the amounts of insurance and, thereby, the premiums are muech larger than in
the usual credit transaction.

71n the discussion that follows, it should be understood that the term “maximum rates’”
means that higher rates may be charged only upon presentation to the insurance commis-
sioner of evidence that a particular creditor’s insureds offer a risk significantly higher than
normal, presumably due to a higher average age of the group, such that a higher rate is
justified. Thus, the rate standards promulgated are “prima facie maximum rates”. If a
company receives permission to charge a higher rate, that is known as a deviation.
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been no insurance despite the fact that the addition of the insurance decreases
the risk of loss on the credit transaction. ‘

(5) Failure to Refund Finance Charges on Prepayment of @ Debt Due to the
Death of an Insured Debtor—As mentioned, state law requires refunds of finance
charges to be given if the debtor prepays his debt prior to maturity. Frequently,
however, if the debt is prepaid by the proceeds of a credit life insurance policy,
the refund is not made to the beneficiary or estate of the deceased debtor. I have
a feeling this abuse is more widespread than any of us realize. It is particu-
larly deplorable because the debtor pays the entire cost for the insurance, often
at an excessive rate, and should be entitled to every penny not legally owed to
the creditor.

Some detail will be nhecessary to explain how the creditor, in the absence of
specific state laws to the contrary, manages this bit of larceny.

In making consumer loans or financing the purchase of goods and/or services,

these two items. Thus. at any time prior to maturity, the life insurance is in an
amount inclusive of unearned finance charges. On death, the insurance comnany
pays to the creditor, as beneficiary, the sum insured and leaves it to the creditor
to refund that portion of the insured finance charge which is unearned.

That these amounts can be significant is illustrated by the following example

rather than to the possibility of his not receiving the full proceeds of the policy
on his death. However, since the instrument evidencing his debt had been sold
to an out-of-state bank and since the insurance company told me that they
merely paid the proceeds to the bank and left it up to the bank to make any
refunds of excess insurance proceeds, I suspect the worst.

Here is the breakdown of the charges on the installment sales act agreement
signed by the young man :

1. Cash Price-_-_-_________-_-_,______________-_“_____‘ ___________ $4, 150. 00
2, Less: Down Payment.._____ T TTTTTTTTTmTmmmmmoe —300. 00
% o Pnpaid Balanee_ .. 3, 850. 00
3. Comprehensive and VST Ins_________TTTTTTTTTTmmmmem e 258. 00
5. Credit Life Insurance._____ 77777 77TTTTTTTTTTmmm oo 273. 89
6. Principal Balance B+d45) 4, 376. 89
7. Finance Chaau‘ge._______._.___.____.______~.______T ____________ 2,144, 03
8. Total Time Balance (6+7)__-_____-____________k______;_ 6, 520. 92

(The other insurance charge—Item 4—ig probably reasonable and is not a
matter for consideration here except to say that the $7 per $100 per year finance
charge—12.169, true interest—added to this insurance charge represents an
additional gain to the creditor while the existence of the insurance decreases his
risk.) .

Here is the schedule of the indebtedness, amount of life insurance, amount
necessary to prepay the debt and the excess proceeds of the life insurance
policy :

*Indebtedness Credit life Amount necessary
Beginning includin insurance to prepay Excess amounts
of month _ unearne in force indebtedness of insurance
finance charge
1 $6, 521 $6, 521 $4,112 $2, 409
13 5,589 5,589 3,820 1,
25 4,658 4,658 3,415 1,243
37 3,726 3,726 - 2,927 799
49 2,795 2,795 2,349 446
61 1,863 1,863 1,683 140
73 932 932 884 48

While credit transactions of lesser amounts and shorter durations do not
offer the potential windfalls shown in Column 5, the amounts are nonetheless
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amined the monthly reports from Old Republic, deposited its monthly receipts,
and prepared its annual statements to the ‘Indiana Insurance Department with
the help of information furnished him by Old Republic and Alinco’s consulting
actuary. On the average he was able to perform these duties in the space of
approximately one day each month.

“Despite the simplicity of this operation, Alinco’s financial success during the
period 1953 through 1959 was striking. Its net gain from operations during that
period, before Federal income taxes but after paying its expenses and share of
death benefits, was in excess of $28,500,000.” :

The process by which a credit life company operating in many states in effect
stands in place of the creditor’s captive reinsurer can be described as a “fronting”
arrangement. The primary insurer’s cut of the bsuiness is sometimes known as
a “fronting fee”. Its size depends on the relative strengths of the creditor and
the insurer. Barlier we described how competition tends to keep premiums high
in' credit insurance. The real competition is between. the creditor, on behalf of
his captive reinsurer, and the insurer as to who gets what share of the action.

As time passes, the alert creditor will demand “more and more of the pot”, as
the expression goes, by threatening to move his insurance to a carrier who will
provide the desired arrangement. :

This squeeze play by the creditor often reduces the insurer’s net profit nearly
to the vanishing point. For example, one “pot” T am aware of is split 39 parts to
{he creditor’s captive company and one part to the “fronting” insurer.

I have heard of deals where the fronting company writes the business for no
profit at all save the investment income it can generate from the premium income.
Some insurers, I am told, will write the business at no profit for the volume of
insurance tends to inflate the annual financial statement, making it much easier
to run up the company’s stock.

Further, without geing into detail, there are important tax advantages to
having the creditor’s share of the pot flow to a subsidiary life company rather
than be received directly as commissions or dividends. The advantages, however,
are much less significant than they were prior to 1959 when the method of taxing
life insurance was changed.

The villain of the piece begins to emerge then. The big profits are not going to
the life insurance companies who provide the service (except where the insurer
is owned by the creditor) but rather to the creditors—small loan companies,
finance companies, banks, merchants who sell on time, anyone in the business
of extending credit for profit.

-

WHAT ARE SOME OF THE OTHER ABUSES PREVALENT IN CREDIT INSURANCE?

The big money in credit insurance is made by the creditor by capturing a
large share of an excessive premium, as we have just described. Among other
schemes by which the creditor profits at the expense of the debtor are the
following : .

(1) Failure to Réfund the Unearned Insurance Premium on Refinancing or
Repayment of the Debt—State laws require refund of unearned finance charges
on prepayment by the debtor. Since the insurance premium is paid in advance as
well, the unearned portion of it should be refunded on prepayment. But many
states have no law on this and the creditor often pockets the insurance refund
himself. ‘

(2) Pyramiding of Policies—Often debts are refinanced or renewed. If so, a
new insurance policy is issued and paid for. The proper procedure is to cancel
the old policy and make a refund but some lenders leave the old policy in force.
Thus the debtor ends up with two or more expensive policies for amounts in
excess of his debt.

(3) Excessive Coverage Sold at the Inception of the Oredit Transaction—
Level term policies may be sold to cover a loan repayable in installments rather
than decreasing term insurance. The debtor ends up paying too high a price for
more coverage than is necessary.

(Those states with credit insurance legislation or effective regulations have
pretty well put a stop to the three practices above, but, as we will see, many
states have no control over the business.) . :

(4) Profit from Finance Charges Added to the Insurance Premium—The nor-
mal method for calculating the finance charge is to add the single premium for
the insurance to the principal amount borrowed before making the calculation.
Thus, the creditor’s interest income is increased over what it would be had there

83-840 0—67—pt. 2——22
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Note that in a larger case, commissions may well average a fraction on one
ber cent. Clearly, commission rates of 30%, 40% and more are merely a device
to pass on a significant portion of the premium to the creditor.

(2) Dividends -or Retrospective Rate Credits—A Second method, either sup-
Plementary or in lieu of commissions, is through the bayment of dividends or,
as they are often called in group insurance, retrospective rate credits.

ese payments are merely the amount left over after paying all necessary
expenses and profits of the insurance company including death and disability
claims. While the amount of the dividend depends on the mortality or morbidity
experience of the group, in larger cases the dividends are predictable within g
narrow range,

When I first heard about credit insurance, I naively assumed the dividends
were returned to those who paid the insurance bremium, the debtors, It came
as some surprise to me that the creditor picked them up even though he con-
tributed nothing to the cost. .

(In regular employer-employee group life insurance, the dividends are re-
turned to the employer but it is not lawful for him to recoup more than he
contributed to the cost of the insurance. )

Some states, including Vermont, passed laws requiring that these dividends
be used to reduce the cost to borrowers in the following year. Such laws don't
work for they merely serve to increage commissions or can be circumvented
by either of the methods below. Vermont repealed this requirement shortly after
enacting it,

(3) Captive Life Insurance Compam’es—Direct~Obviously, it is possible for
a larger creditor to set up his own insurance company as a subsidiary and
thereby capture the profits directly. However, it is time consuming to gain
admittance to the states in which the creditor does business and the economieg
of large scale makes this method too expensive for all but the largest creditors,
Further, a modest degree of expertise is required. The reinsurance route is
generally preferred.

(4) Captive Life Insurance Oompames—Reinsumnce-—While the methods
above are rather prosaie, the reinsurance deals ‘which criss-cross the country
can be intriguing,

The Subcommittee ig undoubtedly aware that reinsurance is a most useful
device in the insurance business to spread the risk—laying off the bets, in the
bookmaker’s parlance. In this way, a company can take on almost any size
risk by limiting its €xposure to a predetermined amount and reinsuring the bal-
ance with one or more reinsurers.

profits through to the creditor. Because of the small amounts insured, and the
fact that the debtors are well dispersed, it is usually unnecessary to spread
the risk.

The creditor merely forms a life insurance subsidiary which need not apply
for admission to do business in any state but its own. The subsidiary enters
into a “reinsurance treaty”, as it is called, with a company licensed to do busi-
ness in at least those stateg in which the creditor does business, or reinsurance
treaties may be negotiated with more than one company.

Commissioner Fletcher in the Alinco case mentioned earlier describes the
arrangement better than I can. Old Republic wrote the credit life insurance
covering the debtors of Associates Investment Company, the creditor. Alinco
was a life insurance company which was wholly owned by Associates. Alinco’s
only function was to reinsure a portion of Old Republic’s direct writings roughly
equivalent in amount to the coverage written by Old Republic on Associates
debtors.

Old Republic handled the myriad details incident to the insurance conta}ined
in the Alinco Reinsurance Pool, Alinco’s operations were quite simple and intx-
pensive. Alinco had no office or salaried employees. An accountant employed by
another subsidiary of Associates took care of Alinco’s books and records, ex-
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lies in the consummation of the primary transaction of loan (or installment
sale), he is not Tikely to g0 out ‘shopping’ elsewhere for a lower premium rate
assiming he is interested in acquiring any credit life insurance at all. Thus,
it is reasonable to anticipate that, in most instances, a porrower desiring te
cover his loan with credit life insurance will consummate the entire trans-
action with his creditor in preference to making any independent analysis or com-
parison of credit life premiums available elsewhere.”

In other words, the debtors form a captive market for the insurance and
nhave no ability to evaluate the reasonableness of the insurance charge.

But it might be asked, “Does it really matter what the source of the creditor’s
profit is? What difference is there if he makes it on the insurance, the finance
charge, or both?” .

The answer is that it usually does matter. First, the states all have various
laws to protect borrowers and those who buy on time. These laws—usury laws,
small loan acts, installment sales acts, revolving charge account maximums,
ete.— are necessary due to the inferior bargaining position of the debtor. It is
not at all unusual for small loan companies, finance companies, even banks, to
operate at the maximum rates permittd by law. Creditors who charge the maxi-
mum rate for the extension of credit and profit in addition on the same trans-
action from the sale of insurance to their captive debtor are, as a practical
matter, circumventing the intent of state’s finance laws.*

Having explained how overcharging for credit insurance arises and why it
is a serious matter, let us examine the manner in which the creditor captures
a large share of the credit insurance dollar.

COMMISSIONS, DIVIDENDS, OAPTIVE INSURERS AND REINSURANCE IN CREDIT INSURANCE

There are perhaps four methods by which the creditor gets his “piece of the
action”. All are quite legal and well-accepted.

(1) Commissions—The simplest way to pass on a portion of the insurance
premium to the creditor is by paying him a commission rate in excess of that
which normally would pertain.

It is, of course, an easy matter to sell the creditor on the need to cover his
debtors with life insurance. It is very valuable to him in his operations and,
further, he is able to make a profit from its sale far in excess of the marginal
expenses of adding the service. In fact, I would argue that the creditor would
be quite willing to offer the insurance without any form of compensation what-
soever because it relieves him of the expensive, and sometimes impossible, task
of collecting the unpaid balance on death from the debtor’s estate. Further, the
marginal cost of asking the question about insurance, and of filling in an addi-
tional line on the application, is negligible. :

Often commissions in credit insurance run to 30%, 409, or higher. That this
is far in excess of typical commission rates in group insurance can be seen from
the following table:

REPRESENTATIVE GROUP COMMISSION SCHEDULE!

[in percent]

Portion of premium 1st year 9 renewals

_____________ 20 5
.2 3

_________ 15 1%

_______ 1214 1%

[0 YRR 0 1%

Next $20,000. - cccmanamnnnnn 5 - 1%
Next $50,000.. - 3%3 1

[ o] - 1 Y

Next $350,000.... ¥ Y%

Next $500,000_ ... 5 Y 7

Next $1,000,000 and over--.-.-- 140 4o

1Source: Group insurance study notes p blished by the Education and Examination Committee of the Society of

Actuaries.

— e !

4That insurance profits are hardly insignificant is dramatically illustrated by a careful
review of a recent Credithrift Financial prospectus received in our Securities Diviston.
‘After taxes and preferred dividends, this finance company earned 3.13 million of which
about 1.65 million came from writing insurance on their customers. In other words, they
made more on the insurance than they did on their basic business. These figures are for
the company’s fiscal year 1966.
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handling techniques are employed in either case, the two methods differ only
in form, not in substance. Thus, we can refer to all credit life insurance as a
specialized form of group term life insurance.

It is important to boint out that, in the vast majority of cases, there is no
direct contact between the insurance company and the insured. The creditor
controls the sale entirely.

BExcept in specialized coverages, the cost of credit life insurance is the same
regardless of the age of the debtor. The reason for this is primarily administia-
tive convenience, Further, it makes it much easier to insure older persons who
otherwise might resist the substantially higher cost.

Credit life insurance is generally single premium term insurance which
decreases as the debt is repaid. Sometimes, level term insurance is issued to
cover loans repayable in lump sums,

In summary, credit insurance is a form of group insurance sold more or less

loss through the death or disability of the debtor and protects the debtor’s family
against claims for debts outstanding at the time of the breadwinner’s death or
disability.

Despite these advantages, credit insurance is subject to widespread abuse, in
my opinion, and, with this background information, it is now possible to describe
the nature of these abuses and how they arise.

COMPETITION IN REVERSE

Recently I was discussing credit insurance with the president of New York Life
who told me his company had recently lost a large bank’s credit life program to
another insurer whose price was 60% higher than N ew York Life had bid.

Does this sound like free enterprise gone haywire? Not at all in the credit
insurance field. New York Life was simply unwilling to “meet the competition” by
raising the price of its product, the cost of which was to be borne entirely by the
bank’s customers.

Of course, it is quickly realized that the creditor accepts the highest bid rather
than the lowest because he gets the difference in kickbacks of one form or another
which we will go into later. :

Normal competitive forces, then, tend to raise the price of credit insurance to
the consumer and this phenomenon is known as ‘“reverse competition” in the
credit insurance field. The brocess needs to be described in greater detail.

Credit insurance is offered in either of two. ways: (1) without an identifiable
charge, its cost being included as part of the finance charge, or (2) the debtor
is assessed a separate extra charge for the insurance.

In the first instance, the creditor will wish to minimize hig insurance cost so
as 'to maximize his return from the finance charge. If all creditors used this
method, we would not be here today for the insurer with the lowest bid com-
bined with the best service would carry the day..

However, most credit insurance is sold as an extra cost item. In this event,
the higher the price the greater the return to the creditor. The question arises,
“Does not the debtor tend to seek out the lowest cost life insurance?’ Commis-
sioner Fletcher in his report to the United States Court of Claims in the Alinco ?
tax case gives us the answer :

“Due to the method by which credit life insurance is sold, a unique situation
has been observed by persons knowledgeable in the industry. Since the premium
for credit life insurance is generally paid by the borrower, and since the lender’s
remuneration is generally a percentage thereof, the higher the gross premium,
the greater will be the profit to the lender who procures the policy. Therefore,
some lenders (or sellers) in seeking to increase their remuneration for the
procedurement of such insurance tend to place their business with the insurance
company that charges the highest gross premium. An experienced lender (or
seller) can generally foresee that, since the borrower’s (or purchaser’s) interest

3In U.S. Court of Claims No. 77-63 (Filed March 6, 1966)—Alinco Life Insurance Co. v;
the U.S.—Report of Commissioner to the Court,

I would urge the Subcommittee to study this tax case carefully. Although it wasg decided
against the Government, and in favor of a_credit life insurer, it nevertheless offers a pene-
trating insight into one of the more imaginative ways in which a creditor maximizes his
profits from the insurance sale. )
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CREDIT;LIFE INSURANCE GROWTH IN THE U.s.

Credit life insurance which, to repeat, is sold in connection with loans or other
credit transactions in order that the debt may be extinguished at the death of
the debtor, was first sold with small loans in 1917. Of course, the requirement
of life insurance as additional security for a loan goes back much further than
1917, but its systematic application began then.

The growth of credit life was modest until after World War II, when it began
to grow rapidly. By 1950, credit life insurance in-force had reached only $4 billion.
Today, the in-force figure is somewhere around $65 billion.!

Since 1954, when the Senate Antitrust and Monopoly Subcommittee held public
hearings in Kansas regarding abuses in credit life insurance, the business has
more than quadrupled to cover an estimated 85% of all consumer installment debt
(excluding charge accounts, credit cards and residential mortgage debt).

Thus, there is no question that credit life insurance is pervasive in our economy
and any inquiry into consumer credit generally must not omit the “hidden insur-
ance, as one writer has labeled credit life. :

In addition to small loans and installment purchases of autos, appliances, etc.,
credit life is also sold in connection with other credit transactions such as:

. Installment loans by banks;
. Credit card debts;
Revolving charge account balances ;
" Front end load, or contractural plan, mutual fund purchases;
Debit balances in margin accounts of brokerage firms;
Real estate mortgages;
. Education loans;
8. Production Credit Association loans to farmers.

The ease with which it is sold, the simplicity of administration, and the large
profits to the creditor from its sale have combined to make credit life immensely
popular. As there are about 70 million * policies or certificates outstanding it is
estimated that about 50,000,000 people in the U.S. are covered by credit life insur-
ance in some form.

N U RO

CREDIT HEALTH INSURANCE GROWTH IN THE UNITED STATES

Credit health insurance, which picks up the debtor’s monthly payments during
his disability, probably covers only about 10% of consumer installment debt, as
opposed to an 85% penetration for credit life. The unit cost is about four times
that of credit life which may be a factor in its slower growth. Further, claims
administration is considerably more difficult. Also, the disability experience of
a group is much less predictable than its mortality experience and insurers have
not been as anxious to offer it.

Nevertheless, credit health is now growing rapidly in popularity with creditors
and its growth rate in the future will probably exceed credit life.

(From this point on, it will be less confusing to limit the discussion to credit
life insurance. Whatever remarks are made with respect to credit life will gen-
erally apply to credit health unless otherwise stated.) :

CREDIT LIFE INSURANCE—HOW IS IT SOLD? WHAT ARE ITS DISTINGUISHING
CHARACTERISTICS ?

Credit life insurance is offered by life insurance companies to creditors whose
job it is to sign up the customer for the insurance as an incidental part of the
credit. transaction. Often the insurance is required as a condition precedent to
the extension of credit, but some states permit the debtor to substitute his own
insurance if he requests to do so. As a practical matter, it is not difficult to add
the insurance charge for the cost does not appear to be high in relation to the
finance charge plus the principal balance. '

Credit life insurance is written in two ways: (1) under an individual policy
issued to the debtor with the creditor named as beneficiary or (2) under a
group policy issued to the creditor who is beneficiary as well. Under the latter

plan, the debtor is given a certificate evidencing the insurance. Because mass

PRIESESIISSS

1 Source : Life Insurance Fact Book 1966 extrapolated.
2 §ource : Life Insurance Fact Book 1966 extrapolated.
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(Hon. Jonathan B. Bingham, member of the Consumer Affairs

Suboo;mpittee, submitted the following statement, of .J. ames H. Hunt,

gommissioner of banking and insurance for the State of Vermont, be-
fore the Senate Antitrust and Monopoly Subcommittee, on the subject
of credit life and health insurance ) .

STATEMENT TO THE SENATE ANTITRUST AND MoONOPOLY SUBCOMMITTEE REGARDING
CREDIT LIFE AND HEALTH INSURANCE BY JAMES H. Hunr, FELLOW, SocIETY OF
ACTUARIES, COMMISSIONER oF BANKING AND INSURANCE, STATE oF VERMONT

As the only Commissioner of Insurance in the United States who is a life
insurance actuary, I am Possibly well situated to comment on credit insurance,
Bqually important, I am also the Banking Commissioner and this responsibiilty
includes supervision of sales finance and small loan companies. It is the combina-
tion of actuary, insurance commissioner and consumer credit administrator that
compels me to appear before this distinguished committee today. . .

My task will be to bring before the Subcommittee certain background informa-
tion concerning credit insurance which ig necessary to an understanding of the
need for effective regulation.

In addition, this statement will reveal my own view of credit insurance, which
might be summarized at this point by saying that, in most states, the debtor is
paying excessive premiums and needs help.

Since my remarks will include rather serious allegations about the credit
insurance business, I wish at this point to place them in better perspective.

First, I have spent my working life in the life insurance business prior to
becoming Commissioner and have great respect for the contributions it makes to
the economie security of millions of Americans, Moreover, the tremendous capital
formation provided by the life insurance industry (but not the credit insurance
industry) is a vital factor in our steadily increasing standard of living. Thus,
Iny statement should not be interpreted as a criticism of the life and health

insurance business generally but only a specialized segment of it. :

' Secondly, since my comments are mainly directed to excessive premium rates,
I wish to make it clear that I am not one who thinks profit is a dirty word. In

My position hag been, is, and will continue to be that where plenty of com-
petition exists among insurance companies for the premium dollar, the insurance
commissioner has little business interfering in the rate-setting process. However,
such is not the case in credit insurance and that is why I am here,

CREDIT INSURANCE—WHAT 18 1T?

Credit insurance ig that form of insurance sold in connection with loans or
other credit transactions generally providing, in the case of credit life insurance,
‘a death benefit at least large enough to brepay the outstanding balance of the loan
at the time of death of the debtor and, in the case of health insurance, a periodic
benefit (almost always monthly)-—equal to the periodic installment payment on
the debt—for ag ong as the debtor is disabled or until the maturity date of the
debt. :

The sale of fire and casualty insurance in connection with credit transactions
is known as credit property insurance. As credit property insurance is not sold
in Vermont, I will leave discussion of this topic to other witnesses.

The insuring of accounts receivable by a merchant against extraordinary
losses due to business failure of his customer is also referred to as credit insur-
ance. This hearing is not concerned with that specialized field.

Throughout this statement. the term “creditor” will be understood to mean a
lender, in the case of a loan of money, or the holder of an installment sales agree-
ment, in the case of a time sale transaction. The term “debtor” will include the
borrower or the buyer as the casemay be.
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precomputed charges made for the full term loan. The following table shows
how this result is achieved : :

8/78 (portion of aggregate charge allocated to Bth installment period)
7/78 (portion of aggregate charge allocated to 6th installment period)
6/78 (portion of aggregate charge allocated to 7th installment period)
5/78 (portion of aggregate charge allocated to 8th installment period)
4/78 (portion of aggregate charge allocated to 9th installment period)
3/78 (portion of aggregate charge allocated to 10th installment period)
2/78 (portion of aggregate charge allocated to 11th jnstallment period)
1/78 (portion of aggregate charge allocated to 12th installment period).

Total 36/78 (portion of aggregate charge allocated to. scheduled installments
; ~which have been prepaid) *” : o
Service charge o ! )
This. expression is more or less synonymous with “finance charge’.
Finance cherge: ! S
This térm is specifically defined in FL.R. 11601 as well as in 8. 5.

‘In addition, the following definition ig given from Neifeld’s Guide to Install-
ment Purchases: : g

. Finance charge: That part of the total price in the retail installment con-
tract of sale in excess of the cash price; difference between the commodity’s
cash and time-sale$ price. In motor vehicle transactions, the finance charge

includes, unless otherwise specified, the insurance premium, if ‘any.
Interest
The following definition is given by Neifeld : The money charge made by the
jender for use by the borrower of a certain sum of money for a specified period
of time; in law, compensation allowed or fixed by the parties for the use or
forbearance or detention of money or its equivalent; the rate percent derived
from money loaned by another, or from debts remaining unpaid:

Time price differential

Neifeld defines the time price differential as the difference between time pay-
ment pr_ice and cash price when goods arevsold on credit. k
Sale price vs cash price

Neifeld defines the retail installment sale as a retail installment contract in
which the purchase price may be paid in installments over a period of time. The
difference between the retail installment sale price and the cash price is the time
price differential, defined above. .

8 The language most commonly used to express refunds based on the Rule of 78 in small
loan laws is set forth in the N.Y. Small Loan Law, N.Y. Banking Law § 352(d)1: -
[Rlefund [shall.bel.. . . an amount which ‘shall be at least as great a proportion
of the precomputed- interest . . . as the sum of the remaining monthly balances of
principal and interest combined scheduled to follow the installment date nearest the
date of prepayment bears to the sum of all the monthly balances of principal and
interest combined originally: scheduled by the contract. S C
It should be noted that the statutory language designates that the fraction to be used
in detevmining the refund is equal to the relation of the sum-of the amounts of the monthly
balance due after the date nearest the date of prepayment to the sum of the amounts of all.
scheduled monthly balances under the contract. If prepayment in full were made on the
fourth installment date jon a contract scheduled to be repaid in: 12 monthly installments
of $10 each, the refund would be calculated as follows:

$80--70-460-+50+40--30--20-10 )
$120+110-+100-+90+4-80+70+ 60-F50--40+30--20+10
$360 36

— —— or —- of total charges.
$780 78

The result is the same as would be produced under the approach described in the text.
That is. as long as the installments are substantially equal in amount and period, the
results are the same whether one uses number of installments or amount of installments in
the calculations with the Rule of 78. If installments are unequal in amount, then the
method described in the text continues to produce the same result in the example shown,
but the language of the statute will produce a larger or smaller fraction depending on
whether the larger installments are scheduled to be repaid after the date of prepayment.
See Ayres, op. cit. supra note 74, at 166-167. .
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RULE OF 78§

Barbara Curran’s “Trends in Consumer Credit Legislation” defines the Rule
of 78 as follows : ! :

“The Rule of 78 is merely a mathematical formula for determining the amount
of the charge to be allocated to each installment period. The amount of the charge
to be allocated to any particular installment period bears the same relation to the
aggregate charges computed for the entire loan as the number of installments
scheduled to be paid on and after the expiration of such installment period
bears to the sum of the numbers designating all of the installment payments
contracted for. Thus the charge applicable to the third installment period of a
12-installment contract would be 10/78 of the total charge.” The “10” represents
the number of installments scheduled to be paid on and after the date the third
installment period terminates, and the “78” represents the sum of the numbers

+12=78). Under the Rule of 78, 10/78 of the total charge is earned during
the third installment period.” The refund for a loan prepaid in full will equal
the aggregate of the charges to be allocated for each installment period following
the date of prepayment. In other words, if the borrower prepays the loan in full
on the fourth installment due date, he is entitled to 36/78 of the aggregate of

—

“TABLE I.—METHOD REFERRED TO IN NOTE 56 SUPRA (UNIFORM PAYMENTS OF PRINCIPAL AND INTEREST
COMBINED BUT NOT ON BASIS OF PRECOMPUTATION)

‘‘Balances Interest Principal Total payment

$300. 00 $6. 00 $47. 56 $53. 56

252.44 . 05 48, 51 53.56

203.93 4,08 49,48 53.56

145, 45 3.09 50, 47 53. 56

103.98 2.08 51,48 53.56

52.50 1.05 52.50 53.55
.......................... 21.35 300. 00 321.35

Id. at 205.

"Precom_putation: Add the total of the Interest column under either Table | or 11 above to total of the Principal column
;g;l 5t‘l:gril'dlvide by number of payments in the Total Payment column. For Table 1, amount will be $53.50; for Table I,

& 1f charges are computed monthly on the outstanding principal balance and if monthly installment payments of principal

¢ to be equal in amount, then the total amount of each monthly installment payment (which includes the charge for
credit) will be less than the amount of the total installment payment for the preceding month. Such is the case because the
credit chargeis computed on the basis of the outstanding principal which decreases as each monthly installment payment
is made. Since the act does not require that installments of principal be equal in amount (only that no installment can be
substantially greater than the preceding installment), small loan companies are able to devise repayment schedules which
provide for installment gayments which combine principal and charges but which are equal in amount (except for the last
installment payment, which may be somewhat less than preceding installments) and which do not violate the maximum
rate grovisions of the law. See Ayres, Instalment Mathematics Handbook, ‘‘Uniform Payments Under Small Loan Laws'’
202-208 (1946). This method is not to be confused with ‘‘precomputation’’ described subsequently in the text. The two
are distinguished in note 74 infra following the textual discussion of precomputation.

S Ayres, op. cit. supra note 74, at 160-170.

™It is to be noted that the third installment is due and Dayable at_the end of the third
Installment period. That is, the first installment period runs from the date the loan is made
to the date of the first scheduled installment payment, the second installment period runs
from the date of the first scheduled installment bpayment to the date of the second scheduled
installment period, ete.
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DISCOUNT

Dollar discount is similar to dollar add-on except that the proceeds to the
borrower are reduced by the amount of the discount, but the full amount is re-
paid. For example, considering a $1000 one year loan again, if the discount is
69, the amount received by the borrower is $1000 less $60. However the amount
repaid would be $83.33 'per month, or $1000. The annual percentage rate would
be about 11.6%. N ‘

PRECOMPUTATION

Precomputation is a procedure authorized by many states to facilitate clerical
operations. Essentially, the operation appears to consist of adding the finance
charge (however determined) to the amount to be financed and dividing by the
number of payments to find the amount of each payment.

Excerpts from Barbara Curran’s “Trends in Consumer Credit Legislation”
are given below. They explain the device in greater. detail.

“Charges are precomputed in the following manner : after the lender and the
borrower arrange the amount of the loan and determine the schedule for in-
stallment payments of principal, the lender computes the charges which would
accrue over the term of the loan if the borrower were to repay the principal
amount exactly in accordance with the instaliment schedule agreed upon; he
then adds the charges so computed to the principal and divides by the number
of installments scheduled to determine the amount of each installment payment
which now represents charges and principal combined.” The advantage in using
the precomputation method lies in the fact that not only will the amounts of all
installment payments be substantially equal but the lender will not be put to the
troublpg, of ‘allocating principal and charges as each installment payment is
made.

72 Tt ig not suggested here that a lender follows the precise steps indicated in the text for
each loan. Not only is there a redundant step in the procedure as described in the text but,
as a practical matter, most jenders would hayve charts for speedy reference by clerks which
would give the necessary information about charges for a particular loan.

7 It would seem most lenders would have charts available for use by clerical help which
would show the allocation information for loang paid on schedule, and the actual computa-
tion would not need to be made each time, even for non-precomputed loans. However, the
dollar allocation of prineipal and charges would, under the uniform act. have to be entered
on the loan records. - )

74 Precomputation is not to be confused with the method described in note 56 supra. The method described in note 56
is merely a means by which the lender selects a different amount for each monthly instaliment of principal so that when
each such instaliment of principal is added to the charges computed for the principal outstanding during the preceding
modntttl‘, the sum of principal and c"arg?s w"I|l be the same for all installments, even though the amount allocated to principat
and the t allocated to charges for all install
Mathematics Handbook (1946), should illustrate the difference:

“TABLE I.—STANDARD METHOD (UNIFORM PRINCIPAL PAYMENTS WITH INTEREST ON DECLINING

BALANCES)
‘‘Balances Interest Principal . Tptal payment
$300 $6 $50 $56
250 5 50 - 55
200 4 50 54
150 3 50 53
100 2 50 52
50 1 50 51
__________________________ 21 300 321

1d. at 202.
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In the report of the 1954 Subcommittee, Senator McCarran is quoted in ref-
erence to the McCérran Act, Public Law 15, which delegated to the states power
to regulate the business of insurance, subject to the ultimate authority of the
Federal government. Senator McCarran said in part:

“In epacting this law Congress held out an invitation to the States to deal
amf:matwelq and effectively with the activities and practices of the insurance
business which might otherwise be the subject of Federal regulation. . . . The
Congress, therefore, has the duty to be vigilant of the public interest. . . . We
must recognize that silence on the part of Congress depends primarily, not upon
the extent or type of regulation imposed by the various states, or by any state, but
_ rather upon the success of such regulation.” [Italic supplied.]

The Subcommittee concluded with an admonition that they would “not forever
accept ‘attempts’ at regulation as a substitute for regulation of the business of
insurance by the states, The patience of the Federal Government with those who
would abuse the good name of insurance may come to an end.”

It certainly is time for the Subcommittee to take another look at credit insur-
ance for there is serious doubt whether the states, as a group, are dealing affirm-
tively ‘and effectively with this problem thirteen years after the Subcommittee’s
warning. ]

Those who must borrow or buy on time are, in a financial sense, “the least
among us,” hardly in a position to pay exhorbitant credit insurance premiums on
top of all their other burdens. They need and deserve your assistance.

[From the Washington (D.C.) Wall Street Journal, July 14, 1967]

SENATE UNIT STUDYING NEW YORK BANKS’ ALLEGEDLY EXCESSIVE LoAN INSURANCE
) ; FEES

By Stanford N. Sesser, Staff Reporter of The Wall Street Journal

NEW York.—A Congressional committee is known to be investigating allega-
tions that major New York City banks are reaping a windfall from the instal-
ment loan business by charging rates for life insurance on these loans that exceed
the maximum permitted by the New York State Insurance Department.

The investigation is being conducted by the Senate Antitrust subcommittee.
The group chaired by Sen. A Hart (D., Mich.), held hearings in May that ex-
posed widespread credit life insurance abuses in the dealings of finance com-
panies with insurers. The hearings are scheduled to resume in the fall.

While the charges against the New York banks aren’t considered as serious
as many of the abuses uncovered by the committee in May, they still could have
widespread repercussions. An indication that credit life malpractices have spread
to some of the nation’s largest financial institutions could spur the drive toward
Federal regulation of insurance sales,

No details of the committee’s investigation of the New York banks could
be learned, but conversations with banking and insurance executives and New
York State regulators indicate that the controversy centers on the pricing of
life insurance for secured loans—loans against which something is pledged.
The most common type of secured loan is for the purchase of an automobile.

New York banks offer auto and other secured loans at the rate of $4.75 a year,
deducted in advance, for each $100 borrowed. If the borrower asks for credit
life insurance, as almost all do, he’s told that the charge for his loan will be
$5.25 per $100.

This would indicate a charge for life insurance of 50 cents per $100. However,
New York State insurance regulations specify a maximum rate of 44 cents for
large-volume institutions.

Banks place their credit life business with insurance companies, and tech-
nically the 44-cent maximum applies only to the rate that the insurer can charge
the bank. But the state’s banking law specifies that the bank is governed by the
same restrictions in its dealings with the borrower.

The New York banks don’t pay the entire 50 cents to the insurance companies
with which they deal; they pay only the rate that the insurer has filed with
the state insurance department. These rates sometimes are even lower than the
44-cent maximum ; it’s believed they range all the way down to 38 cents.
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Thus, it’s being alleged that the banks charge the borrower 50 cents per $100
in credit life insurance, pay their insurance companies: from 38 cents to 44
cents, and pocket the difference. Borrowers in New York State paid $31 million
in credit life premiums in 1965; it’s not known what portion of this business
was done through New York City banks. En

According to the American Bankers Association the five largest New York
banks with instalmeht loan operations are Tirst National City Bank, Manu-
facturers Hanover Trust Co., Bankers Trust Co., Chase Manhattan Bank, and
Chemical Bank New York- Trust Co. The first three place their credit life busi-
ness with Prudential Insurance Co. of America; Chase Manhattan deals with
Equitable Life Assurance Society of the United States; and Chemical gives its
business to New York Life Insurance Co. T

Executives at the five banks were asked to comment on the alleged credit life
overcharges. Four of the banks replied- that the loans at $4.75 and $5.25 weren’t
directly comparable, 'so the assumption that the charge for credit life insurance

_ is B0 cents isn’t necessarily accurate. : it

The banks explained, for example, that an auto loan is made at $4.75 without
life insurance. However, if the borrower wants insurance coverage, he’s i tead
given a $5.25 “personal loan.” They're different types of loans; they can’t be
compared,” George Beatty, vice president of Bankers Trust, stated.

In a personal loan, Mr. Beatty explained, the banks give no breakdowns of
the basic loan charge and the charge for credit life insurance. - S
At least one banker, however holds that the difference is largely a legal
techniecality, rather than a change in provisions. “It’s still a secured loan, even
‘if you have credit life insurance,” said an official of First National City Bank,

referring to auto loans. “

An executive at the fifth bank, who asked not to be identified, conceded that
the bank is, in effect, charging 50 cents for its credit life. He said the rate ex-
ceeds the 44-cent maximum because the bank incurs extra bookkeeping charges
even though the policies are issued by an insurance company. Among the extra
charges, he mentioned the “cost of handling the life insurance premiums, passing
them on to the insurer, and processing the death claims.”

The banks that issue $5.25 “personal loans” with credit life don’t give a break-
down of what part of the charge represents the insurance. “We throw in the life
insurance—it’s not an identifiable charge to the customer,” one executive said.

John K. Lundberg, first deputy superintendent of the New York State Bank-
ing Department, said he couldn’t comment on credit life insurance practices
without give.the matter study. If the department were to consider the issue,
it would undoubtedly have to rule on a key question : Whether the banks’ pric-
ing practices become legal simply because ‘“they don’t include credit life in-
surance as an identifiable charge in their $5.25 loan.

Section 108 of the New York banking regulations says that the banks may charge
borrowers for credit life insurance “at a rate not in excess of the premiums
chargeable . . . in accordance with rate schedules then in effect and on file with
the Superintendent of Insurance for such insurance by the Insurer.”

John Kittredge, a Prudential vice president, said the company has had “discus-
sions with several of the New York banks.” He said that Prudential told the
banks that some people have the “impression they were, in fact, charging 50
cents” on their credit life insurance. He emphasized that Prudential was only
“pringing this impression to their attention” and not drawing any conclusions.

John F. Ryan, senior vice president of New York Life, said he also has had
“conversations” with a bank. He added that New York Life is studying the
pricing of credit life insurance, but hasn't yet reached a conclusion.

Insurance executives have privately expressed fears that Senator Hart’s credit
life hearings will prove so damaging to the industry it will provoke widespread
demand for Federal regulation. The fact the investigation has been extended to
New York is considered significant: New York is widely reputed to have the
nation’s strictest insurance regulations.

The committee’s hearings disclosed that in most other states the rate usually
charged for credit life insurance is $1 per $100, and often the rates aren’t regu-
lated by the state insurance department. The committee detailed charges of kick-
backs among some finance companies and their allegedly dummy insurance sub-
sidiaries on their credit life business.

It's understood the committee soon will be investigating the question of whether
the practices attributed to the New York, banks also apply to finance companies
operating in New York. ;
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Although the standard credit life rate outside New York is $1, apparently New
York insurance companies and banks are finding business profitable at half that
_rate. One banker tells of a New York bank that used to pay employees a commis-

sion if they’d sell auto loans that included credit life insurance. The banker says
he’s not sure if the practice still exists. o

Most New York banks also offer life insurance with “passbook loans”’—when
the borrower uses the money in his savings account as collateral. Some bankers
and insurance executives sharply question the practice of selling life insurance
“when the loan is fully backed by cash in the bank.

In the May Congressional hearings James Hunt, Vermont’s commissioner of
banking and insurance, estimated that borrowers nationwide are being over-
charged $175 million annually for insurance.

(Mr. Paul H. Douglas, Chairman, Commission on Urban Problems,
submitted the following exhibits for inclusion in the record :)
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TO LEE’S ANNUAL

BSU MMER SALE:
SlZZUNG VRLUES

MILITARY 165 BONNEVILLE §1495

2 DR. HARDTOP

§1195
. $995
)

/" 600D CREDIT? BAD CREDIT?
NO CREDIT? ,

[ USED FORD | 10th & NEW YORK AVE. N.W. '

S Dl 7-8888

\_ -u‘,/

THE FOLLOWING INFORMATION IS LACKING:

(1) Specific downpayment for each (4) Amount of each payment
advertised auto (5) Total finance charge
(2) Amount to be financed (6) Annual percentage rate

(3) Number of payments
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Hot dog-cash!

Satisfy your need for extra money NOW. .. with NO PAYMENTS due for 90 days!

That’s saying a mouthful, but we’ll stick by it...whether you want thousands of
» dollars or only a few hundred, whatever the purpose. Old customer or new, Jarge
amount or small, you are important to us. That means you always get immediate,
personal service and low bank rates. For special handling, just call your order!

Call 534-1199-ask for DAN WEBSTER

COLORADO

PICK A
Proper Payment Dlan

c'."gg;;;?, 24mo. 36mo. - A8mo. 60 mo.

200 8.34 5.56
INDUSTRIAL |’ ‘o3 ‘s
750 31.25 20.83
1200 50.00 33.33 $25.00 $20.00
2000 55.56 4166 33.32

- 3500 97.22 729 .
BAN K , 5000 138.§9 IZ)M; gggg

Ask for any amount — $100 to $100,000

18“! & STOUT . Opposite the Post Office ‘L’;ﬂudﬂ ?""'?ﬁ for the Io‘an’. wm:ht are
i 10.5:30 p,m.—Mon: Nights tili'g = | ~deducted from these armalni for tne ates.
Saturdays by Appointniel ot the pag »}A‘_‘t low .Industrial Bank Rates,

THE FOLLOWING INFORMATION IS LACKING:

(1) Amount of loan
(2) Total finance charge
(3) Annual percentage rate
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{
oo 1 O R m"'ém_m;.-\_m

LALLAN'S oS24t F.REEDELIVER.Y‘
“TVand STEREO 029-0220 =ty
| FREE HOME DEMONSTRA"ON
. F""% RENT® . BUY
) . Cs.wc‘-‘

CAll NOW

STEREO
COMBINATION

AM-FM
RADIO~—4 SPEED CHANGER

PORTABLE

L NO MONEY pOWN JESFrta

ON APPROVED CREDIT . WITH STEREO PURCHASE.

s ALLAN S s
FINANCED BALANCE, DEPOSITS
AEQUIRED ON RENTALS g (]2

D  €)» TVandSTEREO 1'

=

THE FOLLOWING INFORMATION IS LACKING:

(1) Cash price for each pictured
appliance

(2) Number of payments

(3) Total finance charge

(4) Annual percentage rate
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RN
_WN

Credit Problems
RIDE HOME NOW
200 CARS.
IMMEDIATE

- DELIVERY
65 Pont. G.P.

‘64 Chev, S.W.. = $895
‘64 Pont. Conv. $1,195 |
*64 Corvair 4Dr. - $695
1’64 VW, 2-Dr.-  $695
‘62 Buick 225 - $595

Easy Credit Plan
1463 Pont:G.P. - $795
. ‘63 Pont. 4-Dr.

. *43 Corvair 2 Dr.
163 Plym. Conv. $595

FREE CREDIT CHECK:)

©- ASK FOR
MR. BARNES

478 gl

‘61 Cad. Conv. 695
‘61 Pont. 4-dr. ht. $295
‘58 Jaguar Rdst. $495
‘62 Pont. Conv. $290

__ WIOKOMFSRSME

- $795-
_*63 Triumph Rdst. $495_
$395,

‘6] Ramb: SW. - $95
‘60 Dodge 4Dr. - $195.
| “60 Pont4Dr.  $150.
*59-Ppnt. 2dr. 495

- WESTERN

(1) Mumber of payments
(2) Amount of each payment

{ OPEN9 to9- IR 88BI11.

 AUTOMOBHESTORSALE

$5
ANDA
J0B.

YOU DRIVE

| HOME ‘TODAY

r $1,995.
‘64 Ford Conv. -$1,195.

_ WITH EST, CREDIT

CREDIT CHECK-
CCALL
LU 10555

‘63 CORVAIR 2-DR.- - $695
‘62 PONT. CONV: $895
'62 FORD CAMPER $895
'62 OLDS 4-DR. - $795
‘6% FORD CONV. = 3795
‘62 BUICK CONV $895
:u oms WAGON $795

ERC. 4-DR. 95
‘60 CADDY “4-DR. 95
‘60 CADDY CONV. $895
%60, DODGE  4-DR.’ 495
‘59, CHEVY. WAGON ™~ $395
*57 CADDY 4-DR.

BARGAIN
SPECIALS

‘61" MERC. 4-DR. $187 1
‘60 CHEVY 2-DR. $97
‘58 FORD WAGON' ™ $157 |

7R

5.00ER0. |

MITOMOBHES FOR SME

CQREDT
PROBLEMS

| $25 DOWN .

AND A JOB

W13

“FREE CREDIT ;HECK -
‘64 Corvair 4- T,

63 Ford Conv. 695
63 Chovy 2-dr. 5695
0lds. 4-dr. 595
62 Chevy ht. 595
‘61 Plym, 4dr. . 495
‘61 Corvair 2-dr. $495
‘61 Olds. 4-dr. 495
‘61 Buick ht. 595
‘61 Ford wag. .. $495
‘60 Buick €onv. - 595 -
~| ‘60 Caddy 4-dr. 595
‘60 Pont. -4-dr. 595
60 Chevy. Conv. ~ 495
‘59 Buick £-dr. 395
‘59 Ford 2-dr. 295
59 Caddy Cpe. 595
‘59 Chevy € 395
‘59 -Fofd Re 95

ClCERO

YU

.| “62-MERCURY. -

- ME 70333

$50 DN.

‘62 CHEV. CONV. . $50 DN.
‘61 OLDSMOBILE .- $25 DN.
‘61" CHEVROLET $25 DN
‘61 PONTIAC ... $25 DN.
‘61 PLYMOUTH $25 DN. -
‘60 BUICK 25 DN.

5 1’60 CHEVROLET $25 DN.
‘59 CADILLAC $25 DN.

931

AIITBMB FOR SALE

AN
OWNACAR

- DON'T WORRY-
-~ ABOUT CREDIT

‘64 CORVAIR | ~ $50°DN.
'63 MONZA $50 DN
‘63 TEMPEST- -~ $50 DN.
‘63 DODGE $50 DN.
'63 RAMBLER ~ . $50- DN..
8 cusvaom < $50 DN,
50 DN.

65 ANBASSADOR $50 DN,
.~ $50. DN;

CALL MR. KlNG

YOU CAN DRIVE TODAY
62 “TEMPEST

o
~NORTH

(IR0~

i .

THE FOLLOWING INFORMATION IS LACKING:

(3) Total

finance charge

(4) Annual percentage rate
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RAMBLER

Luxurlous Amerlean: Pre-Driven Sedan with:

& AUTOMATIC  TRANSMISSION

o Deluxe Radip and Henter @ Back-Un Litss
© Windshiold Washors o Bumper Guards o
Outside Mirror @ Padded Dashboard

s1345*

$95 DOWN (Est. Credit]

8iG SELECTION OF NEW & USED
AIR-CONDITIONED CARS

\ ‘63 BARRACUDA ‘64 RAMBLER lH'.

u|l Phr huc

a,

Ci l l ‘ of

e Foy ‘1795
MUNDERBIRD CONV.

ruu vwr :nml-;lgs

rn Wheel . zse ON.
Dr. Full Pow

:u»f Wi Loaded. 515
165 0198 20 HT.

Whlhwa"!
fass. Bucket Seats.

MANY MORE IN STOCK

FOR FREE CREDIT CHECK CALL!
BE 7- 2222—-MR. WHITE

MANV MORE IN STOCK

2223 N. cuceno

OPEN DAILY ‘TH. 10 PM _
CSATBLSUN TIL B PM

The following information is lacking:

(1) Amount to be financed
(2) Number of payments

(3) Size of each payment
(4) Total finance charge
(5) Annual percentage rate

| 625-1323

CONSUMER CREDIT PROTECTION' ACT

| - WHOLESA
0 THE PUBLIC!
I/ ss1 DOWN :
Sl
62 MM
160 FORD ________
9, DODCE ___
59 HARDETO W 4 399
50 CARS Tlﬁ J00SE_EROM |
eALL FORC22or )
CAPITOL HILL
! MOTORS

6th\& PENN. AVE, S.E.

LI 3-1im

—

The following information is lacking:
(1) Amount to be financed
(2) Amount of each payment
(3) Number of payments
(%) Total finance charge
(5) Annual percentage rate

’VOlkswa en The following infor-

: Al Years—All Mod

mation is lacking:
SEDANS—WAGONS (1) Dowmpayment

BEﬂ“ﬁ?ﬁFSq_stH'.Ass ( requirements
: ing, E-Z ferm 2) Annual percentage
HENSEN MOTOR (2 fomust @

Authorized VW Dealer

1750 N.-HARLEM
546-5700 °

T TVCLOSE OUT |
- . COLOR
.| . 67 MoTOROLA CONSOLE

$4 PER WK,

Goadyear Service Sto
7| 308 22nd ST.. N.W. 5013 GA. Ar\;é NW,
: A 31514 ]

The following information is lacking:
1) Cash price
(2) Downpayment
(3) Amount to be financed
(4) Number of payments
(5) Total finance charge
(€) Annual percentage rate
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740 7 7 CLEARANCE
‘/// //// R PRICED
RCA® MOTOROI.A ® EMERSON

MAGNAVOX ® OLYMPIC .
C,ONSOLES' :

12308“ \)K‘I)OR;ABE

v COLOR

$299.95

FULL PRICE

NO REASON
NOT TO BUY!

| catt now 567-9000 ot o |

caw SOUND, INC.

NOW 24 AUDREY LANE

. EASTOVER SHOPPING CENTER .

THE FOLLOWING INFORMATION IS LACKING:

(1) Downpayment (4) Total finance charge
- (2) Amount to be financed (5) Annual percentage rate
(3) Number of payments
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- $314.91
in Christmas Cash is
waiting for you
BORROW
BY MAIL
~in the privacy of

your home!

No red tape! No waiting! No co-signers!
No payments for 45 days!

Just fell iu the enclosed fensonal
loan application and mail to ws !

(Subject only to Indian’s liberal credit policy)

We will send you our check
for $314.91 at once!

 FIRST PAYMENT NOT DUE 'TILL JAN. 1967

INDIAN FINANCE'

338 SOUTH WALNUT BLOOMINGTON, INDIANA
Phone 332-9351

- THE FOLLOWING INFORMATION IS LACKING:

Size of payments (3) Total finance charge
Number of payments (k) Annual percentage rate

(1)
(2)
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(Hon. Frank Annunzio submitted the following article for the
record :) :
[From U.S. Department of Labor, Bureau of Labor Standards, May 1967]

AMOUNT oF EARNING EXEMPTED FROM GARNISHMENT UNDER STATE Lawg ¥

Alabama.—T759 of wages or other compensation of State residents, due or
to become due. (Alabama Code T. 7, sec. 630.) )

Alaska.—$350 income from any source within the preceding 30 days for a
family head, $200 for a single man, if necessary, for his use or the use of his
family supported in whole or in part by his labor. Amounts which he has been
ordered to pay for child support are also exempt. (Alaska Statutes, secs. 09.
35.080(1) ; 9.35.085.) .

Arizona.—50% of earnings for the preceding 30 days if necessary for the use
of the debtor’s family supported in whole or in part by his labor. (Arizona
Revised Statutes Anno., secs. 12-1594 ; 33-1126.)

Arkansas—1009% of wages of a resident laborer or mechanic for 60 days,
provided his wages plus other personal property do not exceed $500 for a
married person or family head or $200 for a single person; with an assured
minimum exemption for all laborers and mechanies of the first $25 a week of
net wages. (Arkansas Constitution, Art. 9, sec. 2; Arkansas Statutes, sec. 30.207.)

California.—50% of the preceding 30 days’ earnings. 1009% if necessary for
the use of the debtor’s family residing in the State and supported wholly or in
part by him ; 509 if the debts are for necessaries of personal services. (California
Code of Civil Procedure, sec. 690.11.)

Colorado.—109 of earnings due the head of a family and 35% of earnings
due single persons, except for payment of taxes. (Colorado Revised Statutes,
sec. 77-2—4 ; 77-2-5.) :

Connecticut.—Court may set the amount to be paid, taking into consideration
the circumstances of the debtor. If he fails to obey the order, amounts over $50
per week plus taxes may be taken as a continuing levy until paid. (Connecticut
General Statutes, sec. 52-361.)

Delaware—100% in New Castle County, except that 109 may be taken for
debts for necessaries or State taxes. 60% of earnings of residents of Kent and
Sussex Counties. In all three counties the exemptions do not apply to claims up
to $50 for board or lodging. (Delaware Code Anno., T. 10, sec. 4918.)

District of Columbia.—909, of the first $200 per month ; 80% of the next $300;
50% of the balance due or to become due, The attachment is a lien and continuing
levy until the judgment is paid. (D. C. Code Anno., sec. 16-572.)

Florida.—100% of earnings due the head of a family residing in the State.
(Florida Statutes, sec. 222.11.)

Georgia.—$3 per day plus 50% of the balance. Garnishment is a lien on present
and future wages. (Georgia Code Anno., sec. 46-208,)

Hawaii—959, of the first $100 per month; 90% of the next $100 per month ;
and 2807% o)f the balance of wages due or to become due. (Hawaii Revised Laws,
sec. 237-1.

Idaho.—509, if the debt is for necessaries, otherwise 75% of the preceding 30
days’ earnings if necessary for the use of the resident debtor’s family residing in
the State, supported in whole or in part by his labor. Maximum $100 at any one
time. (Idaho Code Anno., sec. 11-205.) ‘

Illinois.—$45 per week or 85% of gross wages, whichever is greater, but not
exceeding $200 per week. (Illinois Revised Statutes, Ch. 62, sec. 73.)

Indiana.—$15 per week and 90% of the balance of income and profits of a
resident householder. (Indiana Anno. Statutes, sec. 2-3501.) :

Towa.—$35 per week of wages or salary due the head of a family, exclusive
of deductions for taxes, plus $3 for each dependent under 18. No creditor may
garnish for more than $150, plus costs (Iowa Code, sec. 627.10.)

Kansas.—90% of 1 month’s earnings of a resident debtor (less court costs up to
$4) if necessary for the use of a family supported in whole or in part by
his labor. (Kansas General Statutes Anno., sec. 60-2310.)

Kentucky.—509, of earnings is exempt if the Jjudgment is for debts for neces-
saries (food, clothing, medical expenses, rent, or public utilities) otherwise 75%
of net earnings in any pay period (earnings due less deductions for govern-

*Such references as ‘“‘earnings for the preceding 30 days” mean earnings for 30 days
prior to the service of a writ of garnishment on the employer. Exclusions for such debts
as taiaxiesﬁ ;a.tlinllgny, or support orders are listed only when they appear in the exemption
provisio self.

83-340 0—67—pt. 2——23-




936 CONSUMER CREDIT PROTECTION ACT

mental fees and taxes, union dues, medical insurance, and retirement programs).
Not applicable to garnishments for child support. (Kentucky Revised Statutes,
secs. 427.010; 425.210.) .

Louisiana.—80% of earnings; minimum $100 monthly. (Louisiana Revised
Statutes, sec. 13 :3881.) ’

Maine.—3$40 per week of wages due; minimum $10. (Maine Revised Statutes,
T. 14, sec. 2602.)

Maryland —$100 earnings due, except in Caroline, Cecil, Kent, Queen Anne’s,
and Worcester Counties, where the exemption is 75% of all earnings due. Not
applicable to claims for State income taxes. (Maryland Anno., Code, Art. 9,
secs. 31,314, 31B.)

Massachusetts—$50 per week of wages due. (Massachusetts General Laws,
Ch. 2486, sec. 28.)

Michigan.—TFor a householder having a family :

Percent Minimum Maximum Wages due

First garnishment. ... . ... 60 $30 $50 Up to 1 week.
60 90 More than 1 week.

All other €ases. ..« --ocoooaeuencann 60 12 30 Upto 1 week.
24 60 1 week to 16 days.
30 60 Over 16 days.

For other persons:

1st garnishment_ ... 40 20 50

All other cases....c-co-ocoe--- 30 ' 10 20

Source: Michigan Statute# Annotated, 27A.7511.

Minnesota.—509% of resident’s current unpaid net wages (less amounts re-
quired by law to be deducted or withheld). All earnings for the preceding 30 days
if necessary for the use of a family supported wholly or- partly by his labor.
(Minnesota Statutes Anno, secs. 550.37(13) ; 575.05.)

Mississippi—T15% of resident’s earnings due or to become due. The garnish-
ment is a continuing levy until the amount due is accumulated. Does not apply to
orders or judgments for alimony, separate maintenance, or child support. (Mis-
sissippi Code Anno. sec. 307.)

Missouri—909 of the previous 30 days’ wages due a resident head of a family.
(Missouri Revised Statutes, sec. 525.030.)

Montana—50% in cases of debts for gasoline or necessaries, otherwise 100%
of earnings of a married person or family head for the preceding 45 days if
necessary for the use of the debtor’s family supported in whole or in part by his
labor. All earnings for the preceding 30 days are exempt in actions for $10 or
less. (Montana Revised Codes, sec. 93-5816.)

Nebraska.—90% of wages of the head of a family. (Nebraska Revised Statutes,
sec. 25-1558.)

Nevada.—50% in cases of debts for necessaries, otherwise 1009 of earnings
for the preceding 30 days if necessary for the use of the debtor’s resident family
supported in whole or in part by his labor. 509 of such earnings for debtors
without a family residing in the State. (Nevada Revised Statutes, sec. 21.090.)

New Hampshire.—$20 per week of wages due, and all wages earned after
service of the writ. (New Hampshire Revised Statutes Anno., sec. 512:21.)

New Jersey.—909% of earnings due or to become due; 1009 of less than $18
per week. Court may decrease if debtor’s income exceeds $2500 per year. The
execution is a lien and continuing levy until paid. (New Jersey Revised Statutes,
secs. 2A :17-50, 2A :17-56.)

New Mexico—75% of the previous days’ earnings of the head of a resident
family ; 80% of his earnings are $100 or less for the period. (New Mexico Statutes
Anno., sec. 26-2-27.)

New York.—90% of earnings; 100% if earnings are $30 per week or less, The
execution affects earnings due or to become due. (New York Civil Practice Laws
and Rules, sec. 5231.)

North Carolina.—1009, of earnings for the preceding 60 days if necessary for
the use of the debtor’s family supported in whole or in part by his labor. (North
Carolina General Statutes, sec. 1-362.) :

North Dakota.—$50 per week plus $5 per week for each dependent (up to $25)
of the wages or salary of a resident debtor who is the head of a family. $35 per
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week for residents not the head of a family. (North Dakota Century Code Anno.,
sec. 32-09-02.)

Ohio.—809, of the first $300 and 609% of the balance of the preceding 30 days’
earnings of a family head or a widow ; minimum $150. $100 of the previous 30
daygs’ earnings of other residents. (Ohio Revised Code Anno., secs. 2329.66,
2329.62.) )

Oklahoma.—T759%, of the previous 90 days’ earnings. 1009, if necessary for the
maintenance of a family supported wholly or partly by the labor of the resident
debtor, except for child support orders. (Oklahoma Statutes Anno., T. 31, secs.
1, 1.1, 4.)

Oregon.—50% of earnings due after deductions for taxes; minimum $25 and
maximum $250 in any 30 day period. (Not applicable to process to collect State
income taxes owed by the debtor or to enforce judgments for damages for fraud.)
(Oregon Revised States, sec. 23.180.)

Pennsylvania.—1009, of earnings. ( Pennsylvania Statutes, T. 42, sec. 886.)

Puerto Rico.—T159%, of a resident’s earnings for the preceding 30 days if neces-
sary for the use of his resident family, supported wholly or in part by his labor.
(Laws of Puerto Rico Anno., T. 32, sec. 1130.)

Rhode Island.—8$50 of earnings due. (Rhode Island General Laws Anno., sec.
9-264.)

South Carolina.—1009, of the preceding 60 days’ earnings if necessary for the
use of a family supported wholly or in part by his labor. However, up to 159, of
earnings due may be ordered when the judgment is on food, fuel, or medicine
accounts, up to a maximum of $100. (South Carolina Code, sec. 10-1731.) For
debts contracted in South Carolina prohibits garnishment of resident employee
under an out-of-State garnishment unless based on a South Carolina judgment.

South Dakota.—1009, of the preceding 60 days’ earnings if necessary for the
use of the debtor’s family supported wholly or partly by his labor. (South Dakota
Code, sec. 33.2404.)

Tennessee.—$17 earnings per week plus $2.50 per week for each dependent child
under 16 years, for a resident head of a family. $12 per week for other residents.
Exemption does not apply to debts for alimony or support, taxes or fines. (Ten-
nessee Code Anno., secs. 26-207—209.)

Tewas.—100% of current wages. (Texas Constitution, Art. 16, sec. 28; Civil
Statutes, Arts. 3832, 3935, 4099.)

Utah.—50% of the preceding 30 days’ earnings of a married man or head of
a resident family, if necessary for the use of his family supported wholly or in
part by his labor. Minimum $50. (Utah Code Anno., sec. 78-23-1.)

Vermont.—$30 per week plus 509 of compensation due in excess of $60 per
week. (Vermont Statutes Anno., T. 12, sec. 3020.)

Virginia.—$100 per month plus 75% of the balance, but not more than $150
of the monthly earnings of the head of a family. 509% of the exemption above
for other persons. (Exemption is also enumerated for weekly, bi-weekly, or semi-
monthly pay periods.) (Virginia Code Anno., sec. 34-29.)

Washington—$35 per week plus $5 per dependent (maximum $50 per week)
for a debtor with dependents. $25 per week for persons without dependents.
(Washington Revised Code, sec. 7.32.280.)

West Virginia—809% of earnings due or to become due. Minimum $20 per
week. The execution is a lien and continuing levy on wages due or to become
due within 1 year. (West Virginia Code, sec. 3834.)

Wisconsin—$120 income of a debtor with dependents (after deductions for
State and Federal taxes) plus $20 per dependent, for each 80 day period prior
to service of process, but not more than 75% of net income. 609, of such in-
come of a debtor without dependents, but not less than $75 nor more than $100.
(May also be computed on a 90-day basis.) (Wisconsin Statutes Anno., sec.
272.18.)

Wyoming.—509, of the previous 60 days’ earnings when necessary for the use
of the debtor’s resident family, supported wholly or in part by his labor. (Wyo-
ming Statutes Anno., sec. 1-422.)

(Rev. Robert J. McEwen, chairman, Department of Economics,
Boston College, Chestnut Hill, Mass., submitted the following publi-
cation for inclusion in the record:)






Economic Issues in State Regulation
of Consumer Credit ’

By
ROBERT J. McEWEN, S.J.

Reprinted from
BOSTON COLLEGE INDUSTRIAL AND COMMERCIAL
LAW REVIEW
Vol. VIII, No. 3, Spring, 1967

®© Copyright 1967 by Boston College Law School

939







BOSTON COLLEGE
INDUSTRIAL AND COMMERGIAL

LAW REVIEW

VorLume VIIT SPRING 1967 NumBER 3

ECONOMIC ISSUES IN STATE REGULATION
OF CONSUMER CREDIT

ROBERT J. McEweN, S.J.*
I. INTRODUCTION

Forty years ago, Professor E, R. A. Seligman opened a session
of the annual meeting of the Academy of Political Sciences with a very
thoughtful and farsighted paper on “Economic Problems Involved in-
Installment Selling.” With remarkable insight, he concluded his paper
with the following warning:

[1]t must not be forgotten that installment selling, like every
institution, is subject to the perils of novelty. If this were the
time to deal with the subject fully, it could be pointed out
that in the course of history credit has assumed manifold
forms; and each new form of credit has had to fight its way
to recognition after going through three stages: that of initial
growth, that of the sloughing off of abuses, and that of the
final emergence of the soundness of the principle.

While [installment selling] . . . has undoubtedly come to
stay, all manner of abuses and of perils which it would be
shortsighted to deny have crept in. What is needed is a sober
and impartial analysis of its true significance. As the years
roll by, outworn methods will be discarded; new corruptions
will appear. Is it not the part of wisdom to separate the chaff
from the grain; to be on our guard against the more obvious
dangers; and to eliminate . . . improper practices . . . p!

Today, state regulation has become an important, but much misunder-
stood phase of the community’s attempt through government action

* A.B., Boston College, 1940; M.A., Fordham University, 1943; S.T.L., Weston
College, 1947; Ph.D., Boston College, 1957; Former Chairman, Massachusetts Consumer
Council; President, Council on Consumer Information, 1965-1967 ; Associate Professor
and Chairman of Departinent of Economics, Boston College. ' )

1 Seligman, Economic Problems Involved in Installment Selling, 12 Acad. Pol. Sci.
Proc. 583, 594 (1927).
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to insure that the economic processes of borrowing and lending promote
the general public welfare.

If they are to be sound, arguments for enacting legal control of
consumer credit must rely on the best economic and social research and
analysis available. Unfortunately for the public interest, in this as in
many other areas of policymaking through legislation, pressures from
pecuniary self-interest are SO great that they lead to enormous con-
cealment of fact and distortion of analysis. To uncover the real eco-
nomic issues underlying state consumer-credit laws is the primary
purpose of this article.? Three issues are selected for extended dis-
cussion, mainly because of their appearance in credit-industry argu-
ments presented in the course of debate on consumer-credit legislation.

1. What is the precise definition of consumer credit? Are legal
regulations commensurate with the appropriate economic definitions?

2. What must the state do to establish framework conditions on
both the demand and the supply side of the consumer-credit market in
order to make it function more effectively and more in the public inter-
est? On the demand side of the market this refers particularly to state
action requiring disclosure of information useful to the customer. On
the supply side this refers to state control of operating methods of the
companies, with particular reference to selling and collection practices,
credit-rating bureaus, and the relationship of financing agencies to
sellers of merchandise.

3. Can competition be relied upon to produce fair rates after the
state has established the framework conditions surrounding the
market? If competition in the market cannot be relied upon, then
should the state set rates, or should the state set ceilings far above the
prevailing rates and designed merely to ward off instances of gross
extortion?

II. DEerFINITION OF CONSUMER CREDIT

A definition of consumer credit is necessary in order to identify
and classify the realities of that to which regulation might be directed.

2 1t should be emphasized that this article is by no means a complete treatment of
the importance or significance of consumer credit in the functioning of the national
economy. The questions raised by this issue include the following: (1) Does consumer
credit constitute a destabilizing force in the economy ? Does it really stimulate consumer
saving? (2) In enabling him to enjoy goods and services before accumulating the income
to pay cash for them, does consumer credit benefit or harm the consumer? (3) Does
consumer credit benefit producers by expanding ‘product markets and allowing the
production economies that go with an increased volume? (4) If the objective and
subjective gains from the use of credit, whether they be monetary or nonmonetary, are
greater than the costs, is not consumer welfare really increased? These questions have
been raised by economic writers since the earliest days of installment credit. See Neufeld,
The Economic Significance of Consumer Credit, in Consumer Credit in Canada 5 (Ziegel
& Olley ed. 1966).
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In a sense, definitions are names we agree to give to things, and the
most important element is precision of expression and consistency of
use both by the definer and by all others dealing with the same reality.
Itis quite true that a definition, to be meaningful, must be related to the
purpose of the discussion in which it is used. For this reason, legal and

portant than their volume or fluctuation.

One way to define consumer credit is to say that it is purchasing
power advanced to individual consumers, usually in relatively small
amounts, for the purchase of consumer goods and services.® This defini-

- underinclusive,

The difficulties inherent in defining and classifying the various
types of consumer credit were well stated by Albert Hart:

The loan classification of the Federal Reserve . . . shows
a mixture of at least three classification principles: (A) the
line of business in which the borrower is engaged . . . ; (B)
the type of collateral . . . ; (C) the purpose of the loan . .
Since the “purpose” of a loan can often be described in sev-
eral alternative ways, many economists are skeptical of
principle C. If either A or B—preferably both—could be
carried consistently across the whole mass of loans, bank
statistics would be more illuminating.*

In viewing broadly the nature of consumer credit, therefore, one must
consider an important principle more properly applied to all credit and
not just to consumer credit:

The purpose of consumer credit is to enable the borrower to

enjoy income before he has earned it or received it. Consumer

credit comes into existence whenever an individual acquires
—

3 As normally used in banking statistics, the figures for consumer credit exclude
borrowing for investment in securities, real estate, or home construction.
4 Hart, Money, Debt, Economic Activity 55 (2d ed. 1953).
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funds or goods for personal use in return for a promise to pay
for the same in the future.®

An important economic truth which is embodied in this quotation has,
unhappily, been freely ignored and distorted by legislators and courts
for too many years. It should be emphasized that credit or a loan is
involved in every exchange in which there is delay in completing the
transaction. In any case in which the buyer does not render payment
to the seller upon acquisition of the seller’s goods or services, the
economic reality of the situation requires us to acknowledge that the
seller is making a loan to the buyer of the value of those goods or
services for as long a period as it takes the buyer to complete his pay-
ment.® This concept is often obscured and disfigured by legislated
subterfuge, either to avoid the honest statement of actual interest and
finance charges or to evade legally prescribed maximum rates of inter-
est. Its importance, however, requires that it be embodied in the defini-
tion of consumer credit.

A difficulty in a definition as a basis for regulation can arise be-
cause of the nature of the goods for which consumert credit is used. The
general distinction between a consumer good and a producer good is
frequently obvious; there are not too many overlapping or indistinguish-
able cases that present much difficulty. However, it does make sense
to conceive of consumer credit as any method by which an individual
consumer has access to immediate purchasing power, in return for
which he obligates himself to make specified future payments out of
his income. Thus, a definition should include the transactions which
permit the consumer to acquire certain goods that might also be con-
sidered producer goods. Furthermore, in those cases where an item that
is ordinarily a consumer good can also be used as a producer good (e.g.,
an automobile), it would seem that legal regulations on the matter
should tend to include all loans made for that particular good, on the
theory that no great harm will be done by overinclusion, but that great
complexity and harm may result from opening loopholes that might be
exploited. Because of the nature of personal cash loans, it seems ap-
propriate to include all such loans under the heading of consumer credit
without attempting to find out whether the money will be spent to buy a
consumer good, to pay off previous debts incurred for the purchase of
consumer goods, to lend the proceeds to an uncle for the purchase of
securities, or to put the funds to any of the hundreds of uses consumers
can find for the proceeds of personal loans.

5 Stokes & Arlt, Money, Banking and the Financial System 593 (1955).
6 Writers of books on credit frequently admit this point in early chapters and then
proceed to ignore it in subtle attempts to justify the “time-price differential.” See

Bartels, Credit Management 4 (1967) ; Neufeld, Manual on Consumer Credit 4, 88-92
(1961).
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What has been said so far about the difficulty of defining and
isolating consumer credit emphasizes the problem of data-gathering in

Since everything is “pay as you go,” such economic transactions do not
belong under the heading of consumer credit.® To call these arrange-
ments merely other means: of financing simply confuses the picture. It
is true that, in a long-term lease, the lessee obligates himself to definite
payments for definite future time periods. But these payments are
tied to the enjoyment of definite future services which the lessor
obligates himself to provide. In effect, the lessee is as much granting the
lessor credit as the lessor is granting it to the lessee. Moreover, if the

tinued existence of a consumer good purchased on time, however, in no
way affects the validity of the installment contract; money which has

7 See generally J ones, Measurement of Consumer Credit, 48 U, IIl. Bull, 83-99 (1951),
8 See, e.g., The Mortgaged Society, Forbes, Dec. 1, 1965, p. 51.
9 It should be noted, however, that credit can be extended in conjunction with a
_lease arrangement, To the extent that use of the leased item precedes payment for such
use, the lessor has extended credit to the lessee, in the same manner that a vendor
grants credit to a vendee by permitting use before payment,
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A recent article in Forbes discussed a “new look” at personal
debt, and by implication suggested that adoption of this view would
make discussion of consumer credit more meaningful.

~ Some economists—notably economists in the Federal
Government and in the nation’s major corporations—argue
that a whole new look should be taken at exactly what is
personal debt. If renting an apartment is not considered a
debt but a cost, is it fair to assess mortgage payments as
“credit” payments? If a man signs a three-year lease at $150
a month, isn’t he as much “in debt” (for $5,400) as a man
* who borrows money to buy a house? Similarly, no one regards
the cost of going to work by commuter train as “going into
debt.” Should payments on a car used for the same purpose
be regarded as evidence of debt? Isn’t much of what is now
called consumer debt merely a replacement for services that
people used to buy?*® ’

Unfortunately, this supposed insight is not an improvement but a
further confusion. Credit laws should be aimed at protection of owner
‘as borrower, not as user, and thus consumer credit must be defined
accordingly—in terms of borrower.

It is important to distinguish carefully between the product or the
service obtained by a purchaser and the time and the source of the
funds or other thing of value by which the transaction is consummated.
If there is any delay between the obtaining of the good or service and
the handing over of its equivalent price in goods, or more commonly
money, then we have an instance of consumer credit. Someone—the
purchaser—has come into possession of useful assets whose employ-
ment could otherwise produce a return to the person in control or
possession of them. Whether the repayment interval be small or great,
the possession of assets or the enjoyment of services prior to the fulfill-
ment of the other side of the exchange is properly called credit. The law
can reasonably decide which varieties of credit phenomena present :
problems of public welfare that deserve control, but the law should
never speak or act as if certain transactions do not involve credit when
essentially they do, nor as if certain transactions do involve credit when
essentially they do not.

III. LEcAL CONTROL OF MARKET FrRAMEWORK CONDITIONS

Most economists would agree on the fundamental requirements for
the proper functioning of a mixed capitalistic economy such as exists
in the United States today. Given the proper institutional framework,

10 The Mortgaged Society, supra note 8, at 51,
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transactions between buyer and seller, or borrower and lender, are based
ultimately upon the lender having access to the money-creating powers
of the commercial-banking system.!2 As R. I. Robinson put it:

The collective demarids of consumers for credit are chan-
neled back to the money and- capital markets through a
variety of financial institutions, The most important and also
the most complex of these institutions in the market are
commercial banks. Commercia] banks have at least three
different channels of extending credit to consumers: they do
it directly in the form of cash loans, they purchase installment
paper from the auto and other dealers who originate it, and

11 Bartels, op. cit. supra note 6, at 474, states: “Still another criterion of the
stature of credit in our economy is the extent and manner in which it has been subjected
to social regulation. This is an indjcation of the esteem in which it is held and of the
disrepute which it has attained.”

12 The commercial-banking system creates new checkbook money in the form of
demand deposits when it makes loans to borrowers. Its money-creating power ariseg
from the fractional reserve requirements against demand deposits permitted by the
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they lend to sales or consumer finance companies that make
loans or buy paper.’®

In the last analysis, these money-creating powers are delegated by the
federal government itself. This provides an additional reason then, for
governments at all levels to be sensitive to the need for legal controls
over practices associated with lending and borrowing. State regulation
of consumer-credit practices generally includes the following provisions:
(1) licensing of firms engaged in this activity; (2) detailed require-
ments pertaining to contract terms and to practical methods of oper-
ating by such firms; (3) some stipulations about rates or maximum
charges; and (4) supervision, examination, and code enforcement by a
state agency, usually the bank commissioner.

A. The Capital Market

The consumer-credit market is only a tiny segment of the much
larger and economically crucial capital market. On the demand side of
the capital market are grouped the entrepreneurs or producers who
have plans for expansion of production and need to borrow capital.
They expect to sell their goods at a margin great enough to yield a
profit over and above the sum necessary to pay the interest cost of the
borrowed capital. Many agencies catering to the demands for consumer
credit are in fact on both sides of the market. They are on the demand
side of the capital market because they anticipate putting borrowed
funds to work by lending them to consumers, thereby earning sufficient
income to pay the interest cost of the borrowed capital and to create
profits for themselves.

On the supply side of the general capital market are all those
financial agencies that specialize in attracting and collecting income
from “savers.” “‘Savers” are those people willing to forego temporarily
the use of newly earned income in return for interest. In addition to
this source of supply of capital funds, the commercial-banking system,
operating under federal-reserve requirements, can provide a further
source of funds that have never been income and are newly created
demand-deposit money. Thus, the supply side of the capital market is
made up of two rather different segments.

Consumers of goods and services (including the services of money-
lenders) appear in the capital market only indirectly through the
agencies (e.g., banks and finance agencies), whose credit is much
stronger. Consumer-credit demand, therefore, as anticipated by these
financial intermediaries, is translated into the demand side of the

18 Robinson, Money and Capital Markets 261-62 (1964). For a comparison of the
roles played by commercial banks and financial intermediaries in this process, see Smith,
Financial Intermediaries and Monetary Controls, 73 Q.J. Econ, 535 (1959).
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capital market, and the bidding prices create the interest rate when
they interact with the supply prices of lenders, 14

It is entirely possible that defects in the demand side of the con-
Sumer-credit market can affect the prices paid in the other parts of the
capital market. Imperfections in both the demand side and the supply
side of the consumer-credit market itself are of concern not merely to

pletely, while others would be made to pay a higher rate of interest
than if consumer-credit rates were lower. Therefore, an understanding
of the real demand from the consumer-credit side would contribute to
a general improvement in the functioning of the whole economic system.

B. Demdnd Side of the C onsumer-Credit Market

On the demand side of the cbnsumer-credit market, the most
important question is whether or not borrowers are in a position to
understand the charges they are paying for consumer credit, because,

Sumer associations is the requirement that lenders state charges in
terms of simple annual interest rates, The basic notion of a rate is

14 Here again, it is useful to but-to rest once and for all the artificial attempt to
inject a distinction between “pure” interest rate (the actual interest cost) and other
service costs or charges associated with the demand for funds, As many others have
pointed out, there is practically no interest rate anywhere in the €conomy that is not g
mixture of elements of pure interest, service charges, and risk elements,
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. present purchasing power for one year.'® This form of disclosure has
been resisted by most lending agencies. In doing so, however, the op-
_ponents of annual-rate disclosure completely ignore the fact that con-
sumers are always beset with annual-rate quotations when banks and
lending institutions attempt to attract savings and deposits from the
public. The necessity for a consumer to compare what he is able to
earn when he puts his money in a bank with what it will cost him when
he takes money out of a bank—the necessity of having these com-
parisons available in identical percentage terms—is a chief and most
compelling consumer argument for disclosure of annual-rate informa-
tion.
The opponents of such disclosure generally attempt to draw fine
distinctions among the actual cost elements in the charges on loans.
For instance, Professor Robert Johnson has said:

Examination of the operating costs of credit institutions
reveals that the dominant component of this «credit package”
is the service element, that only a relatively small portion of
the finance charge paid by the consumer can be attributed to
pure interest.

... Because the major component of a consumer finance
charge is for service and risk, it is more properly viewed as a
service charge.

1f it is treated as a service charge, the consumer finance
charge need not be converted into an annual rate. Indeed most
service charges aré presented in much the same manner as
finance charges are now stated to the consumer.*®

Two comments are in order. First, what Johnson says about the
components of cost included in the credit package is correct, but it is
likewise applica}ble to any and every interest rate charged either to con-
sumers or to businesses.’” Second, the fact that service charges have
long been presented in a certain way does not at all mean that their
conversion into an annual rate could not be done and would not be an
improvement. As far as the borrower is concerned, all types of charges
are the same: they are part of the total cost of credit to him. What the
consumer needs to know is whether 5 per cent interest from a savings
pank provides a better use of his funds than paying off what is called
a “4 1 per cent” auto loan. It usually does not, and it is highly un-

16 The function of interest rates is so critical to the operation of the economy that
sophisticated commercial dealers convert practically every financial instrument and
financial transaction into percentage terms. This is done to make as fine a profit calcula-
tion as possible, to guide the businessman in the selection of the most profitable invest-
ment of his assets.

18 Johnson, Methods of Stating Consumer Finance Charges 14 (1961).

17 Messner, Social Ethics, Natural Law in the Western World 814-15 (rev. ed. 1965).
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fortunate that communications media are bombarded with such mis-
leading advertisements,18
~ According to the opponents of annual-rate statement, “the most

18 The attempt to distinguish lender profit from borrower interest is a determined, if
misguided, one, Ray McAllister, speaking of revolving credit and installment credit, noted
that

these . . . seem to be interest rates, which in fact they are not since in both types

of credit interest “on the use of money” represents only a part of the total

credit costs,

It is argued that because regular installment credit charges are not usually
expressed as a “true” annual rate it is improper to express revolving credit
charges as a true annugl rate. Again, it is pointed out, this would equate the
charge for revolving credit in the mind of the buyer with an interest rate,
which it is not,

McAllister, An Analysis of Proposed Federal Legislation Covering Consumer Instalment
Credit, in Business Studies 31, 38 (No. Tex. State Uniy. Fall 1966).

19 Johnson, op. cit. supra note 16, at 15, Professor Johnson does indeed reach some
strange conclusions by his arguments. He decides that consumers will not only be no
better off, but will actually be more confused if annual-rate expressions are imposed. It
is interesting to examine the reason for his conclusion, He argues that unless each and
every type of credit offered to consumers is able to be stated in the annual-rate formula,
the consumer will still be confused. To achieve comparability of rate statements for 90%
of the types of credit offered to consumers would not, in Johnson’s eyes, be an improve-
ment. This argument is totally unacceptable. This is a field in which one is grateful for
even a small improvement in the information available to consumers—for even the
slightest correction of deceitful and confusing methods of telling the consumer what he is
paying, ;

20 Id. at 16.
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ancillary services as free delivery or charge accounts, proves that the
customer can make the distinction between the goods and services he
gets for different product prices in different stores. To think otherwise
is seriously to demean the natural intelligence of our countrymen.
We must, therefore, totally reject the argument that consumers cannot
uncover finance charges buried in the price of items sold on credit®

Let us now turn to Professor Johnson’s second objection, namely
the fact that on many types of credit the precise rate cannot be calcu-
lated in advance, because the conduct of the customer during the life
of the loan or the payment period is unknown. By this is meant that
1o one can precisely foretell, on a revolving-credit plan, how much and
on what precise day the customer will buy on this plan and how much
he will pay back. Professor Johnson also argues that “on many types
of consumer credit it is difficult to identify the finance charge accurately
because of various fees or insurance premiums accompanying the pay-
ment of the finance charge.”??

The substance of Professor Johnson’s argument completely falls,
however, when the proponents of the annual rate minimize the need
for an expression of the precise annual interest rate equivalent that a
revolving-credit customer actually kas paid. It is quite satisfactory, for
purposes of consumer information, if sellers reveal that, in the initial
computation of charges on these revolving plans, they are using a broad
formula which is roughly equivalent to a particular annual rate under
estimated typical payment conditions. So long as some such formula is
worked out by the authorities charged with enforcement, and all sellers
are required to use 2 similar formula and manner of expression, then
the information available to the public is actually uniform and suffi-
cient. The public would be forewarned that deviations from the
assumed conditions will alter the precise rate paid by each individual.
This arrangement is perfectly feasible and will give the customer
information of exactly the type he needs. What matters is not whether
each consumer gets the mathematically precise rate paid on every single
contract. Instead, it is important that he get an honest estimate with a
margin of error that is relatively small.®

21 This rejection is based, of course, upon the assumption that the retail market is
free from collusive pricing. To further strengthen consumer awareness of the problem,
consumer groups have in the past mounted campaigns encouraging customers to demand
discounts for cash, on the principle that if “free” services of credit or delivery are
furnished to a credit customer for exactly the same product price that a cash customer
pays, cash customers are made to subsidize credit customers.’ Consumer education about
this practice could eventually force retailers into the practice of cash discounts.

22 Johnson, Op. cit. supra note 16, at 17. This quotation appears to confirm the
contention that confusion already exists on a vast scale, and that the only way to avoid
multiplication of these deceitful fees and premiums is to force the whole package of fees

to be converted into a single percentage rate.
23 There is no need to fear that there will be a weakening of the competitive position
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Interest or dividend rates should be stated in terms of annya]
rates of simple interest, and the advertisement should state
whether such earnings are compounded and, if S0, the basis of
compounding. Neither the total percentage return if held to
final maturity nor the average annual rate achieved by com-
pounding should be stated unless the annual rate of simple
interest is bresented with equal Prominence, 25

25 See Letter From Board of Governors of the Federa] Reserve System to State
Member Banks, Dec, 16, 1966, in 32 Fed. Reserve Bull. 1774 (1966). The agencies
involved were the Comptroller of the Currency, the Federal Deposit Insurance Corpora-
tion, the Federal Home Loan Bank Board, and the Board of Governors of the Federa]
Reserve System. See also Business Week, Dec. 24, 1966, p. 81. It is also 3 source of
considerable gratification that the 1967 consumer message from President Johnson
contained a request for a bercentage rate disclosure per year, ’ ;
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Interestingly enougl';l, this joint action Was$ stimulated by a veiled threat
from the Securities and Exchange Commission to apply the anti-fraud
provisions of the securities acts to advertising by financial institutions.

C. Supply Side of the Consumer-Credit Market

To appraise the adequacy of 2 legislative program which controls

market practices of sellers and lenders, several factors must be con-

sidered. An effective program must be of sufficient scope t0 encompass

 within its provisions all types of credit transactions and institutions,
covering all consumer goods and services. The effective program must
provide for the licensing and supervision of lenders, and must include
appropriate sanctions for abusive activity. Further, the legislation, if it
is going to accomplish its objectives, must indicate what contract
provisions are to be required, permitted, or prohibited; it must also
specify the requirements for inclusion of provisions covering insurance,
extensions, and refinancing, as well as the procedures as to collections,
defaults, and repossessions. Lastly, the legislation must establish the
rate-determination process.

Many of the above factors exist, in varying degrees, in legislation
which often takes the shape of small loan laws. The included types of
transactions and institutions, the licensing and related items, and rates
are reasonably well covered. In addition, state requirements relative
to contract terms generally present no great economic issue beyond the
elimination of coercion, fraud, or deceit. Several practices, however,
still remain in the category of unfinished consumer-protection business.

Credit-Rating Bureaus. For their own protection, lenders have
set up a system of credit-rating bureaus. While this system is now
mainly local, it is in the process of being developed into 2 national
network. In an age in which access 10 credit can be a very important
aspect of a consumer’s economic welfare, 2 close examination of the
operation of such credit-rating bureaus is necessary, and public control
of them may be required. In too many instances, consumers have been
forced into paying debts by a form of blackmail which insinuates that
the credit-rating-bureat files will forever bar that delinquent customer
from access to credit anywhere in the world. In some of these cases,
payments were made on demands that never should have been honored.
In other cases, reputations of debtors and consumers have been
blackened and credit denied on the basis of completely unjustified
allegations conveyed to the credit-rating bureau. In a recent newspaper

article, Vance Packard wrote: , -
An acquaintance discovered quite by accident that his

local credit bureau, in a litigation report on him, said he had
been the target of three law suits for failure to meet commit-
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ments; on the record he obviously was 5 bad credit risk. In
fact, the first cage Wwas a $5 scare suit back -in the nineteen-
thirties over a magazine subscription he had never ordered;

olved a disagreement over a $200 lawyer’s fee
and was later compromised amicably; the third concerned g
disputed fee he had charged a client; and this suit he won in

brotecting the public from potentia] injury caused by such mistaken
reports in the files of private credit-rating bureaus. ' ‘
Relatiomhip of Seller, Lender, and Customer. Another aspect of
the supply side of the credit market that cajls for regulation and
improvement pertains to the relationship between the seller of goods,
the Customer, and the lender of the money used to purchase the goods.
Frequently there is a sharp legal Seéparation between financing agency
and retailer, The lending agency buys the customer’s Promissory note

finance company or bank. The latter is a “holder in due course” of the
Customer’s promise to pay certain sums of money independent of the
underlying transaction. Thig principle is Sacrosanct in the law in order
to protect the negotiability of commercial paper, ‘

This protected status was abused, however, by some financing
institutions who allowed their credit, their forms, and thejr good names
to be used by unscrupulous businessmen in soliciting business. Abuses
multiplied, particularly in the home-improvemen’t field. Fly-by-night
Operators absconded with down-payments and never completed the
jobs they had contracted for, while the bank or finance agency had the

26 Packard, Don’t Tell It to the Computer, NY. Times, Jan, 8,1967, 8 6 (Magazine),
D. 44, at 90,

27 Mass, Gen, Laws Ann, ch, 255, § 12C (Supp. 1966).
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that it could be liable to the ultimate customer, it would be very
concerned about the reliability and honesty of the businessman OI
contractor whose installment sales it was financing. This author can
testify, from personal experience with businessmen who were affected
by this law, that it actually had the intended effect—banks became
much more careful about the integrity of the businessmen whose install-
ment paper they purchased.

The interconnected nature of this tripartite transaction is clearer
from the way the British system of hire-purchase works.

Instead of the trader giving credit to the customer he
sells the goods to the finance company and thus obtains his
price in cash. The finance house then hires the goods to the
customer and derives the profits and expenses from the dif-
ference between the cash price, less the deposit, paid to the
trader and the total of the installments received from the
customer.?®

The English have thus been wrestling with essentially the same problem
from a different angle, created by the different historical development
taken by English law. As seen above, the dealer is not considered the
owner of the goods purchased on installment plans by a customer,
because the dealer has executed a contract of saleto a finance company.
However, the finance company has not been considered liable for any
defects in the goods. These were serious gaps in the protection of
English purchasers on the installment plan. Some have suggested a law
making the dealer the agent of the finance company, but even this may

not be enough.®® :

IV. RATES AND CEILINGS

The two previous sections have treated the nature of consumer
credit and some required conditions that the government must establish
as the framework within which the consumer-credit market must
function. Essentially these conditions encompass full disclosure of
information to buyers, freedom of buyers from fraud, deceit, or coer-
cion, and the ptevention of monopolistic or restrictive trade practices
by the credit industry. This latter goal, of course, can only be achieved
by vigorous enforcement of all the antitrust laws.

It is hard to imagine how the consumer-credit market might have
developed in the absence of government“regulation. Historical and
economic factors made it necessary to have state regulation of the

small loan business. Restrictions on charges for extensions of credit
Stat. Instr., 1962, No.

28 Final Report of the Committee on Consumer Protection,
505, at 166. . :
29 See generally Borrie & Diamond, The Consumer, Society and the Law (1964).
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began in ancient times and continued through the Middle Ages.30
In the United States, there have been many usury laws which set

sharks or by legitimate lenders, 3t

Most states now have laws establishing ceilings on the interest
rates and finance charges that may be applied to consumer credit. This
is particularly true of most categories of what are commonly called
“small loans.” Presuming, therefore, that the government has done
all it can to establish the proper framework conditions for the credit
market to operate in the public interest, is thijs enough, or must the

30 Those governmental and church restrictions on interest stemmed largely from
several aspects of the borrower-lender relationship in early times; loans were. frequently
made to a person in distress, while capital and money were not considered productive
800ds as they are today. In fact, in Some periods a negative interest rate was paid by the
owner to someone who guaranteed to keep his principal safe for him,

31 Edwards, Consumer Credit Institutions Other Than Banks, in American Financia]
Institutions 716 (1951).
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~ from assuring truthful and accurate information to the customer, the
state should keep out of the credit-pricing process and leave it to the
forces of the market. Some of their objections to state-set rates are
quite persuasive. By what criteria will rates be set? Frequently, they
are set on a cost-plus basis, thus encouraging continuing support even
to inefficient and costly suppliers of this service. In addition, it is
claimed, with a fair amount of evidence, that whatever ceiling is-set
, automatically becomes a floor, if not the actual price, that the majority
of lenders charge. Is the credit industry to be treated like a public
utility? What theory of a fair price will govern the action of the state
in setting rates? Interminable delays and problems are also involved
when a legislature or an administrative board attempts to set rates.

On the other side of the argument, those who maintain that the
state must set rates point to several considerations: (1) The borrowers
in the market for consumer credit are often not in a financial position
to shop around among competing sellers; (2) they frequently are not
intellectually able to judge or digest the meaning of the information
currently furnished them about rates and terms of credit;? and, (3)
the supply side of the credit market is not sufficiently competitive to
trust it to force rates down to 2 reasonable level.*®

The evidence on this third point is voluminous but frequently
contradictory. One writer, however, has summarized his study of
banking concentration by saying:

Examining bank performance in 36 major metropolitan areas,
we found that structural differences among these markets
exert an important influence on bank performance. Market
concentration, especially, was found to be significantly asso-
ciated with the pricing, output, and profits of banks—high

32 Note the significant conclusion on this point from the Juster & Shay study.
«Since the majority of consumers probably fall into the rationed category, there will
be little rate response observable in the population as a whole under existing conditions
. ... [Rlationed consumers showed virtually no knowledge of rates.” Juster & Shay,
Consumer Sensitivity to Finance Rates: An Empirical and Analytical Investigation 2-3
(1964). “Rationed consumers are defined as those who, given the finance rate, desire
more credit than' the major or “primary” credit sources . . . are willing to grant;
unrationed consumers are those whose demand for credit is satisfied by their actual
borrowing from primary credit sources.” Id. at 1. See also the types and levels of
ignorance discussed by the Malony Committee Report in the section on hire-purchase and
the English consumer. Final Report of the Committee on Consumer Protection, supra
note 28, at 168-71.

33 Past efforts of lenders and vendors seem to have been directed to avoiding
competition on price alone. Bartels, op. cit. supra note 6, at 36. “Clear distinction has not
been made between the total charge and the charge for credit service; therefore the
purchaser has not always been critical of price or aware of competitive practices.” 1d.
at 471, To increase competition it is necessary to require suppliers of credit to state their
charges in ways that facilitate price comparision. Ibid.
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concentration being associated with high loan rates, low rates
on time and savings deposits, and high profits.3+

Professor Donald Jacobs, too, has reached the conclusion that changes
in the regulations governing bank operations and changes in entry
restrictions on new banks are necessary if banks are really going to be
able to compete with other financial intermediaries.%"

In a recent credit conference in Canada, Professor Wallace P.
Mors stated the case for ceilings as follows:

There are some grounds . . . for believing that interest or
finance rate ceilings might be necessary even with rate and
dollar disclosure. Like most markets, the consumer credit
market is imperfectly competitive. Imperfections are many
and include differentiation of loan services among financing
agencies, limitation of buyer-seller contracts, and borrower
inability to determine price. Rate and dollar disclosure of
finance charges would reduce only one of the many factors
which contribute to market imperfections.3¢

Professor Neufeld, upon whose paper Professor Mors was commenting,
had suggested the desirability of making entry into the credit industry
easier, and of thus avoiding monopoly profits by encouraging compe-
tition. Mors answered this by saying:

Proliferation of installment lenders might increase competi-
tion and reduce monopoly profits without reducing prices to
consumers. Judging from small-loan experience, the greater
the number of loan offices, the smaller is the size of the
average office and the greater is the cost of operations. Any
intensification of competition takes the form of increased
advertising and other forms of sales promotion, rates of
charge remaining at the ceiling level allowed by law.3"

Several conclusions should be drawn from this discussion. First,
the essence of a credit transaction—delay of payment by the buyer—
should be acknowledged and laws revised to agree with economic
reality. Second, the imperfectly competitive nature of the market
should be faced. On the buyer’s side of the market there are imper-
fections because of the lack of knowledge of alternatives in rates,

34 Edwards, The Banking Competition Controversy, in Studies in Banking Competi-
tion and The Banking Structure 327 (1966).

35 Jacobs, The Framework of Commercial Bank Regulation: An Appraisal, in id. at
350.

36 Mors, The Economic Significance of Consumer Credit: Commentary, in Consumer
Credit in Canada 21-22 (Ziegel & Olley ed. 1966).,

37 Id. at 22.
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terms, and sources, and differences in creditworthiness between buyers.
On the seller’s side there is a naturally differentiated product because
of the nature or availability of the goods offered, and an artificially
differentiated product created by brand-name advertising; no two
sellers are really selling identical, homogeneous commodities or ser-
vices. Other elements of differentiation between one lender and another
may be: collection methods and policies, ease of obtaining loans, down- -
payment and/or security needed. Third, state governments should still
do all in their power to introduce more competitive features into the
market. On the demand side this means (a) encouraging full disclosure
of all pertinent facts, rates, and terms to enable comparisons, and (b)
consumer education to make consumers aware of their choices and
their rights. On the supply side, the state should encourage (a) entry
of new credit grantors, and (b) expansion of the types and fields into
which old and new lenders may enter.

Even after all these improvements in market conditions and
practices have been achieved with the aid of state law, there remains
the nagging question: Will banks and finance agencies engage in
sufficient price competition to keep interest and finance rates at levels
reasonably fair to the consumer? T he answer to that question is prob-
ably “no.” Even with vigorous regulation by banking authorities and
diligent application of antitrust law to bank structure and conduct, it
seems likely that state control of interest rates on consumer credit will
still be necessary in the public interest. If so, the proper course of
action should be to set rates and not ceilings. ‘

V. CONCLUSION

In the larger context, it is clear that glaring abuses in the con-
sumer-credit field have led to popular demands for state regulation.
“This raises an economic issue that far transcends the credit field: How
do we reconcile and relate the interests of business and the public
within the broad context of a free capitalistic economy? It is com-
monly accepted that the general public makes very little distinction
between abuses associated with the financing of a sale and problems
caused by the seller or his product. In the eyes of a buyer, it is all one.
He usually attributes all problems directly and immediately to the
original seller and focuses his complaints accordingly. How much
popular conflict and disenchantment with business is really due to
finance industry abuses is anyone’s guess, but in no event is it small.
Otherwise, consumer associations and consumer groups throughout
the fifty states would hardly. have made consumer-credit abuses the
focal point of their attack.

Popular disenchantment with business is emphasized by those
economists and social psychologists who are devoting their attention
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to the study of conflict in society and the requirements of social
harmony. One European author recently wrote:

[I]n the majority of cases hire purchase could better have -
been avoided. . . . First save, then spend, is as a rule better
than the other way around. This is quite clear in the cases in
which the original harmony between seller and buyer changes
into an open conflict: the buyer has become overburdened
by debts which exceed his means . . . .

. .. [Most consumers] believe that they are often over-
charged. This brings us to the clash of interests which, next
to that on wages, is perhaps the strongest in contemporary
folklore: the businessman is frequently regarded as the con-
sumers’ natural enemy, if not as a swindler 3

This is a very disturbing state of affairs, mainly because it is so
unnecessary. If the businessman ceased looking on consumer credit
as an additional source of profit for him, and concentrated his attention
on making a profit from his real business—selling good quality products
to satisfied customers—this suspicion and hostility toward businessmen
in general might diminish or even disappear. It was a sorry commentary
on business when a consumer magazine could headline its credit article
“Bait the Hook with Merchandise.”%? Hopefully, businessmen will see
that it is in their own interest to work for an equitable system of
regulation of the consumer-credit field.* This will then restore credit
to what it was intended to be—a valuable and convenient tool to
facilitate the production and exchange of goods and services to the
mutual benefit of business and the consumer.

38 Pen, Harmony & Conflict in Modern Society 135-36 (1966).

39 31 Consumer Reports 457-61 (1966) .

40 Some actual business “deeds” along this line would be much more effective than
the pious declarations adopted by The Better Business Bureau Managers and widely
published in November 1966. The following is an.example of such language:

The Better Business Bureaus decry and regret actions or publicity by
whomsoever, which create the false impression that American Business generally

is opposed to consumer interests—or which unfairly disparage or degrade the

general dependability and integrity of American Business.

[They] . .. deplore any attempts to set up business and their customers as
- antagonists when, in fact, they are dependent on each other for the mutual
benefit of both.
The Bulletin, Better Business Bureau, Nov. 1966, p. 1.
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) (Mr. Clive W. Bare, referee in bankruptey for the Eastern District
of Tennessee, submitted the following material pertaining to bank-
ruptey proceedings in the State of Tennessee:)

IN THE UNITED STATES DISTRICT COURT FOR THE EASTERN DIS-
TRICT OF TENNESSEE, NORTHERN DIVISION

IN THE MATTER OF WILLIAM SYLVESTER BRANCH, DEBTOR
In Proceedings Under Chapter XIII, No. 23,372
MEMORANDUM OPINION

Section 656(b) of Chapter XIII of the Bankruptcy Act (wage earner plans)
provides that before confirming any plan the court shall require proof from each
creditor filing a claim that such claim is free from usury. General Order 55(4)
which applies to proceedings under Chapter XIII provides that each proof of
claim based upon the loan of money shall contain proof that the claim is free
from usury as defined by the laws of the place where the debt was contracted.

William Sylvester Branch, the above debtor, filed an original petition under
Chapter XIII on February 21, 1966. The debtor is 46 years old, married, and
employed as a porter at the Tast Tennessee Tuberculosis Hospital, earning
$200.00 per month. With his petition, he submitted his wage earner plan provid-
ing for payment out of his future earnings and wages the sum of $20.00 each
week. The plan further provided that Merit Finance Company (Merit), a secured
creditor, receive fixed monthly payments of $60.00. Merit, on March 9, 1966, filed
its proof of claim in the amount of $2,870.00, accepting the debtor’s plan.

Merit is an industrial loan and thrift company operating under the provisions
of Tennessee Code Annotated. Secs. 45-2001-45-2017. Merit asserts that it holds
a note secured by a second mortgage on the debtor’s home, and a security interest
in the debtor’s household goods and an automobile, all executed November 19,
1965, at Knoxville, Tennessee. Merit’s claim is based upon the following trans-
actions.

(1) On December 22, 1964, the debtor negotiated a loan with Merit. He executed
a note in the sum of $72.00 payable in 12 monthly installments of $6.00 each.
Merit’s ledger card (Account No. 63-235) indicates the $72.00 note was made
up of the following items and charges:

Cash received by debtor__-___. $59. 04
INnterest - emeeccm e 4.32
Investigation charge . e - 2.88
Life insurance premium______ : 1.44
Accident and health premium__ e 4. 32

Total of note— - e 72. 00

(2) On January 23, 1965, the first loan was renewed or “flipped.”* The debtor
executed a new note in the amount of $378.00 payable in 18 monthly payments
of $21.00 each. Merit’s ledger card (Account No. 63-337) indicates the following
items and charges:

Payment to Merit on unpaid balance old loan (eredit given for insurance

premium rebate, $4.94)- $68. 06
Paid Franklin Finance Company for borrower— . oo mmmmeme 108.00
Cash to borrower 95.11
Property insurance. - o 15.00
Interest ___ - _. 34.02
Investigation charge oo 15.12
Life insurance premium._________ . _____ _ 11.34
Accident and health premium_____—_- SR, 28,85
Recording fee (security agreement, household furniture) - oo __= 3.00

Total of note—_ - - i L TR e L e B T 378. 00

1 «Ipdustrial loan and thrift companies . . . freely engage in the practice of ‘flipping,’

whereby a borrower who has repaid a portion of a loan is allowed to make or is enticed to
make another loan whereupon the new loan is set up combining the new amount with the
old balance on which all allowable charges have already been made. and the full amount of
allowable charges is gain imposed on the new balance.” Final Report of the Legislative
Council of the 80th General Assembly, State of Tennessee (1968). ’
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Repayments by debtor : $21.00—February 22, 1965; $84.00—March 6, 1965.

(3) On March 6, 1965, the second loan was renewed or “flipped.” Merit’s ledger
card (Account No. 63-483) indicates a new note in the amount of $552.00 was
executed, payable in 24 monthly installments of $23.00 each. The ledger card in-
dicates the following items and charges:

Payment to Merit on unpaid balance old loan (rebate insurance premium,

$45.58) —— L - $227.42
Cash to borrower - 149.70
Interest - — i 66. 24
Investigation charge 22,08
Life insurance premium 22,08
Accident and health premium o - 41.40
Property insurance premium _— 22, 08
Recording fee__ : - : 1. 00
Total of note__ . - 552.00

Repayment by debtor : $21.85—April 24, 1965 (late fee charged $1.15) ; $23.00-—
July 1, 1965.

(4) On August 10, 1965, the third loan was renewed or “flipped” and a new
note executed in the amount of $672.00, repayable in 24 monthly installments
of $28.00 each. Merit’s ledger card (Account No. 63-1074) indicates the following
items and charges:

Payment to Merit on unpaid balance old loan (rebate insurance premium,

$56.72) — — - = - - $450. 43
Cash to debtor____ = Lo 9. 89
Interest _____ = — - 80.64
Investigation fee_________ il - 26.88
Life insurance premium._________________"""""™" ——ee— 26.88
Accident and health premium____________ eI 50. 40
Property insurance premium__ B N S 26. 88

Total of note__ - 672. 00

Repayments on the above loan appears as follows : $28.00—September 9, 1965;
$28.00—October 9, 1965.

(5) On November 19, 1965, the fourth loan was renewed or “flipped” and
this time a note executed in the sum of $2952.00, payable in 36 monthly payments
of $82.00 each. Merit's ledger (Account No. 63-1396) indicates the following

items and charges :
Payment to Merit on unpaid balance old loan (rebate insurance prem-

fum, $79.90) ______________ = SR LI $536. 10
Paid City Finance Company. Ziog _ - 1,044. 00
Paid Consolidated Credit Company._____ - 72.00
Cash received by debtor - 10. 28
Interest .__________________ T TTTTTTTTTTTTC SO S 531. 36
Investigation charge__ it S 118. 08
Life insurance premium._________ 7777777 TTTT T 177.12
Accident and health premium — —— e 280. 44
Property insurance premium . - 177.12
Recording fee__ - - 5. 50

Total of note____________________ - - 2,952.00

Repayment by debtor on this loan: $82.00—__________ , 1966.

A resume of the debtor’s five loans with Merit, from December 22, 1964 to No-
vember 19, 1965, indicates the following :

Received by debtor or paid to others for his benefit - - $1,548. 02
Interest charges e e 716. 58
Investigation charges.___________TT77TT7TTTTTTTITTm oo 185. 04
Insurance premiums (net after rebate)___ - 678. 41
Recording charges____________ —— i —— - 9. 50

Repayments by the debtor total $287.85. As indicated heretofore Merit says
the debtor owes it $2870.00 at this time.

The question before the court is whether Merit’s claim is free from usury. In
Chapter XIII proceedings, where a loan of money is involved, General Order
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55(4) places the burden of proof upon the claimant to show that its claim is free
from usury. In my opinion Merit’s claim is not free from usury and such usurious
charges must be disallowed. )

To creditors and leaders in the business community who are constantly asking
why there is such a large number of bankruptey petitions filed in Tennessee each
year,® an analysis of the financing charges in the loans under consideration in
this opinion furnishesone of the principal answers.

USURY

In the United States the meaning of usury is the taking or reserving of illegal
interest. The test of usury in a contract is whether it would, if performed, result
in securing a greater rate of profit than is allowed by law. The form of the
agreement is immaterial, since any shift or device by which illegal interest is
arranged to be received or paid is usurious. )

«A profit made or loss imposed on the necessities of the borrower, whatever
form, shape or disguise it may assume where the treaty is for a loan and the
capital is to be returned at all events, has always been adjudged to be so much
profit taken upon a loan, and to be a violation of these laws which limit the
lender to a specified rate of interest.” Bank of United States v. Owens, 27 U.S.
527. |

Lenders often seek to augment the interest which they charge for a loan by
requiring borrowers to pay for pretended services rendered or for fictitious
expenses incurred by the lender.

“he cupidity of lenders and the willingness of borrowers to concede whatever
may be demanded or to promise whatever may be exacted in order to obtain
temporary relief from financial embarrassment have resulted in a great variety
of devices to evade the usury laws. To frustrate such evasions the courts look
beyond the form of transactions to their substance. The general rule is that a
court in determining whether or not a contract or transaction is usurious will
disregard its form and look to the substance, condemning it when it finds the
requisites of usury present, regardless of the disguises they may wear. No case
is to be judged by what the parties appear to be or represent themselves to be
doing, but by thejt:ransac‘tion as disclosed by the whole evidence, and if from that
it is in substance a receiving or contracting for the receiving of usurious interest
for a loan or forbearance of money, the parties are subject to the statutory
consequences, no: matter what device they may have employed to conceal the
true character of their dealings.” 55 Am, Jur., Usury, at p. 332.

It is often contended that the parole evidence rule bars evidence of intent,
put the rule is otherwise. Parole evidence always is admissible to show that the
party intended an illegal contract even though -the evidence contradicts the
recitals or varies the promises of written instruments.

Such an exception to the parole evidence rule is obviously sound, for to bar
oral evidence of intent would make it possible for anyone to avoid the penalties
of the law by the simple expedient of casting an unlawful transaction in the
form of a written contract having the appearance of legality on its face, in which
form it would be unassailable. ) :

By their nature, devices to conceal usury have the appearance of legality : the
disguised transaction is usurious for the very reason that the true intent of the
parties to the transaction differs from the apparent or professed intent. It is,
therfore, necessary to discover every fact that shows the true character of the
transaction and to apply the fundamental principles of interest and usury,
regardless of the disarming form in which the transaction may have been cast.

INTEREST

Interest is the compensation which may be demanded by the lender from the
borrower, or the creditor from the debtor, for the use of money. Tennessee Code
‘Annotated 47-14-103. The legal rate of interest in this state is fixed by Tennessee
Code Annotated 47-14-104 at the rate of six dollars ($6.00) for the use of one
hundred ’dollarsf ($100) for one (1) year. « . and every excess over that rate
is usury.”

29,281 petitioné filed in Tennessee during the fiscal year ending June 30, 1965. This
number was exceeded only in three states—Alabama, California, and Ohio. Report of the
Administrative Office of the U.S. Courts.
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Tennessee Code Annotated 45-2007(f) authorizes industrial loan and thrift
companies “. . . to deduct interest in advance on the face amount of the loan
for the full term thereof.” .

Merit’s records filed in this proceeding indicate the following charges for
interest:

Amount of  Term of

Loan No. . note loan Interest
(months)

$72 12 $4.32

378 18 34,02

552 24 66. 24

672 24 80. 64

2,952 36 531.36

___________________ 716.58

As pointed out heretofore the first loan was “flipped” four times within a period
of eleven months ; total benefits received by the debtor amounted to some $1548.02;
interest totaling $716.58 was charged.® In no instance was interest rebated when
the loan was “flipped.”’

It will also be observed from the notes filed in this proceeding that in every
instance interest has been charged on interest, e.g., consider the fifth loan made
by the debtor. The debtor executed a note in the amount of $2952.00 which in-
cludes interest amounting to $531.836. The interest figure was arrived at by
charging interest on the face amount of the note, to which the interest had
already been added, thus interest is charged on interest.

Did the “flipping” of the loans by Merit in the transactions under considera-
tion enable it to obtain an excess over the legal rate of interest? T.C.A. 47-14—
103, 104.

When the first loan was made, the debtor executed a note in the amount of
$72.00. This amount includes $4.32 interest for twelve months. One month later
the loan was “flipped.” The face amount of the new note includes $68.06 pay-
ment to Merit on the first loan (rebate given for insurance premiums). Although
the debtor had already been charged with interest on $72.00 for twelve months,
the $68.06 balance is added into the face amount of the second note ($378.00) and
interest is again charged—this time for eighteen months. In the third loan interest
is again charged on $227.42 remaining unpaid on the second loan, again for
eighteen months. In the fourth loan interest is again charged on $450.43 balance
on the third loan, this time for a thirty-six month period. In the fifth loan interest
is again charged on $536.10 balance on the fourth loan, again for a thirty-six
month period. These transactions indicate interest on interest on interest on
interest on interest. Yet the statute says the legal rate of interest in this State is
$6.00 for the use of $100.00 for one year “and every excess over that rate is
usury.” T.C.A. 47-14-108, 104.

When the first loan was made the debtor was entitled to the use of $72.00 for
one year. He was charged $4.32 interest. When the loan was “flipped” at the end
of one month, however, he was again charged interest on $68.06 of the original
$72.00. Six per cent interest on $72.00 for one month (deducted in advance) is
$0.36.* Yet the debtor was given no rebate for interest when the loan was
“ﬂipped.”

A period of one and one-half months intervened between the “flipping” of the
second and third loans. The second note is for $378.00, interest charged is $34.02
for an eighteen-month period. Interest on $378.00 for one and one-half months is
$2.84. Again the debtor was given no rebate when the loan was “flipped.”

The third note is for $552.00, interest charged is $66.24. A period of approxi-
mately five months intervened between the third and fourth loan. Interest on
$552.00 for five months is $13.80. Again the debtor was given no rebate for interest
when the loan was flipped.

The fourth note is for $672.00, interest charged-is $80.64. A period of approxi-
mately three and one-half months intervened between the fourth and fifth loans.

3The belief held by many that loan companies in Tennessee charge only six percent
interest is a mistaken one. What is overlooked is that they are permitted to deduct interest
in advance on the face amount of the loan for the full term thereof.

4+ As heretofore pointed out, T.C.A. 45-2007 (f) authorizes industrial loan and thrift
companies to deduct interest in advance on the face amount of the loan for the full term
thereof. T.C.A. 45-2007(f).
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Interest on $672.00 for three and one-half months is $11.76. Again the debtor was
given no rebate when the loan was “flipped.”

The fifth note is for $2952.00, interest charged is $531.36. Although the fourth
loan had some 21 months yet to run and interest had been charged for that period,
the debtor was given no rebate for interest.

Had new loans been made instead of “flipping” the prior loans Merit could
not have charged interest on the old loan, e.g., the second loan would have been
for $203.11 plus legal charges, which total considerably less than the $378.00
note executed by the debtor. The same is true of the other loans. When the
third loan was “flipped” the debtor received only $9.89; the face amount of the
note was increased however from $552.00 to $672.00 even though the debtor had
repaid $44.85 on the third loan. The reason for “flipping” the loans is obvious.

It is my conclusion that Merit “flipped” the loans so that it could again collect
interest (and investigation charges) on the old balances even though interest
(and investigation charges) had already been imposed. Does such practice con-
stitute usury under the Tennessee statute and decisions?

If the transaction is intended as a device to evade the statute, it constitutes
~usury. Nashville Bank v. Hays, 9 Tenn. 243 ; Lawrence v. Morrison, 9 Tenn. 444 ;
~ Weatherhead v. Boyers, 15 Tenn. 545; Turney v. State Bank, 24 Tenn. 407;

Doak v. Snapp, 41 Tenn. 180.

When the facts are made to appear, no scheme or device to avoid application
of usury statutes, regardless of how ingenious or intricate scheme or device may
be, will permit anyone guilty of participating in a usurious transaction to escape
its consequences, and consent or cooperation of one paying the usurious interest
is immaterial. Providence A.M.E. Church v. Sauer, 45 Tenn. App. 287.

In determining whether or not a given transaction is usurious, the court will
disregard form and look to substance.

“ . . itis not to be tolerated for men to do indirectly what they are forbidden
to do directly, the courts of justice have always stripped the transaction of its

 guise, and pronounced upon it according as the intention may be spelled out.”
Weatherford v. Boyers, 15 Tenn. 545, 563.

Any method through which usurious rate may be obtained is violation of law.
Dowler v. Georgia Enterprises, 162 Tenn. 59.

In Cobb v. Puckett, Tenn. App. , Judge Parrott labeled the prac-
tice by loan companies of charging investigation fees where no investigations
are made and charging for insurance premiums without the knowledge of the
borrower as “one step removed from pickpocketing and larcency.”

An intention to violate the law, as a necessary element of usury, may be implied
if other elements are present. Jenkins v. Dugger, 96 F. 2d 727.

It is my conclusion that the “flipping” of loans in the transactions under con-
sideration was a plan or scheme to enable Merit to obtain an excess over the legal
rate of interest. The consent or cooperation of the debtor is immaterial. The
transaction is a continued one; although new advances were made and new
instruments were executed, each note refers to the previous one.

INVESTIGATION CHARGES

Tennessee Code Annotated 45-2007(i) authorizes industrial loan and thrift
companies—

“To charge for services rendered and expenses incurred in connection with
investigating the moral and financial standing of the applicant, security for the
loan, investigation of titles and other expenses incurred in connection with the
closing of any loan an amount not to exceed four dollars ($4.00) per each one
hundred dollars ($100) of the principal amount loaned, and a proportionate
amount for any greater or lesser amount loaned, provided no charge shall be
collected unless a loan shall have been made.”

Merit’s records filed in this proceeding indicate the following charges for
investigation : :

Loan No. Amount of  Investigation
note charge
$72 $2.88
378 15,12
552 22.08
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1t will be noted that Merit in each instance deducted-a flat 49 investigation:
charge. Is Merit entitled to these charges? ~ ... .. .~ LR o

In Cobd v. Puckett supra, the loan company dedueted a 4% investigation charge
for 19 loans within a period of some four years. The loan company manager:
testified he could not say what expenses, if any, had been incurred in checking the:
credit of the complainant. The court allowed the first investigation charge of
$1.92 but disallowed all others. i i 5 ;

At the hearing on Merit'’s claim in this proceeding the loan company introduced
no proof in support of its charges for investigation. Under the statute it would: be -
entitled to reimbursement. for actual expenses incurred in connection with' its
investigation, assuming, of course, that some expense was incurred. In my
opinion the statute does not authorize a flat 4% fee to be deducted from every
loan made, regardless of whether any investigation expense is incurred. The
purpose of the statute is to reimburse the lender for actual expenses incurred, not:
to authorize collection of addition interest. : : £

It will also be noted from an examination of Merit’s note ‘that the 49 investiga-
tion fee has been been charged on the face amount of the note which includes the.
amount of the loan, insurance premiums, interest and the investigation fee
itself. The statute authorizes a charge “not to exceed four dollars. ($4.00) ‘per
each one hundred dollars ($100) of the principal amount loaned.” (Underscoring
added.) This raises the question of whether Merit’s instrument is usurious on its
face and therefore unenforceable. White v. Kaminsky, 196 Tenn. 180, 185.° It does
not appear necessary at this time to determine this question, however. Merit’s
claim will be allowed in an amount equitable to the parties involved. e

Although Merit failed to show that it incurred any expense in investigating the
debtor’s moral and financial standing, security for the loan, etc., when given a
opportunity to do so, its first investigation charge will be allowed in accordance
with Cobdb v. Puckett, supra. All other investigation charges will be disallowed. .

Tt must be remembered that the burden of proof is upon Merit to show to
the satisfaction of the court that its claim is free from usury and all unauthorized
charges. General Order 55(4). Merit failed to carry this burden of proof and in
fact introduced no proof whatsoever in support of any investigation charge.

INSURANCE PREMIUMS

Tennessee Code Annotated 45-2007(k) authorizes industrial loan and thrift
companies to require at the expense of the borrower, insurance against the
hazards to which the collateral used to secure the loan is subject, and upon .
failure of the borrower to supply such insurance, to procure the same. It further:
authorizes them to accept, but not require, as collateral, insurance against the
hazards of death or disability of a borrower. ‘

Merit's records indicate the following charges for insurance premiums :

Rebates when
Loan No. S Premiums loan Net premi-

charged “flipped’’  ums! charged
$5.76 $4.94 $0. 82
54,69 45, 58 9.11
85. 56 56.72 28.84

104,16 79.90 24.26

634.68  oooioooaeol 634.68

1 This does not include interest and investigation fee charged on insurance premiums. No part of such charges was ’
rebated when the loans were flipped.

Mr. John N. Culvahouse issued 'the life and accident and health and property
insurance policies as agent for American Bankers Insurance Company of Florida.
Mr. Culvahouse is manager of Merit Finance Company. Apparently the debtor
was given one or more certificates along with various other documents when the
loans were negotiated. The certificates refer to a “master policy” but the debtor

s When the provisions of the note and trust deed are construed as a single instrument
($531.36 interest added into the face amount of the note, 6% additional interest provided
for in the deed of trust) the transaction is not only usurious but the usury apgears on the -
face of the instrument, See Braniff Invest. Co. V. Robertson, 124 Texas 524, 81 SW (2d) 45,

83-340—67—pt. 2——25
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was not given a copy of the master policy nor was one filed with the court. When
questioned by the court concerning the insurance, the debtor testified: .
- “To tell you the truth I didn’t know anything about it.” . - ; :

‘The debtor signed a so-called “Insurance Authorization” in ‘which he purport-

- edly made application to the insurance company, declaring that “the purchase (of
“insurance) is entirely voluntary and has not been made compulsory by the cred-
itor.” It is my conclusion however that the debtor signed the insurance applica-
tions without knowledge of their contents, just as he signed all. documents placed
in front of him. His testimony that the signing “was right fast and right quick”
aptly describes the transactions in which the debtor signed financing statements,
security agreements, deed of trusts, insurance applications; and possibly other
forms, many in triplicate. we !

This conclusion is fully supported by an examination of one of the documents
signed by the debtor. I refer to the so-called deed of trust on his home. This
incredible instrument (Ex. 1) provides that a vendor (not otherwise identified in
the instrument) for the consideration of $200.00 contracts and agrees to sell to a
purchaser (also not/identified) certain real estate which in:fact is the debtor’s
home. This instrument further recites a sale price of $7750.00 payable in monthly
installments of $90.22 each. Mr. Culvahouse testified that certain language was
copied inadvertently from another instrument when this so-called trust deed was
prepared. This instrument as well as all other instruments was prepared in the
loan company office. The trust deed further provides that the debtor is indebted

_to Merit in the sum of $2952.00 payable in 36 monthly installments of $82.00 each,

- “with interest thereow from date at 6 per cent per annum.” As heretofore stated,
interest amounting to $531.36 had already been added into the $2952.00 note.
Again, Mr. Culvahouse testified that the inclusion of interest in the trust deed
was a mistake, Yet this is one of the instruments the loan company would have
the court believe was signed by the debtor with full knowledge of its contents.
These may have been mistakes but clearly it shows that the debtor was signing
all instruments placed in front of him by the loan company officials, including an
instrument with provisions that even the loan company officials now say are
erroneous, without having the slightest knowledge of what he ‘was signing.

Merit’s officials testified that the loan in this instance was handled exactly in
the same manner as all other loans. I am sure this is true. A review of some nine
claims filed by Merit in Chapter XIII proceedings now pending in this court indi-
cates that in every instance life and accident and health insurance premiums
have been included, as well as a flat 4 per cent investigation charge, plus interest

_thereon. : L

- 'In my opinion, the “tie-in” sale of credit insurance in connection with small
loan transactions is being used to evade the statutory limitations on the costs of

- the loan.’ The practice followed by Merit is the same practice followed by most,
if not all, loan companies in this area. In most instances, if not all, the lenders
are profiting by the transactions in that there are “adjustments” between the
lender and the insurance company of the premiums charged, if not an actual re-.
tention by the company of a part of the premium.

In the case before the court, Mr, Culvahouse, manager of Merit, testified that

.at the end of the year “so much per cent” of the Insurance premiums was returned
to Merit’s home office by the insurance company. Thus it is clear that Merit is
profiting from the insurance transactions.

It is my conclusion that all insurance charges must be stricken from Merit’s
claim, as well as all interest and investigation fees charged thereon. The life and
accident and health insurance policies were issued by Merit without the debtor’s
consent. This is in violation of the Tennessee statute. T.C.A. 47-2007 (k). There is

‘1o proof in this record that the debtor was given an opportunity to obtain prop-
erty insurance which a loan company can require, providing the coverage bears
‘a reasonable relation to the existing hazard or risk of loss. Instead Merit’s man.
ager, as agent for the insurance company, issued all policies in question.

In Hagler v. American Road Insurance Company and Ford Motor Credit Com- -
‘pany, Tenn. App. , the same individual represented both the credit
company and the insurance company. In that case Chancellor Phillips (Sullivan
County Chancery Court at Bristol) found that the plaintiff had been required to

“pay $367.00 for an automobile insurance policy “but in addition thereto was

¢ Tor an e:fcellent discussion and history of tie-in sales of credit insurance in connectionb
- with small loan transactions, see In the Matter of Richards, Bk, No. 63-1324, Dist. of
Maine, opinion of Referee Poulos. G R
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gouged for another $43.50 for ‘a life insurance policy which he did not have any.
knowledge of or know anything about.” The Chancellor found that the credit .
company official played a dual role of conflicting interest when he represented
with one hand the credit company and with the other the insurance company.
The Chancellor’s findings leave no doubt as. to his conclusion in the matter:

“The Court has tried many cases that would shock the conscience of the Court.
This Court is brought to realize that a situation exists where an overreaching,-
usurious, unlawful, scheme and plan and design by a right hand and a left hand
working in collusion and scheming for the purpose of defrauding and deceiving
and taking money away from unsuspecting persons in an unlawful, inequitable
and unconscionable manner, so as to be a public outrage ot decent principles of
banking and financing in the business world. .

‘The Court, therefore, brands the entire transaction one that smells with fraud,
deceit, overreaching, deception and unlawful financing. The very fact that the .
same man undertakes to represent two masters constitutes a badge of fraud on
its face.” [Italic added.] ‘ . : 3

Upon appeal, the Court of Appeals affirmed. Judge Parrott, expressing the:
unanimous opinion of the Court, quoted the findings of the Chanecellor in this
regard and stated that he could see how his conscience was shocked. Judge
Parrott pointed out that the finance charges and insurance policies were ar-
ranged for by the same person who turned out to be the manager of the finance
company as well as the agent for the insurance company. ;

“In our opinion, to permit such a dual agency on the part of these defendants
creates a bad situation. If such is not a violation 'of the law it is a practice which
could only lead to trouble and misunderstanding and presents a breeding ground.
for fraud.”

Thus in Tennessee a court of equity has held that when the same man under-
takes to represent two masters, a loan company on one hand and an insurance
company on the other, the transaction is fraudulent on its face.

In Cobb v. Puckett, supra, the complainant sued the defendants to recover
alleged usury paid to them under a series of notes. Defendants were operating
under the Industrial Loan and Thrift Act and had collected some $176.30 insur-
ance premiums when a loan in the original amount of $48.00 had been “flipped”
some eighteen times. Chancellor Brock (Chancery Court of Hamilton County) -
found that the premiums charged for life insurance and accident and health
insurance constituted usury since the defendant required complainant to pur-
chage such insurance, contrary to T.C.A., Sec. 45-2007 (k). The Chancellor pointed
out that while the law permits such insurance to be purchased at the request of
the borrower, it expressly prohibity the lender from requiring such insurance.
Chancellor Brock found that.Cobb did not request such insurance and held that
the insurance premiums deducted constituted usury. Chancellor Brock not only
entered a judgment in favor of complainant for the usurious insurance pre-
miums deducted but awarded him punitive damages in the sum of $500.00.

Upon appeal the Court of Appeals affirmed, stating: ‘ ;

“We are in accord with the Chancellor that the repeated charges of an investi-
gation fee and the charges for the insurance premiums which the plaintiff had
not requested were designed to conceal and secure excessive charges for the use
of the money.”

The court quoted the Supreme Court of Tennessee, Mallory v. Columbia Mort-
gage and Trust Company, 150 Tenn. 219, as follows :

“In determining whether or not a given transaction is tainted with usury it is
generally held that the court will disregard the form and look to the substance.
Good faith is the decisive factor when compensation is evacted and received by
an intermediary (lender) in addition to the legal rate.” :

Although all insurance charges deducted by Merit will be stricken, the debtor
will be required to furnish Merit, within ten days, insurance against the hazards
to which its collateral is subject. This coverage will be obtained from an insur-
ance carrier of the debtor’s own choosing. :

CONSUMERCREDIT ' PROTECTION A0

JURISDICTION OF BANKRUPTCY COURT

Courts of bankruptey are essentially courts of equity and their proceedings
inherently proceedings in equity. Local Loan Co. v. Hunt 292 U.S. 234. In the
exercise of equitable jurisdiction the bankruptcy court has the power to sift
the circumstances surrounding any claim to see that injustice or unfairness is not
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done in-the administration of the:bankrupt estate. -Pepper v. Litton, 308 U.8. 295..
As pointed out by Mr. Justice Douglas in that case— ‘

“Courts of bankruptey are constituted by sections 1 and 2 of the Bankruptcy
Act (30 Stat. 544) and by the latter section are invested “with such jurisdie-
tion at law and in-equity as will enable them to exercise original jurisdiction in:
bankruptey proceedings.” Consequently this Court has held that for many pur-
poses “courts of bankruptcy are essentially courts of equity, and their pro-
ceedings inherently proceedings in equity.” Local- Loan Co. v. Hunt, 292 U.S.
234, 240. By virtue of section 2 a bankruptey court is a court of equity at least
in the sense that in the exercise of the jurisdiction conferred upon it by: the
Act, it applies the principles and rules of equity jurisprudence. Larson v. First.
State Bank, 21 F. 2d 936, 938. Among the granted powers are the allowance and
disallowance of claims; the ‘collection and distribution of the estates of bank-
rupts and the determmatlon of controversies in relation thereto; the rejection
in whole or in part “according to the equities of the case” of clalms previously
allowed ; and the entering of such judgments “as may be necessary for the en-.
forcement of the proviswns” of the Act. In such respects the jurisdiction of the
bankruptcy court is exclusive of all other courts. Umted States Fidelity & Guar—
anty Co. v. Bray, 225 U.8. 205, 217.

“The bankruptcy courts have exercised these equ1tab1e powers in passing
on a wide range of problems arising out of the administration of bankrupt es-
tates. They have been invoked to the end that fraud will not prevail, that sub-

~stance will not give way to form, that technical considerations will not pre-
vent substantial justice from being done. By reason of the express provisions of:
section 2 these equitable powers are to be exercised on the allowance of claims, a
conclusion which is fortified by section 57 (k).” -

General Order 55(4) requiring claimants when the claim is based upon the
loan of money to establish that the claim is free from usury has already been
referred to. Also, Sec. 656(b) of Chapter XIII (11 USC 1056(b)) places the un-
'mistakable duty upon the court to require proof from each creditor filing a claim
that such claim is free from usury. ‘

The purpose of Chapter XIII proceedings is to aid those wage earners of
limited means who wish to avoid straight bankruptcy and who desire to liquidate

“their debts out of future earnings through the medium of Federal Courts.
If rehabilitation of the wage earner under Chapter XIII is to be effective, he must
be relieved of obligations which he has been induced to undertake through fraud
or other unlawful means, or which by their terms are illegal. To aid in attain-
ing this objective, Congress has provided that every creditor asserting a claim
against a wage earner must prove that his claim 1s not usurious. Sec. 656(b) ;
‘General Order 55 (4).

CONCLUSIONS

(1) Burden of Proof. In a Chapter XIII proceeding, when a claim is based
upon the loan of money, the creditor must show to ‘the satisfaction of the court
that the claim is free from usury and all illegal charges. Sec. 656(b) Bank-
ruptey Act (11 U.8.C. 1056 (b)) ; General Order55(4).

(2) Interest—*Flipping of Loans.” Merit “flipped” the loans under consid-
eration for the purpose of obtaining an excess over-the legal rate of interest.
T.C.A. 47-14-104. Providence A.M. E Chm'ch V. Sauevr, supra Weatherhead- v.
Boyers, supra.

(3) Insurance Premiums. '

(a) The debtor did not request life or accident or health insurance. The
issuance of such policies by Merit is contrary to the provisions of the statute.
T.C.A. 45-2007 (k) ; Cobb v. Puckett, supra. :

(b) All insurance policies (life and accident and health and property)
were issued by Merit’s manager acting in a dual role of a conflicting interest.
Hagler v. American Road Insurance Company and Ford Motor -Credit Co.,
supra. )

( e) The debtor was not glven an opportunity to supply Merit w1th prop»
erty insurance. Merit can require insurance against the hazards to which
its collateral is subject only upon failure of the borrower to supply such
insurance. T.C.A. 45-2007 (k). The debtor will be given an opportunity to
supply such insurance from an insurance carrier of his own selection. i

(4) Investigation Charges. Merit submitted no proof that it incurred any ex-
pense in mvestigatmg the moral and financial standing of the applicant, security
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“for the loan, etc. T.C.A. 45-2007(1). These charges, other than' the charge for
the first loan, must be disallowed. Cobb v. Puockett, supra. :
(5) Merit’s glaim will be allowed as follows :

Loan No. Principal  Investigation Interest Total
allowed fee

1$59. 04 $2.88  $3.54(12 monthsg $65. 46

2.206. 11 18..54.(18 moriths 224, 65

3150.70 18. 08 (24 months) 168.78

49,89 1.18 (24 months) 11.07

8 126,28 _loc.-- 202, 68 (36 months) 1,328.96

TOMAl o oo Hemmmcmeeme  mseessmoes mmmsesseos mosoosess - 1,798.92
Less payments made by debtor. ..ooooouvmmman coommmomns mmeesowen oo I 287.85
ClaiMm BHOWEd o o oo oeoolicmcccecmesmemmmmms  mmem-msss  cmsssesss sssSssssooosooss 1,511.07

1 Cash received by debtor.

2$95.11 cash; $108 payment to Franklin Loan; $3 recording fees.

3 $149.70 cash; $1 recording fees. :

4 Cash received by debtor. .

5$10.28 cash; $1,044 payment to City Finance; $72 payment to Consolidated Credit.

(6) From this computation it will be noted that interest has been allowed
on the principal amount loaned. Merit contends that it is entitled to deduct in-
terest on the face amount of the note which includes interest. No brief has been
submitted on this point, however. If Merit is mistaken in this position, its in-
strument is usurious on its face and therefore unenforceable. White v. Kawinsky,
supra. Also, Merit charged interest on investigation fees and such fact appears
on the face of the instrument. T.C.A. 45-2007 (i) authorizes an investigation fee
not to exceed 4 per cent on the “principal amount loaned.” This also raises the
question of the instrument being usurious on its face and therefore unenforceable.
No determination of this question appears necessary at this time. Merit’s claim
is allowed in an amount deemed equitable to the parties involved; the money
advanced by Merit will be repaid in fun with interest.

ORDER

' At Knoxville, Tennessee, in said district, on the 8 day of June, 1966.
Tn accordance ‘with' the foregoing findings -of -fact - and conclusions of law,
it is : : :
OrpERED, that claim No. 5, filed by Merit Finance Company on the 9 day of
Maxrch, 1966, be, and the same hereby is, allowed as a secured. claim in the amount
_of $1,511.07. i o o
CLIVE W. BARE,
Referee in Bankruptcy.

IN'THE COURT OF APPEALS OF TENNESSEE,' 'EASTERN SECTION

Jurius C. CoBe, COMPLAINANT-APPELLEE, VS. PauL E. PUCKEIT, ET AL,
‘ » ‘DEFENDANT-APPELLANT . vl
- From the Chancery ‘00u1:t’”f0r Hamilton County,—'Honvdra;BIe 'Ray L. Brock, Jr.,
‘ R .+ «Chancellor EONE i 4 ROARARRTA :

AFFIRMED

Wood & Wood of Chattanooga forJ ulius:C. Cobb.. ¢
Bugene N. Collins pf Chattanooga forPaul B. Puckett, et al.

ML

" OPINION

Parrott, (J.)

" Julius C. Oobb filed the bill in this case against the individually named de-

fendants and their partnership company whic is engaged in the small loan busi-
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‘ness in Chattanpoga, operating under the Tndustrial Loan & Thrift Act, to.recover
alleged usury and overcharges. S ; i ‘ }
"The C:hancelior, in.a well-written and comprehensive opinion, awarded and
the defendant 4 judgment in the amount of $114.36 for usury and overcharges
and $500.00 punitive damages. : T e o
The original loan in question was made on April 23, 1960, with the complainant

receiving $38.98 and signing a note in the amount of $48.00 and giving a chattel
mortgage on a General Hlectric television set. On this transaction he was

charged $1.00 for life insurance, $2. 50 for fire insurance, $2.88 for accident and

health insurance, $1.92 for investigation ‘fee, and 72 cents interest. From the

date of the original note until February 1, 1964, this note was renewed or

“flipped” eighteen different times [see attached chart]. On each oceasion com-

plainant was charged similar fees as on the first note. On various of these
transactions, as shown by the chart, he was given refunds on insurance and

‘interest. A computation of all the transactions shows the complainant has re- -
ceived $442.9s from the loans and has paid a total of $653.00 ‘which includes

. $19.00 life insarance, $61.78 fire insurance, $95.22 accident. and health insurance,

$63.68 investigation fees, $31.36 interest and has received a total in refunds of

$21.82. | i : :

Of the above mentioned charges, the Chancellor found the defendant was
Justified in charging the first investigation fee of $1.92 but the remaining inves-
tigation fees of $61.76 bore no reasonable relation to the expenses and services

~of the lender. He further found the borrower had made no request for life
insurance, accident and health insurance and such insurance was purchased by
the defendant without complainant’s knowledge.

After giving credit for the refunds on. the life and accident and health insur-
ance, the Chancellor found there was an overcharging of $108.80 of insurance -
premiums. This amount plus the $61.76 overcharge on investigation fees totals
$170.56. After deducting $56.20, the amount owed by complainant on the last note,
.2 judgment of $114.36 for usury and overcharges was entered plus $500.00 for
punitive damages. s

Defendants in this appeal insist the Industrial Loan & Thrift Act does not

-vest a right of action in a borrower but is regulatory in nature and only vests

police powers in the Department of Insurance and Banking. i

This question is not raised by any of the pleadings and it appears it was not
called to the attention or decided by the Chancellor. Hence, this Court could
ignore the issue.

Since this appears to be the first time ‘this question has been raised in the
appellate courts, in an effort to avoid future controversy, we deem it proper for .
‘us torespond.

In other cases involving this same act, this ‘Court has assumed the borrower had
a ‘cause of action for charges in excess of those provided by the act. We are
of the opinion this position is sound and now do so hold. :

. _ The legal intent and purpose of the Industrial Loan & Thrift Act and the Small

Loan Act are the same. It is true both acts are regulatory in nature but neither
precludes a borrower from bringing a suit for charges of fees, interest and
insurance premium which are in excess of ‘those provided for in the act.

‘Our Supreme Court, in discussing the purpose and intent of the Small Loan
Act in the case of Family Loan Co. v. Hickerson, 73 S.W. 2d 694, at page 697,
- said: . i

“As held in Personal Finance Co. v. Hammack, 168 Tenn. 645, 45 S.W. 2d 528,
the act is regulatory. The purpose was to impose restraint on those engaged in
dealing with impecunious borrowers, by regulating the maximum that could be
charged and by providing penalties and forfeitures for exceeding the maximum.
By the adoption of this regulatory statute the Legislature conferred no right
upon lenders operating under it to exact more as compensation for the use of
money than others are permitted to receive and collect. Whether the contract
between the borrower and lender was designed to evade laws that forbid usury
is always a question of fact determinable by inquiry into the particular transac-
tion. Extraneous charges and expenses cannot be added. It is the rule repeatedly
expressed in the actions involving claims for usury that the courts disregard form
and look to the substance. McWhite v. State, 143 Tenn. 222, 226 S.W. 542.” i

We think the court’s reasoni g in the Hickerson case is applicable to the In-
dustrial Loan & Thrift Act. If the Legislature had intended to preclude actions
by the borrower for overcharges, it would have said so in the act.
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Defendant also insists the Chancellor erred in holding the complainant was
overcharged or did not know he was being charged with life, accident and health
insurance. . i

‘We reject this insistence and concur with the Chancellor. The complainant
~ testified he had no knowledge of being charged with insurance premiums exeept
the fire insurance and he was never given any policies. From the proof as a
whole, it appears that as a matter of course the defendant included these. in-
surance premiums on all loans. .

Defendant also challenges the Chancellor’s holding on: the jinvestigation fees.
As pointed out by the Chancellor, the defendant’s manager testified he could not
say what expenses, if any, had been incurred in c¢hecking the credit of the com-
plainant. With the frequency and regularity with which these loans were
“fipped,” we doubt if the defendant had sufficient time to make an investigation
on each loan. : A

We are in accord with the Chancellor that the repeated charges of an investi-
gation fee and the charges for the insurance premiums which the plaintiff had
not requested were designed to conceal and to secure excessive charges for the
use of the money. g

Our Supreme Court, in the case of Mallory v. Columbia Mortgage & Trust Co.,
150 Tenn. 219, said " ¥

«Tn determining whether or not a given transaction is tainted with usury it is
generally held that the court will disregard the form and look to the substance.
Good faith is the decisive factor when compensation is evacted and received by
an intermediary [lenderl in addition to the legal rate.”

In our opinion these charges are in no way expenses incident to the making of
the loan or do they bear a reasonable relation to the service extended by the
lender. On the contrary, they are evidence that the lender did not deal with the
borrower in good faith.

Under Tennessee law where usury appears upon the face of an instrument,
the80wbligati0n is unenforceable. White v. Kaminsky, 196 Tenn. 180, 264 S.W.
2d 813.

If, however, usury does ot appear upon the face of the contract, it is valid
to the extent of the money loaned and lawful interest and voidable only as to
the usurious excess and to this extent the court will enforce the contract. Bank
v. Walter, 104 Tenn. 11, 55'S.W. 301.

There being no usury on the face of these instruments, the Chancellor cor-
rectly applied the latter rule by enforcing the contract and giving the respective
parties credit due for all amounts within the contract. s

This brings us to the Chancellor’s holding the defendants were liable for
punitive damages.

Our Supreme Court, in the case of Bryson v. Bramlett, 321 S.W. 24 555,
reversed this court and held that a borrower may recover punitive damages from
a money lender in acts involving fraud, malice, gross negligence, oppression or
harassment. The reason given for the allowance was to serve as an example or
warning to the parties and to deter similar transactions. ‘So. there seems no
question that the Chancellor had the authority to award punitive damages.

As to the amount of punitive damages, the case of Lichter v. Fulcher, 28 Tenn.
App. 670, 125 'S.W. 2d 501 at page 508 gives a clear and succinct statement :

“Where the case is tried before the Chancellor it is obvious that it is peculiarly
within the discretion of the Chancellor as to how much, if any, punitive damages
should be allowed. It is a matter of diseretion which will not be interfered with
by this court. We know of no fixed rule which could guide this or any other
court in fixing the amount of exemplary damages to be dwarded. And we know
of no reason why we should substitute our judgment for the judgment of the
Chancellor in this respect. The fact that we have the latter say in the matter
offers no reason for altering the decree entered, and we are not inclined to do s0.”

“We are of the opinion it is wrong for a lender of money to charge investigation
fees ‘when no investigations are made and to charge for insurance premiums
without the knowledge of the borrower. To do such on eighteen successive loans
compounds these wrongs and is unconscionable—one step removed from pick-
pocketing and larceny. ‘Such action is a gross display of bad faith on the part
of the lender and justifies an award of punitive damages. R '

After considering the entire record, we find the evidence preponderates in
favor of the Chancellor’s decree and there was no abuse of discretion on the part
of the Chancellor in awarding punitive damages.
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s “Thus, all assigninents‘of ‘error are overruled, the decrée of the Chancellot is
-affirmed with the costs taxed to the appellant.” - . AT

Judge.

- “Concur: N
I P.J.
- J.
Amount Cash ~ Amount Insurance Invest-
.. Date of note received paid - ment  Interest Refunds
g : . © Life Fire - A &H. - fee
Apr.23,1960_______. $: $38.98  §32.00 $1 §2.50  $2.88  $1.92 $0.72 ...
June 21, 1960. - 8 22.98 16, 00_ 1 2,50 2,88 1.92 20
July-20, 1960 - 8 41.10 - 22,00 1 3.34 528 3.5 176 * $0.84
Sept. 20, 1960. 772 38 794 44.00 1 3.3 528 35 1.76 .84
Nov. 23, 1960. - 8 29.94 . 22.00 1 3.34 528 3,52 176 .84
Jan. 27,1961 _ - 88 7.94 - © 44,00 1 3.34 528 3.52 1.76 4.28
Mar. 21, 1961 - 88 33.38  22.00 1 3.34 528 352 176 102
May 24, 1961 e 88 8.12 46,20 1 3.34 5.28 3.5 176 1.02
Aug. 22,1961 -- 88 30,12 45,10 1 3.34 5.28 3,52 1.76 ...
Nov. 25, 1961 88 29.10  45.10 1 3.34 5.28 - 3.52 1.76 1.02
Feb. 24, 1962 8 72902 91,30 1 3.34 5.28 3,52 L76 Lo
ct. 6,.1962. 88 73.10- . 44,00 1 3.34 . 528 . 352 1.76 1.02.
Dec, 8, 1962 88 30.12. 22,00 1 3.34. 528 3.5 1.76 1.02
Feb.9,1963.__ i 88 .12 22,00 1 3.3 528 352 1.76 4.28
Apr. 6, 1963__. 88 11.38 - 23:10 1 3.34 528+ 3,52 1.76 1.02
June15,1963. ... _ 88 7.02 22.00 1 3.34 .. 528 3.5 176 1,02
Sept. 7,1963. 88 5.92 22,00 1 3.34 5.28  3.52 176 1.8
Nov. 16, 1963 88 7.80° . 46.20 1 3.34 5.28 ©3.52 1.76 1.80
+Feb. 11964 __ . 88 - 30.90°: 2200 1 3.3 528 3.5 L76. ce
9552 63.68  31.36  21.82°

Total..._._... _____i__ 45298  653.00 19 61.78

[From the Chattanooga Times, Octy 2, 1960]

CrEDIT MEN HERE ALARMED BY Hiex BANKRUPTCY RATE—ASSOCIATION ANALYZES
SYSTEM—DocTOR BILLS LEAD IN UNCOLLECTED DEBTS, COURT SUITS WITH LoAN
COMPANIES SECOND

HOW 3,368 ACCOUNTS WERE LISTED IN REPORT

Type of creditors Number of Percent of Total Average size
creditors listed total amount of account

Medical . __...___._._____. R SN I S 770 22,3 . $62,124.81 $80.68
Loan and finance - 657 19.6 239, 048.90 363. 85
Clothing_ . _.__ 397 1.7 27,119.76 68.31
Furniture and ap, 373 11. 4 63, 568. 01 170. 42
Automotive. . Ciea 323 9.5 75,622. 00 234.12
Food_._..._. ' 210 6.2 18,110.96 86.23
Jewelry_ . L I IIIIIIITTTTomemmees 107 3.4 7,468. 09 69.75
Allother.._.______ [ IIIIITITTmemmmemes 531 15.9 92,203. 80 173.64
Total oL 3,368 100 585,270.33 _...........

Of the listed debt $260,402.95 was secured. Only $30,581.62 of the liability
was for “accommodation papers” and $25,600 of this was listed by four persons,
thus indicating that practically no petitions were filed to escape from debts
created by endorsing notes for someone else.

In considering the!'tabulations it is well to take into account the fact that
certain of the creditors listed do not in the end lose in the same proportion as
their debts may appear. Loan and finance companies are usually protected by
chattel mortgage or by endoresment of a person other than the bankrupt. Furni-
ture and appliance dealers in most instances are protected by sales liens. The
medical, clothing and food groups, on the other hand, rarely, if ever can count on
sdlvaging anything from an account bankrupted on.

There were assets of $116,321.38. However, most of this amount was shown in
a very few of the cases examined, and usually where there were any assets of
consequence the petition showed a large amount of secured debt. It can be stated
that practically all of ithe cases could be termed “no asset” cases.
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Whlle the average amount of liability was approximately $2;900 each, it is
interesting to examine 20 of thé ¢ases (10 per cent), where a very small amount
of debt was shown in the bankruptey schedule:

Liabilities Amount Secured Unsecured Annual income
$533. 00 $533.00 0 $1,000
299.13 0 299.13 ,
572. 50 0 572.00 2,800
525. 20 0 525. 00 v
369. 05 0 369. 05 2,000
364. 00 0 364.00 2,250
365.00 264.00 101.00 5, 800
607. 86 299.25 208.61
728.00 0 728.00 1,200
561. 00 561. 00 0 2,288
340.13 120. 65 219.48 2,458
296. 15 289. 00 47.15 3,200
446. 00 413.00 33.00
352. 00 218.00 89.00 730
659. 00 523. 00 136. 00 2,750
576. 00 152.00 424,00 3,000
370. 00 110. 00 260. 00
674. 00 10. 00 ) 664. 00 2,100
495, 00 280. 00 215,00 2,300
668.75 120. 00 548.75 2,100

9,801.77 3,992.90 5,803.17 38, 896

1 Unknown.

When court costs and fees are considered, it would appear that in some cases
the creditors could have been paid about as easily as the costs. It should be
pointed out that in some cases a pauper’s oath is filed in payment of costs in
these cases.

The following study was made to determine if perhaps some of those filing
petitions might have avoided doing so if they had had the proper guidance from
their creditors; their employers; their attorneys, or from the court.

Amount of liability Number of Percent
petitions
Less than $1,000 . .. e e 39 19.5
$1,000 to $2,0001__ 73 36.5.
$2,000 to $3,000__. 36 18.0
$3,000 to $4,000..__ 19 9.5
$4,000 to-$5,000. sl 7 3.5
OVEr $5,000 . - .o o oo e e s e mmmm e mam 26 13.0

156 percent.

For the purpose of trying to determine if there is any relation between the
type of creditors being listed in bankruptcy petitions and the type of creditors
filing suits in the sessions court, a study of 16,209 suits filed during the 12-month
period ending in April 1960 was made and the following facts charted:

Type of creditor suing Number of Percent of  Total amount Average size
suits filed total of suits of suit

$217,794. 88 $59. 96

Medical..._. 3,632 22.5

Loan and fin 2,624 16.2  371,108.89 142.60
Clothing. ... 2,609 16.1 - 163,051.24 62. 49
Furniture an 1,917 11.8 - 279,238.09 145. 66
Automotive. . i eiiiiemcmenianias 1, 556 9.6 143,957.76 92.51
] O S R A R L 854 5.2 41, 506. 89 48.60
Jewelry oo e e 694 4.3 49,137. 00 70. 80
AlLother. - oo e 2,323 14,3 373,270.00 160. 69

Total. o oo iaeiaan 16,209 100% 1,642,064.75 .. ..........
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A comparison of the two charts showmg the percentage of those listed in
bankruptcy schedules and ithose filing suits in sessions court is as follows:

Percent of Percent of

Type of creditor suits filed listings in

bankruptcy
Medical 22.5 22.3
Loan and finance._. 16.2 19.6
Clothing._____.___ 16.1 1.7
Furnlture and appliance 11.8 11.4
Automotive el 9.6 9.5
5.2 6.2
4.3 3.4
14.3 15.9
100.0 100.0

The bankruptcy law is being badly abused in Chattanooga and many persons
are recklessly filing petitions with little or no regard to the serious moral and
financial consequences of their future.

This is reported in a study made by the Retail Credit Men’s Association
a summary of which was released for publication.

George W. Lundy, manager of the credit bureau, explained that because
of the upward trend in bankrupteies being filed in this federal district and
the wide publicity being given to this “unfortunate” situation the president
of the association appointed a committee to make a study of the matter for
the benefit of its members.

The committee is composed of C. R. Belcher, president, Citizens Savings &
Loan Corp.; R. B. Brotbeck, credit manager, Miller Bros. ‘Co.; Walter P.

e, senior 'vice president of the American National Bank and Trust
Co.; Leslie L. Hudson, vice president, Johnson Tire Co. and president of the
association, Lundy, secretary of the assocwtmn and credit bureau. manager,
and Johp Parry, vice president of Fowler Bros. Co.

These persons represent a cross-section of the credit grantors in the com-
munity, Lundy pointed out. The purpose of the study was to determine the
causes of the increase in the number of cases being filed and to learn why,
in a period of relatively low unemployment and high prosperity, bankruptcies
were not decreasing, as it would normally appear they should, he continued.

A table given in the report analyzes a total of 200 bankruptcy petitions
involving total liabilities of $585,270.33 and 3,368 creditors.

In first place were medical creditors numbering 770, or 22.83 per cent of the
total. The average account was $80.68 and the total amount $62,124.81. Second
in number but first in dollars and cents involved were 657 finance companies list-
inga total of $289,048.90, or an average of $363.85.

Another table shows that of 20 petitions the average amount of liability per
petitioner was $2,‘900, but that 10 percent of the cases showed only a small
amount of debt ranging from $299.13 to $728.

Another table shows that 56 per cent of the 200 petitions were for more than
$2,000 each. Thirty-nine had liabilities of less than $1,000 and 73 owed from
$1,000 to $2,000:each.

MEDICAL CREDITORS SUE

A fourth table showed that of creditors in sessions court, the largest num-
ber—3,632—or 22.5 per cent of a total of 16,209, involved medical creditors.
The total amount jof suits was $217,794.88 of an average medical suit of $59.96.
Second in number of suits and first in amount involved were those of loan
and finance companies with 2,624 suits for $374,108.89 or an average of $142.60.

A fifth table compares suits filed in sessions court with listings in bankruptcy.
Medical suits represented 22.5 of the total and medical listings in fba.nkruptcy
were 22.3 per cent, while 16.2 per cent of the suits listings finance companies
accounted for 19.6 per cent of the bankruptcy listings.

“It is difficult to understand why more people are seeking relief from debts
during times when personal savings are at an all-time high figure, when sav-
ings and loan associations report the highest amount of share accounts, in
the history of such institutions, when wages and salaries are at a high level,
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when fewer people are unemployed than average, when more people have
more life insurance savings and when more people own or are buying their
homes,” Lundy said. .
MANY PHASES CONSIDERED

“Many phases of the dilemma were considered by the committee. First, they
asked themselves: Has the system and the machinery of consumer credit
broken down? Are credit grantors too lax in the manner they extend credit
or is it the fault of the people who do the buying? Is John Q. Public, after
all, as honest as we have been assuming he is?

“Is the manner of exchanging credit information through the credit bureau
adequate 'or does the fault lie in the fact that enough credit information is
available to avoid getting these defaulters on the books but no heed is paid
to the information that is available? Do credit grantors rely too strongly
on the fact that if a person does not pay you can sue him? Are too many suits
being filed ? Is our Tennessee garnishment law too severe?

“Should the garnishment law be repealed and credit be extended on the
basis. of the debtor’s established willingness to pay, rather than as now on
the creditor’s ability to sue and force payment?

“If it is the fault of those extending credit, then which group of credit
grantors is most guilty of leading or influencing people to go into bankruptey ?
Is it the butcher, the baker, or the candle stick maker ; the clothing merchant;
the jeweler; the grocer; the automobile dealer; the doctor; the loan and
finance company ; the furniture store ; the banker, etc.

“Second, the question was asked as to whether any fault could be laid in
the mechanics of obtaining a discharge in bankruptcy. Do attorneys simply
file petitions because a client or prospective client asks them to do so, or do
they counsel with the client and seek always to advise him of the entire con-
‘sequences of bankruptcy, and offer some alternate plan of relief?

COMPREHENSIVE STUDY

“Third, many questions were raised about the person bankrupting. He is the
person who was the beneficiary of the goods or services purchased. He is the
person, after all, who made the debt and it is he the creditors were looking
to for payment. He is the person who the rest of his life will be called upon to
‘explain’ each time he asks someone else to trust him in a financial transaction.

“Here are some of the questions the committee asked about him : How old is
he? Is he married, divorced or single? Does he have a large or a small family?
Has he ever bankrupted before? Is he employed? If so, how long has he been
on the job? What was his general credit rating before he bankrupted? Do
women bankrupt too? .

“Why did be elect to ‘throw in the towel’ rather than to suffer the inconven-
iences and discomforts of meeting his obligations when the going got rough?
Are there sometimes moral ‘implications’ involved in personal bankruptcy?
Does modern advertising create such a strong desire in him for the finer
things of life and modern sales and credit plans make it so easy for him to
get these finer things, that he is unable to resist biting off more than he can
chew? :

“It was the hope of the committee that the answers to many of these ques-
tions might lead to the answer of the one big question—why an increasing
number of Chattanoogans—more so than in other adjoining communities—are
bankrupting during a period of prosperity.”

“In an attempt to find these answers 200 bankruptcy petitions filed here be-
tween January 1959 and June-1960 were picked at random and examined in
detail. He explained some of the facts revealed by these court records have
been rather startling and have, the committee thinks, led to some conclusions
it will be well to examine.

Among these are the fact that 10% per cent of them had bankrupted before.
.Sixty-one per cent of them had poor credit ratings during the period proceeding
their bankruptey, and 81 per cent had only fair credit ratings, while 8 per cent
had good ratings. On' the basis of this it would appear that either the peti-
tioners were very adept at getting credit or that credit managers and shop

- keepers were lax in letting their wares out on the cuff,” it was stated.
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: " MOST HADJOBS
; “Normally, when you think of some poor fellow being- ‘forced’ to go into
“‘bankruptcy you would assume the fellow was out of work, owed a lot of
money, and had a big family to feed.” Lundy said. “The court records show
practically all were working, and that ‘on an average their earnings were
greater during the year they bankrupted than they had been during the preced-
ing year. Co
4Of the names ‘on the petitions, the credit bureau had recently made reports
on 108 of them. From these reports it was learned that the average bankrupt
had been on his job five years and nine months. These same reports show that
persons with large families rarely ever bankrupt, and that the average petitioner
had 1.48 dependents.' Bighty-one per cent are married, 15 per cent are divorced,
and 4 per cent are single.

“An interesting statistic is the fact that 76.5 per cent of those filing are men
and 23.5 per cent are women. Because the researching committee was surprised
that approximately one person out of four bankrupting was a woman, it was
decided that a search of the records 20 years ago would be made for comparison.
In 1940 the ratio average was 83.3 per cent men and 11.7 per cent women, thus
indicating that the percentage of women bankrupting, as compared to men, has
about doubled in 20 years.”

The 200 petitions were filed by 63 of the approximately 350 attorneys practic-
ing locally, with 102 of them, or about 50 per cent being filed by nine attorneys,
the committee found. There were total liabilities, in the cases checked, amounting
to $585,270.33. A detailed tabulation of all creditors listed in the schedules was
made and distributed as to type of creditor owed.

CALLED SERIOUS

After consideration of the disclosures of the survey and conferences with lead-
ers in the consumer credit field, the committee said it came to the conclusion that
the situation with regard to bankruptcy in the community has reached serious
proportions.

The seriousness of the situation lies not so much in the economic loss to cred-
itors as it does in the breakdown or moral considerations of some of those
bankrupting.

“Phe committee takes no issue with the bankruptey law,” the report continues.
“It is a good law, and serves a good purpose in our American economic system,
and a vast majority of the bankruptcies are justifiable cases. On the other hand,
there appears to be évidences of abuse of the intent of the law. It might even be
said that in some caSes the court is being used as a dumping ground—a place to
discard debts the petitioner no longer has the moral stamina to pay, even though
he might possess the physical means to do so.

“Such conclusions as these raise the question as to who is responsible for the
situation. It was concluded that the primary blame must rest on the abuser—he
who comes into court with his problems. It was also concluded that there may
be others who have unwittingly contributed to his delinquency. There are evi-
dences of retailers making their wares too easy to obtain on credit. Some credit
managers are often reluctant to say no when that word would be a kindness to
the applicant who has demonstrated he is a poor manager of his financial affairs.

“Those engaged in the lending of money, while being ‘a friend in need’ when
they bail a person out by consolidating his many debts into one, are sometimes
inclined to allow a |person to overload because they are secured on the trans-
action. Some tradesmen. appear inclined to extend credit more on the strength
of the fact they can; sue and garnishee than they would be were it not possible
to enforce payment in this manner. :

“It appears to the committee that perhaps too many suits are being filed in our
community and a close parallel is noted in that the groups filing the greatest
number of suits are also the groups being listed-the greatest number of times in
the bankruptcy schedules. It is unfortunate indeed that in spite of the large
number -of our citizens who carry health insurance that the medical group is
forced to resort to the courts to collect their fees in so many instances. It was
noted in the survey that a majority of those bankrupting did so after having been

- sued. .
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. “The committee feels that further study of our garnishment law should be
made, for there appears to be some relation between the number of suits filed and
the number of bankruptcies filed. The fact that many persons bankrupt soon after
being sued is also a matter deserving further study.

“It is the hope of the committee that the attorneys who file the petitions are now
and that they will continue to counsel their clients with reference to the stigma
attached to bankruptcy. It is hoped that attorneys are taking full advantage of
their opportunities to advise methods of setting debts in ways other than through
bankruptcy, particularly so in those cases where the amount of debt appearsto be
so small.

“The committee admits it has no knowledge of the technical responsibility,
functions and dlseretionary powers of .the bankruptcy court, nor has it employed
counsel to advise it in such matters. It relies solely in Webster’s dlctlonary, the
elementary edition, which defines a court as a place where justice is administered
and on the old concept that he who comes into court must come with clean hands.
At least one case came to the attention of the committee where the petitioner, in
its opinion, did not go into court with clean hands. It is regrettable that th1s
should have happened.

“Now as to those who obtain goods and services on their promise to pay at a
later date and, because of their inability or inconvenience to discharge the debt
seek relief in bankruptcy court, the committee feels that in too.many cases
petltmns are filed because of poor advice or because they are mad at someone for
suing them.

“It appears from the records that many petitions have been filed when much
less drastic solutions could have been found. It also would appear that some
petitions have been filed simply because it was.an easy way out and these are the
cases which appear to indicate moral degradation.

“In former years bankruptcy was considered, except in unusual cases, a badge
of dishonor and disgrace. Although today it has lost some of its stigma, it is still
nonetheless, considered as strictly derogatory in appraising one’s fitness for trust
in financial matters. As hasbeen stated, a vast majority of the cases of bankruptey
are legitimate, but even so, many ﬁrms refuse credit solely on the basis of the fact
that the person has in some previous year bankrupted. Most mortgage companies
will refuse to take applications for the financing of homes from persons who have
bankrupted unless the failure was a long number of years ago and the person is
able to give a satisfactory explanation of the failure. Also, he must show evidence
of complete recovery, and even then it is difficult for a former bankrupt to get. a
home financed. '

“The better class retailers’ requirements are apout the same. Even those who do
extend credit to a former bankrupt do so with a wary eye to the future, and the
account is usually marked ‘watch’ until sufficient experience is had to assure them
the person is stable. They fear that 10 per cent who will bankrupt again.

“Many persons have visited the credit bureau to see Wha-t_ can be done about get-
ting that bankruptcy off my record. Their trip is in filed it becomes a part of their
permanent record and remains with them ‘until death do us part’ Many persons
claim they were ‘forced’ to bankrupt, but that they have since paid off their debts,
and some—very few—do.

“What does happen is that they pay the company holding the mortgage on the
car, otherwise they would have to give it up. They pay the note for borrowed
money on which Uncle Joe is endorser, otherwise there would be a family ‘inci-
dent.” They pay the mortgage on the furmture unless it is 80 worn out they think
the loan and finance company would not have it. They pay the installment on the
TV, otherwise it goes back to the dealer. Very very few ever pay the doctor, the
grocer, and the other unsecured creditors. ‘

“The committee concludes with the advice that bankruprtey is in many cases
the only solution to a serious financial disaster, put that it is a most serious step
for the person filing the petitmn 1t is.something that, whether jushﬁable or not,
will live to haunt the bankrupt the rest of his life.”

(Mr. James E. Moriarty, referee in bankruptey, U.S. Districty Court,
Central District of Cali omla, submitted the following material on
the various codes in California and the bill introduced by Assembly-
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woman Yvonne Brathwaite in the California Legislature pertaining to
garnishment and other material relation to her bill:) ~ :

CALIFORNIA FINANCIAL CODE

Small Loans—Section 24000 et seq.
Sections 24005 : i :
24410
24411
24412 b
24451 as amended
24452 a$ amended
24453 as amended
24454
24468 .
el k NOTES OF DECISIONS
In general 3 .
Purpose 2
Validity 1
Library references. S
" 'Pawnbrokers and Money Lenders ¢&=3.
. CJ.8. Pawnbrokers § 4. )
1. Validity ! : . e e
" “The’ Small Loan Act exempting from its operation banks, trust companies,
puilding and loan associations, industrial loan companies, credit unions, licensed
‘pawnbrokers, nonprofit agricultural cooperatives, corporations loaning money
pursuant-to Agricultural Credit Act, bona fide conditional contracts of sale in-
volving disposition of personal property when not used for purpose of evading
the Act, licensed personal property brokers, and licensed real estate brokers does
not deny “due process” and “equal protection” of law because it does not uniformly
apply to-all classes of lenders. Ex parte Fuller (1940) 102 P.2d 321, 15 C.2d 425.
The Small Loan Act does not'deny ‘“due process” and ‘“equal protection” of
law because of fact that it applies only to loans of $300 or less. Id.

2. Purpose i .

The purpose of this division was to forbid use of credit as a_ substitute for
money in what would be usurious transactions if-money were loaned directly.
Master Charge v. Daugherty (1954) 267 P.2d 821, 123 C.A.2d 700.

The purpose of legislation regulating the operations of persons procuring or
making small loans is to protect the public from lenders who would otherwise -
take advantage of the needy. People v. Vanderpool (1942) 128 P.2d 513, 20 C.2d
746. : : )

3. In general : ! g

In action by notary against employer, a personal property broker and small
loan agency, to recover notary fees, evidence that notary, under threat of dis-
charge from employment, indorsed check for fees to which she was entitled under
Personal Property Brokers Act and Small Loan Act to employees’ association
organized. by employer, supported finding that employer exercised duress upon
notary. Millsap v. National Funding Corp.  (1944) 152 P.2d 634, 66 C.A.2d 658.

§ 24001. Definitions. Unless the context otherwise requires, the definitions given
in this article govern the construction of this division. (Stats. 1951, c. 364, p.
1146, §24001.) L R

Derivation ; Stats, 1939, c. 1045, p. 2886, § 2, .

§ 24002. Broker. “Broker” includes all who are engaged in the business of nego-
tiating or performing any act as broker in connection with a loan to be made by
a lender. (Stats. 1951, c. 364, p. 1146, § 24002.). s

Derivation: Stats. 1939, ¢. 1045, p. 2886, § 2. .

§ 24003. Charges; €osts. “Charges” includes the aggregate fees, bonuses, com-
missions, brokerage, discounts, expenses, and other forms of costs, except interest
charged, contracted for or received by a lender ora broker, or any other person
in connection with the investigating, arranging, negotiating, brokering, guaran-
teeing, making, servicing, collecting, and enforcing of a loan or a forbearance
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of money, eredit,’ goods, or things in aétion, or any other service rendered. (Stats.
1951, c. 364, p. 1146, § 24003.) c : i

Derivation : Stats. 1939, c. 1045, p. 2886, § 2.~ - :

§ 24004. Charges; profit or advantage. “Charges” include any profit or ad-
vantage of any kind that any licensee may contract for, collect, receive, or obtain
by a collateral sale, purchase, or agreement, in connection with the negotiating,
arranging, making, or. otherwise in connection with any loan of three hundred
dollars ($300) or less. (Stats. 1951, c. 364, p. 1146, § 24004.)

Derivation : Stats. 1939, c. 1045, p. 2895, § 19; Stats. 1943, ¢. 251, p. 1165; § 2. -

§ 24005. Charges ; exclusion of -certain commissions. “Charges” do not include
commissions received as a licensed insurance agent or broker in connection with -
i§nsi13'a5rl'ce written as provided inSection 24466, (Stats. 1951, c. 364, p. 1146,

24005.) P o )

Derivation: Stats. 1939; c. 1045, p. 2895, §19; Stats. 1943, c. 251, p. 1165, §.2.

§ 24006. Commissioner. «Commissioner” means the Commissioner of Corpora-
tions of the State of California. (Stats. 1951, c..864; p. 1146, § 24006.)

Derivation : Stats. 1939, c. 1045, p. 2886, §2.

§ 24007. Lender. «Tender” includes.all persons who are engaged in the business
of lending their own money, credit, goods, or things in action. (Stats. 1951, c.
364, p. 1146, § 24007.) - s : Ly

Derivation : Stats. 1939, c. 1045, p. 2886, § 2.

NOTES OF DECISIONS
- In.general 1 s
Loan of credit 2

1. In general . :

Whether a finance company purchasing conditional sales contracts for auto-
mobiles and trade acceptances on accounts receivable, is doing business within
the Personnel Property Brokers Act or Small Loan Act depends on whether a
sale or a loan of money is involved, and all circumstances of a particular transac-
tion must be considered, but if there is a bona fide sale of a conditional sales con-
tract, the mere fact that there is a guarantee of payment by the seller is not in
itself enough to constitute the transaction a loan rather than a sale, nor would
an agreement to repurchase a defaulted contract itself be sufficient to make the
transaction a loan rather than a sale. 8 Ops. Atty. Gen. 157.

2. Loan of credit
Where corporation proposed to issue cards which would enable holders to pur-
chase, on credit, merchandise or service at specified business places and card
holder would sign an invoice which corporation would purchase at a discount
from 6 to 109 and corporation would bill-card holder for face amount of invoice
and collect from him, transaction would be “loan of credit” to its card holders
and corporation must procure a license as a lender before engaging in such’'a
business: Master Charge v. Daugherty (1954) 267 P. ‘24 821, 123 C.A. 2d.700.
§ 24008. Lender; broker. “Lender” and “broker,” do not include employees of
the lender or broker regularly employed at the particular location specified in
the license of the lender or broker. (Stats. 1951, c. 364, p. 1146, § 24008.)
Derivation : Stats. 1939, c. 1045, p. 2886, 8§ 2. i
- § 24009. Licensee. “Ticensee” means any lender or broker licensed under this
division. (Stats. 1951, c. 364, p. 1146, § 24009.) ;
Derivation: Stats. 1939, c. 1045, p. 2886, § 2.

CROSS REFERENCES

Cooperative corporations, generally, see Corporations Code-§ 12200 et seq. -
Nonprofit corporations, generally, see Qorporations Code § 9000 et seq.

| NOTES OF DECISIONS
1. Validity : ; < ‘

The Small Loan Act exempting from its operation; nonprofit agricultural co-
operatives, corporations loaning money pursuant to Agricultural Credits Act,’12
U.S.C.A. § 1151 et seq,, does not deny “due process’” and “gqual protection” of law
because it does not uniformly apply to all classes of lenders. Ex parte’ Fuller
(1940) 102 P.2d4 321,15 C.2d 425. ! .

§ 24052. Conditional contracts of sale. This division does not apply to bona fide
conditional contracts of sale involyving the disposition of personal property, when
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such forms of sales agreements dre not used for the purpose of, evading . this
division. (Stats. 1951, c, 364, p. 1147, § 24052.) RN b
Derivation : Stats. 1939, c. 1045, p. 2887, § 3. 2

pem o NOTES OF DECISIONS -
1. Validity 5 . ‘ L g

The Small Loan Act exempting from its operation, bona fide conditional: con-
tracts of sale involving disposition of personal ‘property when ‘not used for
purpose of evading the Act, does not deny “due process’” and “equal protection”
of law because it dges not uniformly apply to all classes of ‘lenders. Ex parte
Fuller (1940) 102 P.2d 321, 15 C.2d 425. : )

§ 24053. Personal property brokers. This division does not apply to any per-
sonal property broker or broker licensed under the Personal Property Brokers
Law," when transacting business as authorized by that law. (Stats. 1951, c. 364,
p. 1147, § 24053.) c

Derivation: Stats. 1939, c. 1045, Dp. 2887, § 3.

NOTES OF DECISIONS
1. Validity . ! S .

The Small Loan Actexempting from its operation licensed ‘personal property
brokers does not deny “due process” and “equal protection” of law because it
does not uniformly apply to all classes of lenders. Ex parte Fuller (1940) 102
P.2d'321, 15 C. 24 425., '

§ 24054. Real estate brokers. This division does not apply to any broker licensed
under the Real Estate Law, Part 1, Division 4, of the Business and Professions
Code," when rl:rans:awi:ing business as authorized by that law. (Stats. 1951, c. 364,
. 1147, § 24054.) .

Derivation: Stats. 1989, c. 1045, p. 2887, § 3.

B : NOTES OF DECISIONS
1. Validity Al o Sl ’ :

The Small Loan Act exempting from its operation real estate brokers does not
deny “due process” and “equal protection’” of law because it does not uniformly
apply to all classes of lenders. Ex parte Fuller (1940) 102 P.2d 321, 15 C.2d 425.

§ 24407. Preservation of records. Licensees shall Dreserve their books, accounts,
and records, ineluding_ cards used in the card system, if any, for at least two
years after making the final entry on any loan recorded therein. (Stats. 1951,
¢. 364, p. 1150, § 24407.) ' )

- Derivation : Stats. 1939, c. 1045, p. 2891, § 14.

§ 24408. Annual report. Bach licensee shall file a report with the commissioner
annually on or before the fifteenth day of ‘March, giving such relevant informa-
tion as the commissioner reasonably -requires concerning the business and opera-
tions during the preceding calendar year of each licensed place of business within
the State conducted by the licensee. The report shall be made under oath and in
the form prescribed by the commissioner. (Stats. 1951, c. 364, p. 1150, § 24408.)

Derivation : Stats. 1939, c. 1045, p. 2891, § 14.

CROSS REFERENCES

Annual examination by commissioner, see § 24603.

§ 24409. Composite of amnual reports. The commissioner shall make and file
annually with the Division of Corporations as a public record a composite of the
annual reports and any comments on the reports that he deems in the public
interest. (Stats. 1951, ¢. 364, p. 1150, § 24409.) ‘

Derivation : Stats. 1989, c. 1045, p. 2891, § 14.

§ 24410. False or misleading advertising. No person shall advertise, print, dis-
play, publish, distribute, or broadcast or cause to permit to be advertised, printed,
displayed, published, distributed, or broadecast, in any manner any statement or
representation with regard to the rates, terms, or conditions for making or
negotiating loans, which is false, misleading, or deceptive, or, in the case of a
licensee, which refers to the supervision of such business by the State or any
department or official of the State. (Stats. 1951, c. 364, p. 1150, § 24410.)

Derivation : Stats. 1939, c. 1045, p. 2891, § 15.

1§ 22000 et seq.
1 Business and Professions Code:§ 10000 et seq.




