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DEBT ADJUSTING BUSINESS

THURSDAY, SEPTEMBER 14, 1967

House oF REPRESENTATIVES,
SuscommrrTeE No. 5 OF THE
CoMMIrTEE ON THE DIsTRICT OF COLUMBIA,
Washington, D.C.

The Subcommittee met, pursuant to notice, at 10 o’clock a.m. in room
1310, Longworth House Office Building, Hon. B. F. Sisk (Subcommit-
tee Chairman) presiding.

Members Present: Representatives Sisk (Chairman), Whitener,
Walker, Horton, and Gude, also Representative Broyhill.

Also Present: James T. Clark, Clerk; Hayden S. Garber, Counsel ;
Donald Tubridy, Minority Clerk; and Leonard O. Hilder,
Investigator.

Mr. S1sk. Subcommittee No. 5 will come to order.

The first order of business before the Subcommittee this morning has
to do with the subject of debt adjusting. There has been a considerable
amount of discussion about apparent. problems that have developed in
the District of Columbia regarding this subject. Over the last several
Congresses legislation has been introduced dealing with this subject.
Eavrly this session a bill, H.R. 8929, was introduced by our colleague
from Michigan, Mr. Diggs, calling for the regulation of the debt
adjustment business in the District. Without objection I will ask that
that bill be made a part of the record.

Later a bill, H.R. 9806, was introduced by our colleague from Vir-
ginia, Mr. Broyhill, to prohibit the business of debt adjustment. With-
out objection, that bill will be made a part of the record at this point.

(H.R. 8929 and H.R. 9806 follow :)

[H.R. 8929, 90th Cong., 1st sess., by Mr. Diggs on April 20, 1967]

A BILL To regulate the business of debt adjusting in the District of Columbia other than
as an incident to the practice of law

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That as used in this Act the term-—

(1) “Debt adjusting” means an activity, whether referred to by the term
“pbudget counseling”, “budget planning”, “budget service”, “credit advising”.
“debt adjusting”, “debt counseling”, ‘“debt help”, “financial adjusting,”
“financial arranging”, ‘prorating”, or some other term of like import, which
involves a particular debtor’s entering into an express or implied contract
whereby the debtor agrees to pay an amount or amounts of money periodically
or otherwise to a person who agrees, for a consideration, to distribute such
money among specified creditors in accordance with a plan agreed upon be-
tween the debtor and the person to whom the debtor makes or agrees to make
such payments.

(2) “Person” does not include an individual admitted to the bar of the
United States District Court for the District of Columbia.

1



2 DEBT ADJUSTING BUSINESS

“(8) “Partnership” does not include a partnership all the members of which
“areadmitted to the bar of the United States District Court for the District of
Columbia, }

Sec. 2. (a) No person, partnership, association, or corporation shall engage
in the business of debt adjusting in the District of Columbia other than under
the conditions and subject to the restrictions contained in this Act.

(b) Any person engaged in debt management shall be-deemed to be rendering
financial planning service, but this Act shall not apply to the following when
engaged in the regular course of their respective businesses and professions.

(1) Attorneys at law. .

(2) Banks and fiduciaries, as duly authorized and admitted to transact
business in the District of Columbia and performing credit and financial
adjusting in the regular course of their principal business.

(3) Title insurers and abstract companies, while doing an escrow business.

(4) Employees of licensees under this Act. )

(8) Judicial officers or others acting under court orders. i
.+ (8) Nonprofit religious, fraternal, or cooperative organizations offering
debt management service exclusively for their members.

(c) After January 1, 1964, it shall be unlawful for any person to engage in
tl}:e kglsiness of debt management without first obtain a license as required in

“this Act.

) (d) ‘Any person desiring to obtain a license to engage in the debt management
buginess in the District of Columbia shall file with the Board of Commissioners
an application in writing, under oath, setting forth his business name, the exact
location of his office, names and addresses of all officers and directors if an
association or a corporation, and if a partnership, the partnership name and the
names and addresses of all partners, and a copy of ‘the certificate of assumed
name or certificate of copartnership or articles of incorporation. At the time of
filing"the application the applicant shall pay to the Board of Commissioners a
license fee of $50 for each office and an investigation fee of $100. At the time
of filing the application the applicant shall furnish a bond to the people of the
District of Columbia in the sum of $5,000, conditioned upon accounts entrusted to
such person engaged in debt management, and-their employees and agents. The
bond or bonds shall be approved by the Board of Commissioners and filed in
their office. No person, firm, or corporation shall engage in the business of debt
management until a good and sufficient bond is filed in accordance with the
provisions of this Act.

(e) Bach licensee shall furnish with his application a blank copy of the
contract he intends to use between himself and the debtor and shall notify the
Board of Commissioners of all charges and amendments thereto.

(f) The license issued under this Act shall expire on December 31 next
following its issuahce unless sooner surrendered, revoked, or suspended, but
may be renewed as provided in this-Act. . :

(g) 'The application shall be accompanied by an appointment of the Board
of Commissioners as agent of the applicant for service of process in the District
of Columbia. Service upon the Board of Commissioners shall be sufficient service
upon any licensee under this Act.

(h) Upon the filing of the application and the payment of the fees and the
approval of the bond, the Board of Commissioners shall investigate the facts,
and if they find that the financial responsibility, experience, character, and gen-
eral fitness of the applicant and of the members thereof, if the applicant is a
partnership or an association and of the officers and directors thereof, if the
applicant is a corporation, are such as to command the confidence of the com-
munity to warrant belief that the business will be operated fairly and honestly
within' the purposes of this Act and that the applicant or the applicant and the
‘members thereof ‘or the applicant and the officers and directors thereof have not
been convicted of any crime involving moral turpitude, or that such person has not
had a record of having defavilted in the payment of money collected for others,
including the discharge of such debts through bankruptey proceedings, the Board

- ‘of Commisgioners shall issue the applicant a license to engage in the debt man-
agement business in acccordance with the provisions of the Act. The Board of
Commissioners may require as part of the application a credit report and other
information.

(i) Bach licensee on or before December 1, may make application to the Board
of Commissioners for renewal of its license. The application shall be on the form
prescribed by the Board of Commissioners and shall be accompanied by a fee of
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$50, together with a bond as in the case of an original application. A separate appli-
cation shall be made for each office.

Sec. 8. Any person lawfully engaged in debt management in the District of

Jolumbia of at least two years immediately prior to the effective date of this Act
shall be entitled to receive a license within the provisions of this Act by filing an
application, furnishing a bond, and paying the annual fee as herein specified
within ninety days after the effective date of this Act.

SEc. 4. (a) The Board of Commissioners may deny, revoke, or suspend any
license issued or applied for under this Act for the following causes:

(1) Conviction of a felony or a misdemeanor involving mortal turpitude.
(2) For violating any of the provisions of this Act.
A (3) For fraud or deceit in procuring the issuance of a licenge under this
ct.
(4) For indulging in a continuous course of unfair conduct.
(5) For insolvency, filing in bankruptey, receivership, or assigning for the
benefit of creditors by any licensee or applicant for a license under this Act.

(b) The denial, revocation, or suspension shall only be made upon specific
charges in writing, under oath, filed with the Board of Commissioners, whereupon
a hearing shall be had as to the reasons for any denial, revocation, or suspension
and a certified copy of the charges shall be served on the licensee or applicant for
license not less than ten days prior to the hearing.

(¢) No license shall be transferable or assignable.

Sec. 5. Each licensee shall make a written contract between himself and a
debtor and immediately furnish the debtor with a true copy of the contract. The
contract shall set forth the complete list of debtor’s obligations to be adjusted, a
complete list of the creditors holding such obligations, the total charges agreed
upon for the services of the licensee, and the beginning and expiration date of the
contract. No contract shall extend for a period longer than twenty-four months.

SEc. 6. Bach licensee shall maintain a separate bank account for the benefit
of debtors in which all payments received from the debtor for the benefit of cred-
itors shall be deposited and in which all payments shall remain until a remittance
is made to either the debtor or the creditor. Every licensee shall keep, and use in
his business, books, accounts, and records which will enable the Board of Com-
missioners to determine whether such licensee is complying with the provisions
of this Act and with the rules and regulations of the Board of Commissioners.
Every licensee shall preserve such books, accounts, and records for at least seven
years after making the final entry on any transaction recorded therein.

SEc. 7. (a) The Board of Commissioners may examine upon five-day notice
given the licensee the condition and affairs of said licensee. In connection with
any examination, the Board of Commissioners may examine on oath any licensee,
and any director, officer, employee, customer, creditor, or stockholder of a license,
concerning the affairs and business of the licensee. The Board of Commissioners
shall ascertain whether the licensee transacts its business in the manner pre-
scribed by law and the rules and regulations issued thereunder. The licensee shall
pay the cost of the examination as determined by the Board of Commissioners.
which fee shall not exceed the sum of $50 per day of examination; said fee shall
be deposited in the Treasury of the United States to the eredit of the District of
Columbia. Failure to pay the examination fee within thirty days of receipt of
demand from the Board of Commissioners shall automatically suspend the license
until the fee is paid.

(b) In the investigation of alleged violations of this Act, the Board of Com-
missioners may compel the attendance of any person or the production of any
books, accounts, records, and files used therein; and may examine under oath all
persons in attendance pursuant thereto.

SEc. 8. (a) The fee of the licensee shall be agreed upon in advance and stated
in the contract and provision for settlement in case of cancellation or prepay-
ment shall be clearly stated in the contract. The fee of the licensee shall not ex-
ceed 12 per centum of the total indebtedness of the debtor. The fee of the licensee
shall be prorated monthly over the life of the contract. In addition to the pro-
rated amount, the licensee shall be allowed to deduct from the first month pay-
ments a reasonable amount for filing fees, said amount not to exceed $25. In the
event of total payment of the contract before the term of the contract has ex-
pired, the licensee shall be entitled to an amount equal to not more than 25 per
centum of the remaining fee.

(b) Each licensee shall—

(1) Keep complete and adequate records during the term of the contract
and for a period of seven years from the date of cancellation or completion
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of the contract with each debtor, which records shall contain complete infor-

- mation regarding the contract, extensions thereof, payments, disbursements,
and charges, which records shall be open to inspection by the Board of Com-
missioners during normal business hours.

(2) Make remittances to creditors within two working days after receipt
of anhy funds, less fees and costs, unless the reasonable payment of one or
more of the debtor’s obligations requires that such funds be heid for a longer
period so as to accumulate a sum certain.

(3) Upon request furnish the debtor a written statement of his account
each ninety days, or a verbal accounting at any time the debtor may request
it during normal business hours. )

(¢) No licensee shall accept an account unless a written ‘and thorough budget
analysis indicates that the debtor can reasonably meet the requirements required
by the budget analysis.

(d) - In the event a compromise of a debt is arranged by the licensee w1th any
one or more creditors, the debtor shall have the full benefit of that compromls&

(e) No liecensee shall-—

(1) Purchase from a creditor any obligation of a debtor.

(2) Operate as a collection agent and as a licensee as to the same debtor s
account,

(3) Execute any contract or agreement to be signed by the debtor un-
less the contract or agreement is fully and completely filled in and finished.

(4) Receive or charge any fee in the form of a promissory note or other
promise to pay, or receive or accept any moritgage or other security for any
fee, both as to real or personal property.

. (b)) Pay -any bonus or other consideration to any person for the referral of
a debtor to his business nor shall he accept or receive any bonus, commission,
“or other consideration for referring any debtor to any person for any reason.
{6) Advertise his services, display, distribute, broadcast, or televise or
permit to be displayed, advertised, distributed, broadcasted, or televised his
gervices in any manner incongistent with existing law.

SECc. 9. (a) Any person, partnership, association, corporation, or any other
group of individuals, however organized, or any owner, partner, member, officer,
director, employee, agent, or representative thereof who willfully or knowingly
engages in the business of debt management without the license required by this
Act; is guilty of a misdemeanor and shall be fined not more than $1, 000 for each
Vlolatlon or imprisoned for not more than six months, or both,

“(b) Any licensee under this Act who violates any provision of this Act is guilty
of a misdemeanor and shall be fined not more than $1,000 for the first offense,
and for each subsequent offense a like fine or imprisonment not to exceed one year,
or both:

(¢) Prosecution for violations of this Act shall be conducted in the name of
the District of Columbia by the Corporation Counsel or any of his assistants.

[H.R. 9806, 90th Cong., 1st sess., by Mr. Broyhill on May 9, 19671

A BILL To prohibit the business of debt adjusting in the District of Columbia except as
an incident to the lawful practice of law or as an activity engaged in by a nonprofit
corporation or association

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That as used in this Act the term—

(1) “Debt adjusting” means an activity, whether referred to. by the term
“budget ecounseling”, “budget planning”, “budget service”, “credit advising”,
“debt adjusting”, “debt counseling”, “debt help”, “financial adjusting”, “financial
arranging”, “prorating” or some other term of like import, which involves a
particular debtor’s entering into an express or implied contract whereby the
debtor agrees to pay an amount or amounts of money periodically or otherwise
to a person who agrees, for a consideration, to distribute such money among
specified creditors in acocrdance with a plan agreed upon between the debtor
and the person to whom the debtor makes or agrees to make such payments.

{2) “Person” does not include an individual admitted to the bar of the United
States District Court for the District of Columbia.

(3) “Partnership” does not include a partnership all the members of which
%mi ad:)nltted to the bar of the United Stateg District Court for the District of

olumbia




DEBT ADJUSTING BUSINESS 5

Sec. 2. Except as provided in section 3, no person, partnership, association, or
corporation shall engage in the business of debt adjusting in the Distiret of
Columbia.

Sec. 8. The provisions of this Act shall not apply to those situations involving
debt adjusting incurred incidentally in the lawful practice of law in the District
of Columbia nor shall anything in this Act be construed to apply to any nonprofit
or charitable corporation or association which engages in debt adjusting even
though the nonprofit corporation or association may charge and collect nominal
sums as reimbursement for expenses in connection with such services.

Sec. 4. (a) Whoever violates section 2 of this Act shall be subject to a fine of
not more than $1,000 and to imprisonment for not more than six months, or to
both.

(b) Prosecutions for violations of this Act shall be conducted in the name of
the District of Columbia by the Corporation Counsel or any of his assistants.

Mr. Sisk. The Subcommittee, of course, will try to determine as
nearly as we can the facts regarding this subject and what would be in
the best interest of the people of the District of Columbia. Upon the
development of the facts, to the extent that we can, the Committee, T
feel sure, will proceed accordingly.

Also at this time we will make a part of the record, without objection,
a series of articles entitled “Debtor Beware,” written by Miss Miriam
Ottenberg, Staff Writer of the Washington Star, dealing with the
subject of debt adjusters.

(The series of articles follow :)
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By Pulitzer Prize Winner
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STAR STAFF WRITER

A series exposing
the “debt-consolidating” firms
in the Washington area
published by

The Washington Star
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DEBT ADJUSTING BUSINESS

| The Series

'DEBTOR BEW ARE

* Payments Adjustor
‘Won't Solve Your
Money Problems

By MIRIAM OTTENBERG

Star Staff Writer )
A and his wife burdened with

! further
because his overtime stopped when he

entered the police academy, also t -

help from a so-called debt adjustor.

}u id-in more than $250 before he

out only a few dollars had
reached a creditor.

A day worker, who prided herself on
paying her bills promptly, listened to a
debt adjustor’s advertising and figured
she could save interest if she paid off
everything in six months instead of 12.
She wound up paying more interest
because. the debt adjustor neglected the
first month’s payment to take out his
fee. .
These are typical victims of the debt

adjustors, debt poolers, debt consolida-

tors or pro-raters now preying on
Washington area families. They are
called by those names—and a few less
flattering ones, such as parasites and

profiteers of poverty.
Actually, *re not interested in the
true poverty . They prefer people

with a regular paycheck and a conscien-
tious degire to extricate themselves
from a mire of debt.

They promise to consolidate bills into

{ one low monthly payment the customer
can afford, avoid garnishments-and free
the customer to live happily ever after.
They put in no money of their own—no
loan, 'no advance, nothing out of theéir
pockets.

For sending each creditor something

. —if the customer keeps pa;

Y ying—they
charge a “filing” or “installation” fee

of $25 more plus a percentage of the
" debt they are ‘‘adjusting”—usually

from 12 to 15 per cent.

If the customer stays with the adjus-
ter to the end—and that’s a big if—he
may get his “filing” fee back, but from
everything The Star could find out, he’ll
never get back a unsullied credit rating.

Debt consolidators are capitalizing on
the money problems that have made the
personal bankruptcy rate sour across
the nation, filled the divorce courts with
debt-prompted family crises and contri-
butea to suicides, alcoholism and men-
tal illness. The runaway family debts
that prompt these excesses are usually
blamed on too-easy credit, too avail-
able charge accounts, the plethora of
c;oﬁdit c:rds and the go-now-pay-later
p y.

Problems that are unique to the

Washington area make - the Nation’s
Capital even more attractive to the debt
adjustors. Here find the transients
-~Government people coming and going
with each ~ administration, service
,m putting in their tour of duty
' the Potomac, people who run
into heavy debt while closing their
home -back home and finding a place to
live close to schools and stores here.
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In the Washington area also they find
the innocent and the ignorant, the
Southern families migrating northward,
the small-town girls i vern-
ment typewriters in the big city.

The largest of the debt firms now
doing business in this area, Credit
Advisors, Inc., has described its cus-
tomers as ‘“debtors who are relatively
unsophisticated in matters relating to
their outstanding debts, interest rates,
penalty charges and the like.”

The description was given in asuit
filed here last month by Credit Ad-
visors against another debt adjuster—
Credit Budget, Inc. In the course of ac-
cusing its competitor of “‘unfair com-
petition and. ‘“misappropriation of
trade secrets” Credit Advisors pulled
back a bit of its own veil of secrecy.

In the suit, Credit Advisors empha-
sized how much it had spent on adver-
tising and how much value it placed on
its advertising copy used “repeatedly
and successfully.”

Without saying how much it harvested
from “extensive advertising,” Credit
Advisors charged that its competitor
had already derived “large income,
profits and advantages” which rightful-
ly belonged to Credit Advisors.

The suit predicts the future will find
more rather than fewer debt consolida-
tors in the Washington area. Credit
Advisors says Credit Budget is going to
ex;mnd its debt adjustment business
unless restrained.

The court action was cited by Credit
Advisors’ local attorney as the reason
why the firm couldn’t answer any of a
dozen questions asked by The Star
‘about its methods of operations—easy
questions like how much time the
“‘counselors” spend on a customer and
whether they ever give the customer a
budget to follow to help get himself out
of debt and why they don’t say in their
ads how long it will take to pay off a $1,-
000 debt at $15 a week.

Since Credit Advisors wouldn’t talk,
The Star got the answers to these and
other questions from the customers.
None of those interviewed had ever
been given a budget to follow. More
time reportedly was spent by the coun-
sellor on how much money the custom-
ers could pay to Credit Advisors than
how they were going to live on what
was left. As for how long it would take
to pay off a $1,000 debt at $15 a week,
the answer was obvious—a discouraging

- span of months, particularly after

interest. and Credit Advisors’ fees were
piled onto the indebtedness.

There was no point in even asking
about the advertised promise of ‘‘gar-
nishments avoided” after The Star
learned one creditor after another has

from 12 to 15 per cent.

If the customer stays with the adjus-
ter to the end—and that’s a big if—he
may get his “filing” fee back, but from
everything The Star could find out, he’ll
never get back a unsullied credit ratine.

for deceptive acts, although salaries

continue to be garnisheed and automo-
biles repossessed despite the services of
the debt consolidators, the bait of a
debt-free future continues to lure cus-
tomers here.

Adjustors Increasing

Despite a widespread impression that
the debt consolidators are on the wane
here, The Star found just the opposite
to be true. -

The regional credit sales manager of
a national chain of department stores
reported more of the store’s customers
in this area had become involved with
the debt adjustors in the last two or
three years than ever before. He attri-
buted the rise to the ‘tremendous
advertising program.”

Department stores, discount ap-
pliance stores and finance companies in
the area all note a growing trend
toward the debt consolidators—a trend
they don’t like at all.

Why are more debt adjustors thriving
here when they’re on the wane in many
states? They came to Washington after
they were outlawed or at least regulat-
ed elsewhere. Debt adjusters by any.
name are banned in 21 states, including
Virginia. They are regulated in 10 other
states, which discourages some—but not
all—of them.

Rhode Island is among the states that
prohibit them but several outfits oper-
ate a mail order business from there,

- getting their customers from every-

where but Rhode Island through magaz-
ine and newspaper advertising. Since
they can operate freely here, at least
one of these Rhode Island-based outfits
lists a Washington address and tele-
phone number. Repeated calls to that
number have produced nothing but a
tape recorded announcement of a
number to call—a Rhode Island num-
ber.

Ban in Baltimore

Debt adjusting firms are banned in
Baltimore, which is one reason why
more of them are opening for business
in nearbh Maryland. Credit Advisors of
Baltimore, Inc., now operates from Mt.
Rainier, Md., and another has estab-
lished itself as Credit Advisors of
Laurel, Md.

Unprotected by any law, Washington
and nearby Maryland debtors likewise
lack the free budget counselling service
that puts the paid debt adjustors out of
business almost as fast as a law.
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When a man, free of charge, can get
counselling on his debts and expert help
in reducing his indebtedness to a mana-
gable level, when all he can afford to
g:y on. his debts goes to his creditors,

has no use for a paid debt adjuster.

DEBTOR'BE'WARE

Some 63 communities across the coun-
try provide that free service to debtors
now—but not Washington.

That's why we have become a haven
for debt adjusters.

Adjusters Shunned
By Most Creditors

By MIBIAM OTTENBERG
: ‘star Staff Wﬂm
Debt. consolidators can’t
guarantée protection - from:
garnsihment ‘and dunniig be-

‘cause “most creditors refuse to

do_business with them, .a Star
survey shows.:

The survey  covered- depart )
‘ment and discount stores,
‘areawide
. national ' chains; credit unions

chain  stores and

and banks, finance and. loan
companies—a cross-secuon of
creditors.

Although the stores and some
lenders accept partial payments
sent in by the debt adjusters,

they will continue to dun the

debtor, not the adjuster, if a

regular payment is missed.

When a -customer tells his
creditors-a debt arranger is now
handling the bills, the reply is
always the same; “Our contract
is with you, not anybody else.”

That’s why the Washington
Better Business Bureau suggests
to anyone asking about debt
consolidators that the check
with his creditors before signing
up with-a debt adjusting firm. In
most cases, the BBB is aware,
the creditor will discourage him
from signing.

‘‘You should understand,” the
BBB answers inquiries, “that if
you go to a bill consolidator with
ﬂ) ,greditors, you come out with

The debt adjusting agency
theoretically pools or consoli-
dates a debtor’s bills and
rates what the debtor can ord
to pay among all 'his creditors.

That would mean a slice for
each of them which, in theory, a
creditor would accept eagerly to
recover something on an over-
due bill. Also theoretically, the
‘size of the payments is worked
“out through days or even weeks
of negotiation stween the bt

_adjusterand credwors.

But that's only in theory. In
?h ractice, the adjuster just sends
e

creditors a form saying what

they’re going to ‘receive and
asking them to accept it. All the

eredftors checked by The Star

said ﬂaﬂg they throw away the
form and make no agreement
thh the paid ad]mters

Orie went even further While
talking with The Star, a finance
company creditor = manager|
found in his mailanotxcefroma

- @ebt- adjuster . that he would

receive $5 a month in payment
for a $174 television set-bought
only two months earlier.

back,” the credit manager said.

- “We just checked this custom-

er’s credit in February. If he
can’t pay $17 a month now, we’ll

have to take back the set.”
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Stores Willing to Help

All stores checked by The Star
said if the debtor had told them
he was in trouble and wanted to
pay less until he was over the
hump, they would have gone
along with him if at all possible,

And usually it’s possible.

Unless the debtor is a known
deadbeat who shouldn’t have
been allowed to buy on credit in
the first place, most stores will
skip one or two payments until a
customer gets back on his feet
ansd tack those payments onto
the end of the bill. Or they'll
accept token payments for a
while.

Banks may be able fo arrange
refinancing. Credit unions will
help through counseling and
negotiating with other creditors.
Some merchants will cooperate
with customers faced with an
unexpected éxpenses by taking
back the merchandise and
marking it as a cancellation—
saving their customer the stigma
of a bad debt. o

Several businessmen stressed
that the man or woman who
goes to a debt consolidator. is
usually the very type who would
get the most sympathetic hear-

‘ing from his creditors because

he’s conscientious about his
debts and concerned about
maintaining his credit.

* More than one creditor added,
however, that a debtor ruins his
credit by seeking the help of
paid adjusters. A loan company
spokesman said he will never
approve another loan. for any
customer who has gone to a debt
consolidator.

Some stores with complex
bookkeeping systems expressed
concern-for customers lulled into.
a false sense of security when
they assume the debt consolida-
tor has taken care of everything
because they are not dunned: It
may be as much as three
months before a store’s account-
ing machinery catches up with
the debt consolidator’s shrunken

payments and the -debtor is
dunned.

A mail order house com-
plained that customers who go
to debt adjusters here may not
get credit even for the short
payments because the checks
come in without the bill, without
the customer’s code number and
sometims even without his home
address.

Several creditors have been
made ruefully aware that the
debt consolidators instruct their
customers to have nothing to do
with their creditors. It doesn’t
make a.store official any hap-
pier to have a telephone banged
down when he calls someone
who owes him money.

Creditors don’t like a middle-
man coming between them and
their customers. They don’t like
hearing a customer say,“Butl

" paid the debt pooler every week,

1 don’t understand why he hasn’t
paid you.” And creditors recog-
nize with the cynicism born of
experience that the creditor who
screams the loudest and duns
his customers the most will get
the largest slice of the available
nfxoney. They don’t like any part
of it.

A number of firms make a
practice of telephoning a cus-
tomer as soon as a debt consoli-
dator sends in the notice that
from now on the consolidator
will be paying the bill—or part
of it. Credit managers urge their
customers to get clear of the
debt adjusters. They point out
that the customer could pay off
his smaller bill§ with the money
he’s paying these pedple to write

checks for him._
The A‘I’%CIO Executive
Council has gone on record

against the debt adjustment
business as an arrangement

which, in too many cases has

turned out to be an ‘“‘abusive
scheme” for deceiving and
overcharging the debtor.

The debt adjuster, the council ’

said, frequently imposes a

11
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heavy economic burden on the

already overloaded debtor who
gets no- effective relief in return
sirice his property may be seized
and his salary attached anyhow.
: Even the best intentioned and
most - extensively regulated
prorater, it was found, can't
render - effective relief without
the’ eonsent of the credifors. -
Since The Star found that most
¢reditors’ here don’t consent and
the proraters are free to operate
any way they want here, labor’s
warning is particularly mean-
ingful in the Washington area.

"A formal statement from the
AFL-CIO ' executive - council
concluded: *“The AFL-CIO,
therefore, is of the view that the -
debt .. adjustment . business,

-regulated or unregulated, is not

‘economically. or socially desira--
ble as -a commercial activity
and should be eliminated.”

The statement came out in
1961 and Leo Perlis, national
-director of the AFL-CIO art-
ment -of Community Services,
said that’s still the official
position. .

“We’re against debt consolida-
tors,”: - he explained, ‘because
they add- anether debt on top of -
all the others. They don’t solve -
the problem.”

*-Story of One Brochure

The largest of the debt adjust-
ing chains tries to give the
that the Labor,
Department takes a different

_view, The Barden Investment

Management Corp., which is
under the same ownership as
Credit Advisors, Inc., issued a

- brochure which played up this

quotation ' from the Labor De-
partment’s Bureau of Labor
Standards: _

“If honestly operated, these
agencies can perform a real
service for persons deeply
nmeshed in debt.”

The quotation, it developed,
was only a fragment of the

" whole message, like the one

favorable line in a column-long
anfavorable movie review.

The “if honestly operated”
sentence was followed immedi-
ately by this: “Unfortunately,
this has not always been the
case. Sometimes the money has
not been paid to the creditors at
all, or only part of it paid.

Frequently, creditors refuse to

participate in the debt pooler’s
plan but the agency does not so
notify the debtor.

“On _many occasions the debt
poolers have paid themselves:
their entire fee first, and it has;
been some time before money
was available to pay the credi
tors.

‘‘Accepting the services of a
debt _pooler has not - always
prevented garnishment proceed-
ings. Frequently the debtor finds
that instead of getting out of
debt, he simply has another
creditor—the debt pooler.

“Because of the distress
caused by unethical debt pool-
ers, many states have found it
necessary to take legislative
action.”

The . debt consolidator’s bro-
chure which neglected to include
this ?art of the Labor Depart-
ment’s statement waxed en-
thusiastic aboat the debt man-
agement company’s contribution
to the debtor’s welfare.

“Perhaps the agencies (sic)
most . important - function,” the
Barden brochure stated, “is
feroviding the debtor with a

arning experience. With help,
the debtor learns by the judi-
cious handling of his monies to
unentangle himself from the
nightmare of oppressive debts.
He finds himself no longer a
victim of a too. easy credit
system; but, instead, master of
his own financial ship.”

Maybe, but The Star found a
number of debtors whose
“learrning experience” consisted
of plungin, per into debt by
dealing with a paid debt adjus-
ter,
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DEBTOR BEWARE

Consolidation Firms
Increasing Clientele

By MIRIAM OTTENBERG
Star Staft Wrker

One large mail order house
reports more customers . are
getting involved with ‘debt: ad-
justers in ‘the Washington area
than anywhere else in the Maine-
to West Virginia region.

Like area business leaders,
the mail order. company spokes-
man noticed more debt-con-
solidated 'customers here now
than two or three years ago.

Nobody knows exactly how
many debtors have signed up
with the adjusters here, but the
largest of them, Credit Advisors,
Inc., claims to have 5,000 cus-
tomers in. the city and nearby
Maryland. ,

Credit Adwisors, however, has
no monopoly on customers, as
dozens of complaints reaching
The Star indicate.

In The Star’s collection of
complainers are several who
blame their financial nightmare
on a'firm manned most days by
an answering service. Before
getting into the debt adjusting
business, the owner of this firm
pleaded guilty to mail fraud in
Baltimore in 1965 and received
a suspended sentence. _

Others are still smartilig
under losses suffered fiom
two firms convicted here last
year. Some complained of being
plunged deeper into debt By
newer arrivals in this wide-open
market, while several blamed
the loss' of their cars and .their
credit on firms that have now
moved on.

Among those who brought
their troubles tfo -The "Star’s

Action Line was one involved.

84-181 O - 67 ~ 2

by long distance. A divorcee
with three children to support,
she agreed to pay $35 a week
to Nationwide Acceptance, Inc.,
on the understanding that the
firm would start paying her
bills as soon as she sent in her
first payment and payment
books

When her first payment pro-
duced nothing but duns from
#er ~creditors, she scrambled to
find money to pay them and
started trying to get her $35
back from the debt consolidator.
Calling the firm’s Washington
office brought only a tape-re-
corded message to telephone a
number in Cranston, R.I. Na-
tionwide is one of several debt
adjustment outfits now being
investigated by the Postal In-
spection Service.

)X n _Line
opiplainers, tar, dis
dovered other debtor victims

checking  Neighborhood

Legal Services offices, credit
ms and creditors who took
Y. l:n families in financial
S,
_ ‘A number of those interviewed
gpoke of other families they
knew who had also been vic-
timized and sometimes forced
to pay up to $150 to extricate
themselves from the debt con-
sqlidater. More often than not,
however, these victims don’t
complain publicly.

Suffer in Silence

Attorneys, -counsellors and
investigators gave  various
reasons why victims suffer in
silence. One said victims have
been so brain-washed by fast-
talking debt adjusters that they

13
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are easy to convince that what-
ever went wrong was their own
fault. - Thus,
start dunning them again, the

. debt adjustet -often says they

are to blame for missing a pay-
ment. Since they have no re-

ceipts to prove they paid, they

swallow the story.

Others know they have been
taken but are too ashamed to
tell angonef either that they
sought ‘help with their debts or
put. their trust in the wrong
place.

What makes them turn to a
debt adjuster? Either misman-
agement or misfortune has
overstrained their resources.
They may have over-extended
themselves because credit is
too easy to get and have long
forgotten the old maxim about
not buying anything you: can’t
afford. ;

Bordeﬂng on Panic

Just as.often, however, a
ls,uddgtillness in the.fa‘llmily léas
r'ou; unexpected demands.
Or income has shrunk through
lost overtime or lay-off. They
are strapped but not poverty-
stricken. Most - of the victims
interviewed were in the $6,000
to $10,000 income class. Some

- made a bit less and, at the other

end of the scale, ‘an $18,000

‘Fear bordering on - panic
drove them to the debt poolers.

Some were afraid of being

_fired because most large em-

ployers follow a standing rule

“ that if garnishment proceedings
are started against an employe,

out-he goes.

Some feared the car they had
to' have for their work would
be repossessed. :

" And some worried about their

credit—the charge accounts
they counted: on-to keep their

‘children fed and clothed.

hey could see debts mount-
ing. ey knew: they couldn’t

when  creditors

pay all the bills, that the next
notice of an overdue account
would be less polite. Some in
sensitive government jobs wor-
ried ‘about losing their security
oecs pressed.but looking to
4 pr d. ng -

the  future was the engaged
couple who wanted to -start
m'arri:d life lii: solvaent ybilnesset;f-
hess by pooling and paying of

all their bills now. They not
only got further but
nearly lost the groom’s car.
" Youthful inexperience brought
some of the victims to the pro-
raters. A 17-year-old couple,
just married and up to their
necks in debt for trousseaw and
furniture, thought the debt.con-
solidator would pay off all their
bills at once and then they

The young-people Were about
to. pay their $59.32 instaliment
on their car but the debt-ad-
justing salesman told them to
give him the money and: he
would take care of it. There-
affer, they started sending the
debt consolidator a $31 ‘money
order each week.

They had paid out more than
$250, when they began getting
calls from everybody they owed.
Their friend, the debt adjuster,
told them not to worry because

he was taking care of every-

thing. »

The rude awakening ' came
when the bride’s mother, who
had signed for the car because
the girl was under age, ‘was
called at her job and informed
that her salary would be gar-
nisheed if she didn’t make a car
payment at once. '

In three months, the debt
consolidator had paid $7 on the
car—not even the $59.32 install-
ment the couple had turned
over to him on the night they
signed his debt adjusting con-
tract. :

In almost every case. inves-
tigated by The Star where the
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debtor lost by dealing with a '

debt adjuster, genuine coun-
seling and some frankness with
creditors would have given the
story a different ending. But
their fear and desperation made
the debtors tongue-tied and
wary of their creditors.
Sometimes, a fellow worker
will convince someone a debt
ler will solve all their money
problems just as his own prob-
lems have been solved. That’s
how a Rockville couple with a

ew baby got involved. .
"The young mother said a man

at her husband’s place of work
told him how much help he was
getting from a debt consolida-
tor. She didn’t know then that
the debt tirm would deduct from
$5 up to $100 from a debtor’s
bill as a reward for referring
other customers. :

She and her husband signed
a coniract to pay ‘$43 a week
until all. their bills were paid.
Within a month, they were being
dunned by their creditors. The
debt . consolidator told her the
creditors were just trying to get
more money out of her and she

‘ &asn’t to pay .any attention to
em,

Trailer. Repossessed

“Then, on May 6, 1968, the
wife said, ‘“‘our trailer was re-
possessed. The man gave us 15
minutes to get our furnityre
and baby. out of our home. A
few weeks later, our car was
taken from us. I called all our
creditors and found that none
of them had gotten any of the
money we paid to the debt ad-
juster. .

“We lost everything we had.
Our - credit “was -ruined. We
didn’t even have money for
food. It’s been over a year now
and we’re just getting -back on
our feet, I'm glad of just one
thing. I think I weuld kill my-
se-if I had taken even $5 to
refer anyone else to these
people.”

Another young couple also
learned the hard way. In seven
years of marriage, they had
never been in a financial bind
until moving expenses ate up
their reserves and a debt pooler
promised to bring their bills up
to_date.

“This man sounded on the
up-and-up but after 1 started
paying out $65 every two weeks,
the bills I received were the
same or larger than the ones I
‘had before I started,” the hus-
band said,

; Bank Sends Letter

“These people gave me the
impression that all my creditors
would be satisfied immediately
but none of them were,” he
went on, “I figure the $260 I
have given him was just pay-
ing his commission.”

He was shaken when the bank
he owed money back home sent
himr a copy of a letter the bank
had written -to notify the debt
adjuster the bank refused to
enter into an arrangement with
him and “payments  will be
expected as contracted for by
the borrower.” .

Finally, one of his creditors,
a onestop shopping center,
warned him on debt consolida-

tors. -
1Mlhy should you pay them?”
—center’s manager

asked him. “Pay us directly
and if you -can't, just call and
teltl us. We'll work something
ut."” - )
The wife, picked up the story
there. : .

“If it hadir’t been for the way
that sgeredit dmanagenl;i helggg
us,” said, “we might
be hiooked up with that it
debt pooler. You know, you
don’t think of a -creditor as a
friend. You avaid him.

“Now I feel that if we have
a problem, we are going to
level with our creditors. They’ll
do more for us than any debt
adjuster. At least, that’s what
happened to us.”
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DEBTOR BEW ARE

Tricky Wording Baits
The Adjuster’'s Hook

By MIRIAM OTTENBERG
Star Staff Writer

A debt consolidator convicted
of mail fraud blames carefully
worded advertising and double-
talking ‘‘counselors” for giving
debtors the false impression that
debt-adjusters will pay all their
bills now: and collect from them
later. : :

It's a matter of total impres-
sioh, explained the former
consolidator. Neither the ads nor
the salesmen promise in so
many words that the debt pooler
will advance any money. The
fact is, ‘though, that many
debtors start out believing that,
and nobody disabuses them.

Victims - interviewed by The

Star said they thought all their

creditors would be paid off at

" once and -they would reimburse

the debt adjuster in easy stages.
That’s how they misinterpreted
the ads that say, “If you owe

$1,000, pay as low as $15 a ' alier of mutual importance.”

week.” :
The ex-adjuster illustrated the

technique- used ' with this phrase

from his former spiel; ‘At no
time: do we advance any cash
directly to you.” True enough,
but it leaves the debtor with the
impression that while he’s not
going to get any cash, his credi»
tors will. :

Victims cited such advertising
messages as ‘‘garnishment
avoided,” “no co-signers or
security” and “now you can pay
all -your - bills' regardless of
condition’ as meaning—to them,
at least—that the debt adjuster
would take care of ‘everything

for them. Even the phrase “not
a loan” failed to straighten them
out since they didn’t expect any
loan in the sense of cash.

From the former debt adjus-
ter, from federal investigators,
from victims and from the spiels
of the pro-raters themselves,
The Star collected these tricks
of the debt-adjusting trade:

THE COME-ON

In addition to newspaper,
magazine, radio and television
advertising, the debt adjusters
solicit prospects by posteard.
They get names from - court
records of peoplesued for debt,
from:  telephone = crisscross
(street address) directories for
‘“good”  neighborhoods and
from some loan companies with
whom they have an understand-

Post cards to prospects simply
say, “Please contact me on a

If the prospect is curious énough
to. call and ask for the man
whose phony name is listed on
the  card,- the salesman goes
right into his opening pitch. “We
understand - from: ‘a - mutual
friend that you’re having a little
problem with some of your-bills.
We wonder if we could be of
service to you.”

If the prospect starts asking
questions, the salesman knows
he has hooked a live one and
immediately makes -a date:to
explain ‘‘exactly -what we're
going to do for you.” = |

Debt "adjusters who rely most
on radio and television promo-
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tion usually have their salesme:
cruising the area so they can
speedily contact anyone who
calls in response to a broadcast
before he changes his mind.
Most of the victims interviewed
by The Star said a salesman or
“counselor” came to their home
within half an hour of their call
expressing interest.

In every case, their visitor
was more salesman than “‘coun-
selor.” In the 20 to 25 minutes he
stayed with them, he (1) found
out how much they owed, (2)
how much they used for living
expenses, (3) how much money
they could give him that night
and (4) how much they could
pay weekly. As soon as he had
their names on a contract, he
rushed off with their payment
books and their first payment.

Those who described the

- encounter - said the salesman

talked so fast they never had a
chance to ask questions about
how their money was to be used.
All one woman remembered was
that she had only $70 in the bank
and the salesman took $60 of it.
Several victims were positive
that the salesman had told them
that payments to all their credi-
tors would start immediately.
They found out soon enough that
that wasn’t true.

The come-on that requires the
least salesmanship and nets an
important share of the customer
is the referral technique. Debt-
ors already signed up with debt
firms will either get a small
check to reward them for each
new customer they refer or
anywhere from $5 to $100 will be
deducted from their outstanding

debt.
THE SPIEL

Once he faces a prospective
customer, the “counselor” finds
some negative selling frequently
pays off. “Shame on you,” he
chides the bill-weary prospect.

““pgor management got you into
this. You really don’t need our

services. With what you make,

you could take care of all these
bills yourself.”

The prospective victim falls
tor the reverse psychology. “No,
I can’t,” he says, right on
schedule. “My wife blows
everything I make and forgets
o enter the checks.”

“Well, maybe we can help you
after all,”” the salesman con-
cedes and the contract is signed.

Sometimes, there’s a more
direct sales pitch. ‘‘You pay us
and we’ll take care of all your
bills. You’ll be out of debt in half
the time it would take by your-
self.” *“Within four weeks all
your creditors will be paid and
you'll be on easy street.” “Be-
cause of our reputation and
volume, we can work better in
your behalf than you can for
yourself.” ‘‘One check to the
store covering many accounts
will be more acceptable than
your one little check covering
only part of your bill.” (Not
true, the stores say.)

THE CONTRACT

Since they base their fee on
what the debtor owes and they
can collect, the adjustors try to
include everything in their con-
tract — even car payments that
must be paid in full and on
schedule.

They will prorate all the
debts whether or not that’s the
right solution for the debtor. It’s
always the right solution for the
pro-rater.

They “try to bind the debtor by,

a contract warning, ‘This
contract cancellable only by 90
days’ written notice.” That’s on
the Credit Advisors, Inc., con-
tract, and debtors get the idea
they have to pay to get out
sooner, but a spokesman for
Credit Advisors, Inc., insisted
%hatt the firm never sues to col-
ect,
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When a dJchtor plugs along
with his weekly payments to the
debt “adjustor until the end is in
sight, he may be kept on the
hook by an ioformal letter in
longhand from a ‘“counselor.”
“In reviewing your account,”
the debtor is told, “I find that I
can now reduce your payments
to $13 per Monday. If this will
he(lip you at this time please sign
and return the enclosed.”

What sounded as welcome as a
gift “actuaily meant the debtor
was_ stringing out his payments
longer and increasing his inter-
est. And that friendly letter
virtually invited the debtor to
take on a new load of debt.

The contract sets up a pay-

ment schedule for the debtor btlxrt
says "nothing about how the
debtor.is supposed to live while
he’s’ meeting that schedule.
Theoretically, the debtor is
his living
expenses but since the “counse-
lor” is more con-man than
economist, he sets upa budget
so unrealistic that.even the (nost
determined debtor is rarely
able to meet it.

A GS-6 Navy stenographer
with take home pay of $340.80 a
month signed up to pay the debt
adjuster $170 a month. When her
rent was deducted from what
was left, she had $90 a month to
cover food, clothes, medical
bills, cosmetics and car mainte-
nance. : .

Obvicusly, she couldn’t make
it. Nor can others. Many write
off the filing fee they paid the
debt adjuster as a bad guess-and
look for  a more realistic way to
get out of dett.

 AFTER THE
CONTRACT

Both debtors and creditors
must be pacified, when bills
aren’t promptly paid by the debt
adjuster. Credit Advisors han-

dles the complaints they know "~

are coming with a 16-point sheet
of “customer advice.”

In addition to cautioning
customers against  buying
anything or paying any creditors
without checking with Credit
Advisors first, the ‘‘customer
advice’” warns:

“There may be a possible
negative reaction from your
creditors at first. There may be
harassing phone calls at first.
There may be routine duns and
delinquent notices at first. It
takes four to five weeks to get
all creditors notified and make
arrangements with them after
the first full payment.”

As for the creditors, most debt
adjusters seek to pacify them by
giving the biggest payment to
the one who bothers the cus
tomer most. Doctors are put at
the bottom of the list on the
theory that you can't repossess
a baby or an appendix.

Sometimes they can forestall
creditors a while by saying they
are cleaning up the small bills
first and if he’ll just wait a while,
he’ll get the biggest slice of the
debtor’s payment.

When the creditor gets tired of
waiting, he sends the debtor a
summons to appear in court to
answer a judgment or garnish-
ment. The debtor sends it on to
the debt adjuster, who may try
to- get the creditor to the

case. If the creditor refuses,

some debt adjusters fail to tell
their customers and the case is
lost by default because the
debtor isn’t there to defend
himself. The debtor learns what
happened when his salary is
garnisheed or he’s notified

there’s a judgment outstanding
against him.

Both debtors and Action Line,
in behalf of debtors, have run
into’ the same answer when
things go wrong. It was used
when a woman discovered the




T g P e e i s T e s e R

DEBT ADJUSTING BUSINESS

figures had been changed on her
contract after she signed. It was
the explanation given Action
Line after a car on which the
debtor had paid regularly via

DEBTOR BEW ARE

sessed.

the debt consolidator was repos-

Said the debt consolidator:
“The employe who did that

‘has been fired.”

Firms Seek Controls
To Forestall a Ban

By MIRIAM OTTENBERG
Star Staff Writer

The commercial debt adjust-
ers, who make a tidy living
from the fees they charge
debtors, are trying to stay in
business by the unique device
of campaigning for laws to reg-
ulate themselves.

Since the adjusters, also
known as debt consolidators,
managers, liquidators, poolers
and pro-raters, are now out-
lawed in 21 states, they strive
to forestall more such laws by
pushing regulation as an alter-
native.

They were behind efforts here
to get laws regulating them.
They didn’t succeed but they
confused the issue enough
through several sessions of
Congress to prevent passage of
a law to put them out of busi-
ness in the District.

They succeeded in pushing
through a regulatory measure
recently in the state of Washing.
ton—the 12th state to regulate
to some extent rather than ban,
They are making a determined
push to keep Connecticut among
the regulated states while the
Hartford Times editorially cam-
paigns for Connecticut to be-
come the 22nd state to prohibit
debt pooling.

To the debt adjusters, Mary-
land is very much a key state,
since Baltimore already out-
laws them, and they don’t want

the rest of the state to do
likewise — particularly  when
business is booming for ex-
Baltimore firms soliciting Wash-
ington area debtors from new
Jocations in - Mount Rainier,
Hyattsville, Laurel and Marlow
Heights.

Credit Advisors Inc., the
largest of the adjuster firms
with several offices in nearby
Maryland as well as Washing-
ton, boasts of supplying every
member of the Maryland Leg-
islature with information on
regulating the consolidators.
They didn’t win regulation at
the latest session of the legis-
lature, but you couldn’t say they
lost. A bill to outlaw debt con-
solidation throughout Maryland
died.

Dr. Arthur Dorman, Prince
Georges County delegate in the
Maryland legislature, had in-
troduced the outlawing measure
and was joined by two other
delegates concerned about debt
poolers in their counties. Their
combined measure passed the
House, but opponents had flown
in a spokesman from the Mid-
west to testify against it, and
the bill was “lobbied to death”
in the Maryland Senate. Dr.
Dorman said he and his col-
leagues are going to try again
at the start of the next session.

The abuses of debt adjusters,
from back-breaking fees to
pocketing of funds entrusted to
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them, began prompting mea-
sures to prohibit the business
in 1955 when three states—
Ma ine, Massachusetts and
Pennsylvania—outlawed them.

A year later, when Sen. Jacob
K. Javits, R-N.Y., was New
York’s attorney general, that
state outlawed them. At the
time, Javits faced head-on the
issue of regulation versus pro-
hibition.

*“As a matter of basic policy,”
Javits said, “I am opposed to
outlawing any business, yet my
office could suggest to the legis-
lature no practical way to
regulate properly such activi-
ties.”

Baltimore’s Experience
‘In Baltimore, City Councilman

Leon A. Rubenstein did - the
“same kind of soul searching as

Javits had done a decade earlier
in.New York and arrived at the
same conclusion. ;
Rubenstein, an attorney, got
interested in the debt adjust-
ment business when several
clients complained that money
they gave the pro-raters to
spread among their creditors
never got that far. After he
found these firms were handling
other people’s money with no
control whatever, he announced

that he would introduce appro--

priate legislation.

Predictably, he was contacted
at once by a debt pooler who
said he wanted to cooperate and
had just what Rubenstein would
want—a nifty bill to regulate
the business. After thinking it
over, - Rubenstein drafted an

“ordinance to get them out of

town and both proposals went
to the City Council Judiciary
Committee, .

The council chose to outlaw
them, but the debt poolers made
one more pitch. They tried to
persuade  Baltimore Mayor
Theodore. R. McKeldin to veto
the ordinance. The death knell

for the debt poolers in Balti-
more was sounded at a mayor's
hearing where the Legal Aid
Bureau, a Bar Association com-
mittee, the Better Business
Bureau, installment houses,
finance companies, labor unions
and retail merchants all urged
the mayor to sign the ordinance.
He dld‘smes Join Ban

The move by state legislatures
to outlaw rather tham try to
control the debt poolers has
attracted more advocates every
year. Virginia and Georgia join-
ed New York in outlawing them
in 1956
" Rhode Island started out
among the states regulating
them but switched to an out-

.right ban and now is figgg_n’ g
out what to do about debt

poolers ‘'who use Rhode Island
as home base but prey on
debtors all over the country—
including Washington.

Other states which now for-
bid commercial debt consoli-
dators are Arkansas, Delaware,
Florida, Kansas, Missouri, New
Jersey, New Mexico, North
Carolina, Ohio, Oklahoma,
South Carolina, Texas, West
Virginia and Wyoming.

The Case Against Regulating

Why do so many  state legis-
latures, confronting the problem
of debt pooling for profit, choose
to outlaw rather than regulate
the business? The Star got these
answers:

1. If the business were reg-
ulated, official sanction would
be at least implied and debtors
would be misled into believing
that the government was pro-
tecting their interests and that
the debt liquidator would per-
form the miracles he promises,
Since many creditors will have
nothing to do with a pro-rater,
he can’t follow through on his
assurance that creditors will
agree to his terms.
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2. None of the states which
regulate instead of outlawing
the debt poolers are said to
have any effective supervision.
It takes trained staffs to audit,
examine and supervise. In the
case of the pro-raters, license
fees wouldn’t pay for a staff
large enough to police the debt
poolers and make sure the
money went where the debtor
thought it was. going.

3. Commercial debt pooling
may constitute the unauthorized
practice of law and cannot
properly be authorized and reg-
ulated by statute. That was the
reason given by the governors

_ of Indiana and Nebraska for

vetoing bills to regulate the pro-
rater. ‘The District Commis-
sioners have taken the same
position every time the debt
poolers propose regulation here.

Opposed Diggs Bill

In 1965, the commissioners
gave this last argument in op-
posing a bill introduced by Rep.
‘Charles C. Diggs Jr., D-Mich.
Detroit, Diggs’ home town, is
also home to Credit Advisors,
Inc. An organization of debt
poolers, the American Associ-
ation of Credit Counsellors, was
credited with interesting Diggs
in the measure.

Asked for comment{ on the
Diggs bill, Commissioner Wal-
ter N. Tobriner wrote House
District Committee Chairman
John L. McMillan, D-S.C., that
the business of debt adjusting
is “of such a nature as to .lend
itself to grave abuses against
those in the lower income
brackets.”

“The commissioners,” said

" Tobriner, “are inclined to the

-view that debt adjusting creates
‘a relationship of trust in which
the debt adjuster may, in a
situation of insolvency, be en-
gaged in marshaling assets in
the manner of a proceeding in
bankruptcy.

“The commissioners believe
that under such circumstances
the debt adjuster’s client may
need advice as to the legality
of the various claims against
him, legal remedies governing
debtor-creditor relationships
and provisions of the Bank-
ruptcy Act.”

Tobriner said the commis-
sioners would not recommend
the Diggs bill but would favor
a measure banning the business
of debt adjusting except as an
incident to the lawful practice
of law.

Typical of Moves

The 1965 effort by the debt
poolers was typical of several
moves to regulate rather than
outlaw them here. Once they
managed to switch the House
District Committee from out-
lawing to regulating on the
ground that any state violated
the Constitution when it passed
laws prohibiting the business.

That argument collapsed,
however, when the Supreme
Court in April, 1963, upheld the
right of Kansas to make it a
misdemeanor for any person to
engage in the business of debt
adjusting except as an incident
to the lawful practice of the law.
The high court thus ruled
against Frank C. Skrupa, doing
business as Credit Advisors.

Credit Advisors across the
country, all 45 offices, are
owned by Rudolph Barden of
Detroit, whose Barden Invest-
ment Management Corp. is cur-
rently circulating a brochure—
four years after the Supreme
Court decision — which still
raises a ‘‘serious question of
constitutionality”’ about restrict-
ing debt adjusting to nonprofit
agencies.

The profit-making Credit Ad-
visors can be expected to fight
any effort here to take the
profit out of debt.
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Free Aid Ousts
- Adjusters

' By MIRIAM OTTENBERG
Star Staff Writer

Across the nation thousands of
people are freeing themselves
from the mire of debt and
avoiding the stigma of bank-
ruptcy without paying fancy fees
to commercial debt adjusters.

They. are lucky enough to.live

..“in-the-63 ‘metropolitan areas and

medium-sized towns where a
community answer has been
found for the individual’s debt
problems. The answer: Nonpro-
fit, free or nominal-cost debt
counseling .services sponsored
by a cross-section of community
leaders. -

Where these services are in
full . operation, the so-called

“counselors’” - who .make a

business of debt management

leave town for lack of custom-

ers, That’s what The Star
found in surveying more than a
dozen cities with community
counseling services.

A measure of the effectiveness
of these services is the viru-
lence of attacks against them

by the commercial debt adjust-
ers, The head of the nation’s
largest commercial - adjuster

network = calls the nonprofit
services ‘“‘diabolical in terms of

any understanding of finance

and the free enterprise sys-
tem.”

" The Star’s survey showed why
debtors shun the commercial
adjusters when nonprofit serv-
ices open. The fact that these
services are free or nominal
cost is only one reason. Here are
others:

1. Instead of being ‘“‘coun--
seled” by salesmen for the
commercial debt ‘adjuster, the.
debtor is advised and, where
necessary, his debt payments
are pro-rated by such experts,
as longtime credit managers,
budget  counselors or retired
bankers.

2. While in many places—

including Washington — most

creditors refuse to do business

with the commercial. pro-raters,
any creditor will go along
with a nonprofit communi-
ty service which is largely
creditor-supported and numbers
creditors as well as consumers
on its board of directors and
advisory committee.

3. Duns cease and reposses-
sions . and - garnishments are
avoided when creditors are
informed by the counseling
service that the debtor is work-
ing ‘his way out of debt with the
help of the service.

4, The debtor knows that
every dollar he can manage to

“put on his debts is going to the

people he owes—and is not being
held back by a commercial
adjustor who takes his own cut
first.

5. The community’s counseling
service is frank with the debtor
from the start. Unlike the
commercial adjuster who may
convey the impression that he
will advance the money to pay
all the bills, the nonprofit coun-
selor makes it plain that he’s
there -to help the debtor help
himself, that any money paid to
creditors  will be the debtor’s

. money.
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- Like the Washington area
now, a number of cities had
experienced an invasion of
commercial debt consolidators
before business and civic lead-
ers mobilized the community
behind a nonprofit counseling
service.

New Orleans had some profes-
sionai  pro-raters  charging
customers between 40 and 50
percent interest a year on the
unpaid balance of their debts
plus a $17 monthly service
charge. In Salt Lake City, only

two of the 10 consolidators were.

operating on a basis acceptable
to the Better Business Bureau.

In Kansas City, Mo., where
the paid adjusters were charg-
ing 18 percent of the debt to do
anything for the ‘debtor, busi-
nessmen launched a two-
pronged attack. First, they went
to the state legislature to get the
fee-charging debt  adjusters
outlawed. Then their firms
chipped in $1,000 apiece to
launch the city’s counseling
service.

Baltimore followed a similar
pattern. First, City Councilman
Leon A. Rubenstein led the fight
for local legislation to outlaw the
commercial adjusters. Then he
worked with civic and business
interests to develop the nonpro-
fit service.

Baltimore had been so badly
burned by the commercial debt
consolidators that the managing
director of the new counseling
service fears many potential
supporters still associate any
debt counseling with the outfits
of the past. The new and the old
couldn’t be more different.

In addition to exploitation of
the debtors by many commer-
cial debt adjusters, the steadily
increasing community services
have been prompted by the
nonstop surge of personal bank-
ruptcies, as well as the credit
binge which is driving more and

more once-solid citizens into
sopeless debt.

Indianapolis launched its
service in January, 1965, after
2,824 bankruptcy cases had been
processed there the previous
year, a whopping 450 percent
increase over the 1958 rate.

Salt Lake City’s community
service was started in April,
1964, primarily because of the
zooming bankruptcy rate in
Utah.

The rising tide of personal
bankruptcies in California, now
amounting to 18 percent of the
national total, led to establish-
ment of the only statewide
organization to encourage local
communities to set up counsel-

“ing services.

The California pilot project
proved its worth in its first year
of operation. The amount of
money involved in personal
bankruptcies in =~ Sacramento,
after it was started, decreased
from $7 million in 1964 to $4.3
million in 1965. In the same
geriod, dollar losses through

ankruptcy in neighboring areas
without a nonprofit counseling
service increased by 7 percent.

The decrease in bankruptcies
is one of many benefits commu-

.nities have derived from their

investment in these services.
Businessmen who take the lead
in sponsoring and footing the
bills " for nonprofit counseling
cite .such intangibles as mar-
riages kept out of divorce
courts, debtors’ jobs saved, a
healthier economic climate in
office or factory when employes
don’t lose time from work to
answer debtor’s summonses.

There are many tangible
results, too, as The Star’s sur-
vey showed. For instance: -

oIn Phoenix, Ariz., where the
first community supported
counseling service was begun in
1958, the service distributed
$884,252 from debtors to their
creditors in 1966.
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® The Atlanta service has
helped some 3,500 debtors since
its founding in 1964, and so far
none of them have returned with
-another load of debt—possibly
because they are given an
education in budgeting while
freeing themselves from debt.
e In St. Paul, where both the
increase in personal bank-
ruptcies and the influx of vir-
tually uncontrolled commercial
debt adjusters spurred business-
men to launch the community
service, debt payments to
creditors. via the service totalled
$481,000-in 1966 and are expected
to exceed half-a-million dollars
this year. ‘
® Chicago’s non-profit counsel-
ing service, in addition to its
counseling, educating and pro-
rating successes, has chalked up
another plus. It has bailed out
several victims of the Chicago
crime syndicate’s juicey loan
racket—with. loans at such
exorbitant rates of interest that
the debtor is often forced into
crime to pay off.
..Of the many functions per-
formed by the noncommercial
counseling services, education is
given top billing as the best hope
for rescuing what has become a
mortgaged generation. h
Organized labor particularly
has stressed the preventive role
that a counseling service can
play in showing workers how to
use their - credit wisely. Busi-

. nessmen - are concerned about
‘young people who learn early

bhow to drive a car but not how
to pay for it.

To fill this void, counseling
services are going into educa-
tional programs as soon as they
can afford it.

The Phoenix service sponsors

. a speakers bureau which visits
- high school, college and adult
- groups with lectures on money

handling.
The - Albuquerque, -N.M.,
service offers an educational

movie. Atlanta has scheduled
six educational television pro-
grams for this spring and sum-
mer. In Kansas City, members
of the service’s board of direc-
tors take on the speaking
chores. - Audiences for their
lectures on wise budgeting have
ranged from high school seniors
to mothers of preschool chil-
dren. Recently, a group of ex«
convicts attended.

The director of the New
Orleans service teaches a course
in consumer credit to the in-
mates of the Orleans parish

.prison every week. Her ‘stu-

dents” are mostly nonsupport
and alimony offenders.

The greal rise in nonprofit
counseling services has occurred
since 1963, and the catalyst has
been the National Foundation
for Consumer Credit, nonprofit,
business-supported organization
doing research and education in
consumer credit.

The foundation has provided
staff help and guidance to any
bona fide community group
interested in developing .a
nonprofit counseling service.

Of the 63 such services now in
operation across the country,
about two-thirds were created
with the foundation’s aid, use
the foundation’s plans and
suggestions and have adopted
the same name, ‘‘Consumer
Credit Counseling Service.”” The
uniformity of name and y-
righted insighia assures
creditor that he’s dealing with a
responsible nonprofit organiza-
tion when he’s asked to cooper-
ate in the rehabilitation of a
hard-pressed debtor. The deb-
tors are sure that they haven’t
again fallen in with the com-
mercial pro-raters.

In an unusual gesture to a

private organization, the Ohio -
Senate officially commended the
foundation in February for
sponsoring the nonprofit coun-
seling services, especially Ohio’s
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own in Cleveland and Columbus.

The most successful counsel-
ing services, the foundation has
emphasized, are those with the
broadest support. In the cities
surveyed by The Star, the board
of directors and advisory com-
mittee of each service covers
the spectrum of the city’s busi-
ness and professional life.

BUSINESS

All the bankers and finance
company executives, the family
service officials and labor
leaders, the doctors lawyers and
merchant chiefs share one
common interest. They want to
help debtors wake up from their
financial nightmare and regain
both their credit rating and their
self-respect.
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Aftermath:

2 Pron ed Move
On Adjusters Near

‘By MIRIAM OTTENBERG
Star Staff Writer

A -Maryland Senator and a
Virginia Congressman yesterday
announced plans to push for
legislation to outlaw the com-
mercial debt adjusters now
preying on Washington area
debtors. ‘

At the same time, the business
community moved forward with

its plans to replace the commer-
cnf m-mhet&e:iitﬂ:anonpmm

aiding the debt-ridden in 63
eommumtxes across, the country.

The two-pronged move to
improve both the debtors’ and
the city’s economic health was
‘the immediate response to The
‘Star’s “Debtor Beware” series
‘of last week.

Plans to Offer Bill
On the Senate side, Senator

- Joseph Tydings (D-Md.),
Conieman ot

the Senabe Dls
Committee
finance subcommlttee, sala he

was shocked to learn of the
practices taking advantage of

‘those in need of financial coun-

seling.

He said he will introduce
legislation ‘““to outlaw these

_deceptive practices.” This will

be one of the measures included
wien he opens hearings soon on

the need for consumer protec--

tion in a number of activities
here.

In the House, Representative
Joel Broyhill (R-Va.) said The

-Star had pinpointed a problem

which should have been correct-
ed years ago “and which I
attempted to do at the time
through legislation.”

Broyhill recalled that at ear-

- lier- hearings on legislation to

ouilaw commercial debt manag-

- ers, a “smoke screen was built

up around the old argument of
regulation versus prohibition
and enough confusion was gen-
erated to prevent any positive
action.”

“We have now had enough
time since the hearings,” he
said, “for evidence to be collect-
ed that protection of the public
desperately requires outlawing
rather than regulating the
commercial debt adjusters.”

Predicts Co-Sponsors

He predicted that there would

* be co-sponsors for the legislation

because of the number of vic-
tims of the debt consolidators.

Recalling instances where he
had personally counseled people
who had got into financial jams,
Broyhill also emphasized the
need for a nonprofit, communi-
ty-sponsored debt counseling
service here.
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“The lack of such a service in
this area,” he said, “is ‘what
leaves the door wide open for
the unscrupulous to rob people
in despair.”

Both Tydings and Broyhill
emphasized that the proposed
legislation to outlaw the com-
mercial debt poolers should
specifically exempt nonprofit
debt counseling services.

. Meanwhile, District Commis-
sioner Walter N. Tobriner
disclosed that the Commission-
ers have approved legislation to
prohibit the commerical budget-
planners and plan to send it to
Capitol Hill soon.

As the Maryland and Virginia
legislators  emphasized, the
Commissioners’ measure will
open the door to non-profit debt
adjusting while slamming shut
the door on the debt profiteers.

Strong endorsement for a non- -
profit  consumer counseling’
service under community aus-
pices came from Assistant
Secretary of Labor Esther
Peterson.

At the Labor Department, she
pointed out, an experiment in
such counseling is now under
way. The two-phase program
starts with a series of consumer
education lectures which La-
bor’s employes are given time
off to attend. The second phase
is the development and training
of 30 consumer advisers who
will be available to all depart-
ment employes for advice and
counseling. ‘

Mrs. Peterson, who until
recently was also the Presi-
dent’s special adviser for con-
sumer affairs, said she hoped
that the Labor Department’s
program for its own employes
will illustrate the value of
counseling and consumer educa-
tion not only for other depart-
ments but for the Washington
area under community auspices.

Plans for establishing a free
credit counseling service in the

:metropolitan area have been in

the talking stage here for the
last year. Now, community
action appears less remote.

Edward F. Garretson, secre-
tary of the Retail Credit Associ-
ation of Metropolitan Washing-
ton and vice president and
general manager of Credit
Bureau, Inc., heads the associa-
tion’s committee working on the
counseling service in coopera-
tion with the National Founda-
tion for Consumer Credit, the
Better Business Bureau, indus-
try and civic leaders.

Garretson said support al-
ready has been offered by many
national chains as well as local
stores and financial institutions.
The committee, he said, plans to
contact all elements of the
community for the. key roles
they are expected to play in the
formation of the service,

Meeting Expected Soon

An organization meeting is
expected as soon -as sufficient
support has been mobilized. The
support, if it follows the pattern
The Star found in other cities,
will encompass educators,
attorneys, family service offi-
cials, psychiatrists and other
medical authorities, a represent-
ative of the military, and civie,

- labor and business leaders. In

other cities, the business world
is widely represented on both
the board of directors and the
advisory committee of the
counseling  service.  Banks,
stores, finance and loan compa-
nies usually foot the bills for the
counseling service. They also
provide considerable expertise
in using credit wisely.

Until a nonprofit service is
launched here, Garretson sug-
gested that those who need
credit advice should talk either
to some of their own creditors or
write an account of their partic-
ular problem to the Credit
Bureau Inc.,, P.O. Box 1617,
Washington 13, D.C.
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The Writer

MIRIAM OTTENBERG |

The author of “Debtor Beware” won a Pulitzer
Prize in 1960 for a series exposing the used car rack-
etin the.Washington area.

As: an investigative reporter for The Washington

.Star, shie has uncovered crime and corruption on ev-

ery level and campaigned successfully for new laws

‘to correct old abuses.

Her stories have led to stronger enforcement
tools against law breakers as well as pioneering laws
in the fields of mental illness, sexual psychopathy,
narcotics addiction and commitment of the crimi-
nally insane. :

She was the first toreveal publicly that the Mafia
still thrives in America as the Cosa Nostra. In the
field of white collar crime, she has exposed the baby
broker racket, phony marriage counselors, the wig
racket and fake charities.

_.Her exposes of the used car and home improve-
ment ‘rackets as well 8% shoddy investment firms
alerted the public to consumer pitfalls while trig-
gering corrective legislation. Her series on the ina-
dequacy of safety measures on many “pleasure”
cruises was credited by maritime authorities with
spurring “safety»at—sea” legislation.

Among her civic and journalistic honors are sev-
en awards from the Washington Newspaper Guild,
including two grand awards; testimonials from both
her high school and her university, two citations for

“service to the armed forces and many others.

In-an unprecedented tribute to a newspaper re-
porter; the law enforcement community and civic
leaders.gave a reception in her honor where she was
presented with a plaque signed by the Attorney Gen-
eral of the United States, congressional leaders,
judges, prosecutors and the chief of police.
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Mr. Sisk. We are happy to have with us the gentleman from Vir-

inia, the author of H.R. 9806. The Chair is happy to recognize Mr.

%royhill for any statement he would like to make as I understand his
services are needed in the Committee on Ways and Means.

STATEMENT OF HON. JOEL T. BROYHILL, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF VIRGINIA

Mr. Broyuin. Thank you, Mr. Chairman. ) :

T have a prepared statement which I would like to submit for the
record.

Mr. Stsk. Without objection, the entire statement will be made a part
of the record at. this point.

(The statement follows:)

STATPMENT oF THE HONORABLE JOEL T. BRoYHILL oN H.R. 9806 BEFORE SUBCOM-
MITTEE No. 5 oF THE HoUusE COMMITTEE ON THE DISTRICT OF COLUMBIA,
THURSDAY, SEPTEMBER 14, 1967

Mr. Chairman: You are to be commended on holding hearings on the so-called
debt-adjuster operations now proliferating in the District of Columbia., They are
proliferating here because the District is ohe of the few jurisdictions left where
the debt-adjuster can operate relatively unrestrained. The practice of so-called
professional debt-adjusting or debt-pooling is generally a subterfuge to bilk the
unwary ; the shabby record nationally and locally proves this. The victims of the
debt-adjuster are almost invariably those who are most vulnerable in our society—
the untutored, the gullible and the poor.

It seems to me that the Committee is confrouted at this point with three options
concerning debt-adjusters: (1) ignore them—which we cannot—and which they’d
love; (2) regulate them—which they would accept as a poor second to our first
option ; or (3) outlaw them. It is my earnest hope that the Committee will take the
third optiom and completely ban professional debt-adjusters from the District
because there is absolutely no valid economic or social justification for their
existence.

H.R. 9806, which I sponsored, would completely outlaw—with certain excep-
tions—the practice of debt-adjusting, debt-counseling, debt-pooling or whatever
else it is called in the District.

This is not the first time I have sponsored legislation outlawing debt-adjusting
in the District; I did so initially in the 85th Congress by introducing HL.R. 573,
However, the Committee at that time elected instead to regulate the practice fear-
ing that an outright ban might be unconstitutional on the grounds that Congress
could not outlaw a “legitimate” business. My feeling at that time was, and still
is, that there ig absolutely nothing legitimate about the practice of debt-adjusting
as it is currently practiced. Stealing is not a “legitimate business”. My opinion
was verified on April 22, 1963, when the Supreme Court upheld the Kansas statute
which outlawed the practice of debt-adjusting in that State. The Court’s decision
resulted from the case of Ferguson v. Skrupa, 372 U.8. 726. The Court found that
the Kansas Legislature could, indeed, in the public interest ban such activities and
that there was no constitutional bar to enacting such legislation. My bill, inci-
dentally, is patterned after the Kansas statute.

What are debt-adjusters? Theoretically, the debt-adjuster operates by taking
charge of a debtor’s income and spreads it thin among his creditors charging him
a small percentage of the amounts they pay on his bills, and leaving him a small
living allowance.

That is the theory; but, in practice, it is just another detestable gimmick to
gouge the public—especially those who in spite of their plight have every sincere
intention of paying off their debts. The debt-adjuster has lured thousands of debt-
ridden families into a scheme of paying off all their financial obligations. It’s an
ineredibly vicious, parasitic racket. The adjuster takes a whopping fee and usually
leaves his vietim more hopelessly in debt than ever.

Who should seek the services of a debt-adjuster? The people who turn to debt-
adjusters are truly desperate. In most cases they are the poor, the untutored
and the gullible, Generally they owe about $2,500 to $3,000 to small loan com-

84-181—67——3
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panies, automobile finance firms and ingtallment houses. There are myriad
reasons why they get into debt. One might be that overtime work is no longer-
available or a costly crisis illness suddenly makes their burden of debt unbear-:
able. Basy credit and the proliferation of easy-to-obtain credit cards form the-
quicksand into which the less sophisticated and more gullible sink. They quickly-
find themselves almost inextricably up to their necks in debt with the resultant
dunning by ‘ereditors from every: direction. In their desperation, they become:
easy prey to the glib debt-adjuster. :

The debt-adjuster, through craftily-designed misleading advertising, seems

to offer these debtors a way out of their predicament. One need only read the-
newspaper ads and the yellow pages and note the clever way in which the ads.
are written. These ads do not offer to pay off the debtor’s creditors nor do they
offer credit to the debtor, but the less sophisticated couid easily interpret other-.
wise. This is the bait. )

Once the debtor is in the hands of the debt-adjuster, the adjuster usually takes.

his fee right off the top and frequently this fee runs up to phenomenal amounts—
-95% is not unusual—and the-creditors are not satisfied. So instead- of the
creditors receiving partial payments on a pro-rata basis, in most cases they
receive nothing with the result that the original debt is not only increased but
that the payment of the debt. is delayed even longer and the dunning of the
debtor by his creditors increases to a shrill pitch. Meanwhile, the debt-adjuster-
invariably has airily advised the debtor to ignore his creditors and assures the-
debtor that he, the adjuster, will handle everything. For instance, I was recently
advised by the credit manager of one of Washington’s major department stores
that even though he had cautioned an individual that his credit card for that
" particular store should no longer be used, a debt-adjuster advised the individual

to go right ahead and use the credit card. The truth is that once the adjuster-
takes his fat fee right off the top, it isn’t surprising that he is no longer inter-
ested in whether the debtor maintains hig payments—in fact, if the debtor drops.
out it velieves the adjuster of further paper work. The adjuster has made his.
killing and the debtor is left holding the bag. . .

Many of the firms currently operating in the District are chiseling outfity that
migrated here because they have been outlawed in 22 States including, happily,
my own State of Virginia. The State of Maryland is currently considering legis--
lation; the City of Baltimore, to its credit, has itself adopted an ordinance com-
pletely outlawing debt-adjusting in that City. It is important to note that all
those States and local jurisdietions, which approximate 70 in number; have-

outlawed debt adjusting as an evil. .
To summarize the major reasons why professional debt-adjusters should be-

outlawed, I would underscore:

1. Their use of deceptive advertising. They use no description of their method
or the fees they charge.

2."The fees are unconscionable.

3. A careful questioning of creditors fails to show even a reasonable per-

centage of cases where a debtor’s credit problems were solved.

4. Consistent failure to fulfill agreements. . i
- 5 The debtor's debts are actually increased by the adjuster’s high charges for:
a service which a debtor could do for himself. Most of the debt-adjusters take-
all or a major part of their initial fees out of the first monies paid in by the debtor.
By doing so debt-adjusters brashly exhibit their unwillingness to place them-
selves and their fees on an equal pro-rated basis with the debtor’s creditors. In:
this regard they completely unmask the pose of sincerity which they present to.
the public and the debtors. It seems reasonable to ask how can debt adjusters
pretend ability to act as acceptable liaison agents with a debtor’s creditors when
they cynically collect their fees ahead of these creditors and before they perform
the service for which-they charge the debtor? ) . .

6. Most important, many creditors absolutely refuse to deal with ‘debt-ad>-
justers. Thig is easily verifiable:in the District. That alone should prove the use-
lessness of the debt-adjuster.

According to the District authorities, the complaints against debt-adjusters, in:

addition to those just mentioned, fall into approximately three major categories

1. The adjuster, upon receipt of the debtor’s pay check, fails to make any part
of it or enough; of it available to the debtor to live on.

2. The adjuster fails to pay a creditor with whom he has made an arrangement
on bebalf of the debtor resulting in the creditor attaching the debtor’s salary.

8. Some adjusters have favored certain creditors over others for his:owh par-
.“sonal gain but at the expense of the debtor. .
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A question invariably might be asked—what have the District Commissioners
done to control this type of operation? It is my understanding that the District
Commissioners, under Title 47 of the D. C. Code, have the general aunthority to
require lcensing and regulation of this business, but have chosen not to do so
on the grounds that such would be a tacit admission of the worth of this type of
practice. The Commissioners see absolutely no value in so-called debt-adjusting
and have consistently supported my position of outlawing debt-adjusters in the
Digtrict.

The next question might be asked—what do the District authorities do about
complaints they receive against debt-adjusters? The problem, I'm led to believe,
lies in the apparent difficulty that a prosecutor has in pressing such cases he-
cause the elements of embezzlement or some other type of fraud are difficult to
prove in court.

However, in 1963 the U. 'S. Postal Inspection Service nationally conducted 20
investigations of debt-adjusters who were alleged to have used the mails for
fraudulent purposes. The outcome of these investigations was the conviction for
mail fraud of 7 local debtladjusters in the U. 8. District Court for the District
of Columbia on July 1, 1966.

At this point, Mr. Chairman, may I respectfully suggest that appropriate spokes-
men from both the Justice Department, which prosecuted the aforementioned
cases—and the Post Office Department, which made the investigations—be asked
to give their viewpoints on this problem.

It was most heartening to me to learn that approximately 70 jurisdictions,
including many of our large cities such as Baltimore, have undertaken to sweep
their areas free of the professional debt-adjuster by setting up non-profit credit
counseling services which are financially supported by the various businesses,
labor and civie interests in those jurisdictions. The profit motive is thereby re-
moved and debtors are counseled free of charge. This is a commendable step
forward and has resulted in the drying up of the debt-adjuster con-men in those
areas. I am even more heartened to learn that such an organization is currently
on the drafting board here in the District. I understand that this organization will
come to fruition very shortly.

Also, 1 want to take this opportunity to commend STAR reporter, Miriam
Ottenberg, for her excellent series entitled “Debtor Beware”, which exposed in
great deail this obnoxious con-game.

Mr., Chairman, the so-called professional debt-adjusters, as I have outlined, not
only deserve severe condemnation, but should have been outlawed in the District
many years ago. As is usual, everytime a jurisdiction threatens to outlaw this
operation, the operators flock in crying for regulation; but when the subject is
quiescent, the operators are deathly silent. The debt-adjusters beat their breasts
for regulation in 1958 ; they did a repeat performance again before the Committee
in 1963 ; and I'll wager they’ll be here today loaded for bear.

T am hopeful that the Committee will act expeditiously and in favor of this bill
to outlaw the practice of professional debt-adjusting in the District. Thank you.

My, Brovmirn, T will briefly hit some of the high spots about the
nature and intent of this bill.

T would also like to express my appreciation to the Chairman for
arranging these hearings. I know the Chairman has a lot of legislation
he is interested in, pending both in this Committee and in the Rules

lommittee, and it is not easy to arrange hearings on all of the bills. So
1 am grateful to the Chairman for arranging this hearing.

As pointed out by the Chairman, H.R. 9806 will prohibit the so-
called debt-adjusting, debt-counseling or debt-pooling business that has
heen going on in the District of Columbia. At best it is a shoddy busi-
ness: it serves absolutely no useful purpose and makes no contribution
to the people of the District of Columbia. Also, the people who are
engaged in it put up no capital of their own and assume no risks what-
soever, and the victims are, without exception, the poor, the uneducated,
the untutored, or the gullible. They are people who are desperate, hav-
ing gotten over their heads in debt and having the garnishment of their
salaries hanging over them. They hear of these so-called debt-counsel-

ing or debt-servicing outfits—their advertisements are in the news-
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papers and in the telephone book—and they call on these people for
help and as a rule pay 12.5 to 25 percent of their total debt as a fee for
their services. And generally the people who are in debt will turn over
their entire pay check to these so-called debt counselors, and the debt
counselors take their fees right off the top. They get theirs first, and
then they tell the people whoare in debt t£ y will consolidate all their
debts, get. in touch with the creditors and pay to them a certain amount
of their pay check. Frequently the amount Teft out of the pay check is
not sufficient. for the person in debt to live on.

Then in many instances the debt adjusters fail to pay the creditors,
and the creditors turn around and attach the salaries of those in debt.
Tn many cases the debt counselors favor certain creditors at the expense
of others. In many instances, the people who have paid these debt
«counselors in advance, even though the so-called debt counselors have
provided no services whatsoever, are given no refund, and thus the
people who are in debt wind up being more in debt after having con-
tacted these debt counselors than they were before.

Many of my constituents, Mr. Chairman, have been victims of this
type of operation. In many instances people have come to me—and I
am sure they have gone to the Chairman and members of the Com-
mittee—in desperate financial trouble, having many creditors threat-
ening to attach their salaries. I know I have in many instances served
in the capacity of a debt counselor myself, and have contacted the
creditors and arranged for some other means of payment, stretching
out the payments over a longer period of time in order for these
people to get by. But, unfortunately, many of the people who have
come to me had gone to the debt-adjusters first, and thus were hun-
dreds of dollars deeper in debt than they were before. They have been
the victims of these unserupulous debt counselors. v

. Ten years ago, I introduced a bill similar to the one I have now
introduced, FL.R. 573. At that time, the constitutionality of the bill
was challenged and there was a question whether Congress could pro-
hibit an operation such as this. As a result of these questions, we

~ amended the bill to provide for the regulation and policing of the
practice. That bill was g)assed by the House on August 12, 1958, but it
failed of action in the Senate.
" However, Mr. Chairman, subsequent to this action back in 1958,
the Supreme Court ruled that the prohibition of this type of business

~'is constitutional: The Supreme Court ruled on a similar law approved

-+ by the Kansas Legislature in the case of Ferguson v. Skrupae in 1963.
" This cleared up the constitutional question as to whether the Congress
has the right to prohibit this debt counseling business.

Furthermore, there have been 22 States, including Virginia, that
have outlawed debt-adjusting and debt-pooling services. As recently
as last year, convictions were obtained against seven people involved
in two debt-counseling firms in the District of Columbia and Balti-
more for fraudulent use of the mail. The Post Office Department
investigated, and the convictions were obtained by the Department of
Justice. So we have actual court cases showing that this type of opera-

‘tion is sometimes illegal.
-~ Now, the Committee is confronted as far as this legislation is con-
‘cerned with three options concerning debt adjusters. First, we can

ignore them, which in my opinion is unthinkable because the victims
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are the poor, the uneducated, or the gullible. Or, we could regulate
them ; but as I understand it, the District Commissioners, under Title
47 of the District of Columbia Code, have the general authority to
require licensing and regulation of this business, but they have chosen
not to do so on the grounds that it would give official recognition to
this type of unscrupulous operation.

Thirdly, we can outlaw this type of business in the District of Co-
lumbia. There is no reason whatsoever for the existence of this type
of business. The legislation I have introduced will outlaw this type of
operation but will not prohibit debt-adjusting services incurred inei-
dentally in the practice of law, nor will it prohibit nonprofit or charita-
ble corporations or associations from providing debt-counseling serv-
ices. Neither will it prohibit public officials from helping their
constituents who have problems of this kind, but it will prohibit the
type of practices brought out by Miss Ottenberg, and I might say I am
glad the Chairman has inserted in the record the articles on this subject
written by Miss Ottenberg, of the Evening Star.

1 believe that if the House and the Congress will pass this legislation,
we will perform a real service in protecting the unfortunate people in
the District of Columbia and in the area who have been the victims of
these unscrupulous operators.

Thank you.

Mr. Sisk. I thank my colleague, Mr. Broyhill of Virginia, for his
statement. I might say to my colleagues who arrived in the room since
Mr. Broyhill began his statement that we have inserted in the record
two bills, one by Mr. Broyhill that would prohibit the debt adjustment
business in. the District of Columbia, and one by Mr. Diggs which
would regulate the practice of debt adjustment in the District. The
Committee, of course, is attempting to gather as many facts as possible
in order to determine the type of legislation needed.

I might mention to you gentlemen Mr. Broyhill has another appoint-
ment in the Ways and Means Committee this morning and we were
happy to give him an opportunity to make his statement first.

I believe the gentleman from North Carolina has a question.

Mr. Warrexer. I wondered why the gentleman from Virginia ap-
proached the problem in the manner set out in TL.R. 9806 rather than
the approach of Mr. Diggs in H.R. 8929

Mr. Broyrinr. Mr. Diggs’ bill, as I understand it, is to regulate the
industry, and it is my understanding that legislation is not necessary
to regulate this business because the Commissioners have that authority
now. Secondly, enacting legislation to regulate the business would in
effect be acknowledging that the business is needed and would give dig-
nity to these debt-adjusting services which I think are not needed and
are actually injurious to the people of the District of Columbia. They
furnish no real service to the people who are in trouble. They give
them no money, they charge them a fee off the top of their salary, and
the people in debt wind up being in more trouble than they were before.

Mr. Warrener. Of course in your bill certain other business organ-
izations would be prohibited from managing debtors’ debts, while in
Mr. Diggs’ bill it provides they might, This could, it seems to me, run
into trouble with a non-lawyer giving advice and working with a
debtor under Chapter 18 proceedings, which are provided for in the
Bankruptcy Act. And there are many other areas in which you could
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run into trouble. As I understand Chapter 13 proceedings, you do not
necessarily have to have a lawyer. I do not think there is anything in
the Bankruptcy Act that requires that the petition in Chapter 13
proceedings be prepared by an attorney.

Mr. Sisk. If my colleague will yield, we will have testimony on
that shortly.

Mr. Warrener. 1 worked with this problem in the Judiciary Com-
mittee and have tried to encourage a broader use of the Chapter X111
proceedings, the so-called Wage Earner’s Plan under the Bankruptcy
Act (11 U.S. Code 1046 et seq.). I think it is one of the best approaches
available in the United States now for an honest debtor or wage earner
to manage his debts. I certainly would not want to see us do anything
here on a local level which would in any way interfere with the proper
utilization of Chapter 13 proceedings.

T appreciate your position and I think this is a field to look into, but
I think we ought to Il))e very careful that we not take the approach of
outlawing debt management if regulation would turn out to be a more
salutary approach to it. I do not know enough about the background
of your bill to make any other comment.

Mr. Brovm1LL. In section 3 of the bill we make it clear

Mr. Warrener. That it does not apply to debt-adjusting incurred
incidentally in the lawful practice of law, but when you go on down it
applies to everybody else.

Mr. Broyrirr. I would like to point out that it is my understanding
that this bill is similar to the North Carolina law. North Carolina is
one of the 22 States which has prohibited so-called debt-counseling
business.

Mr. Wartener. The Legislature of North Carolina has no right to
outlaw anybody operating under Chapter 13 of the Bankruptcy Act.

Mr. Brovairr. And the Supreme Court, in 1963, upheld a similar
act passed by the Kansas Legislature and declared it constitutional.

Mr. WarreNEr. Let me say there are a lot of things the Supreme
Court does that I do not agree with.

Mr. Horron. Will the gentleman from North Carolina yield.

T think the point you are trying to make is that by our enacting a bill
prohibiting this business we would have to specifically except the pro-
visions of the Bankruptcy Act. Is that your point?

Mr. WarreNER. I certainly think we would have to do that.

Mr. Horron. In other words, we are not acting as a State Legislature
but as the Congress and by implication it might appear we repealed
Chapter 13.

Mr. Wartener. Maybe not repealed it

Mr. Horrox. But affected it materially ¢

Mr. WHITENER. Yes.

Mr. Stsk. Does the gentleman from New York have any questions
of the gentleman from Virginia?

Mr. Horron. I have no questions. I will say I am in agreement
with his statement but I certainly agree with Mr. Whitener that the
matter he points out should be considered. I notice my own State of
New York has a law prohibiting debt-adjusters and I see no reason
why debt-adjusters should be tolerated in the District of Columbia.
It seems to me it is a wide-open opportunity for the unscrupulous to
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take advantage of an individual who has financial problems. I would
tend to agree with the gentleman from Virginia. ‘

Mr. Sisk. Does the gentleman from New Mexico have any
question ?

Mr. Warker. Noquestions. A

Mr. Sis. The gentleman from Maryland.

Mr. Gupe. Thank you, Mr. Chairman. I would like to commend my
‘colleague from Virginia for his interest in this matter. I also would like
to commend Miss Oftenberg, who has written these excellent articles on
the subject. The State of Maryland does not have a statute on the books

dealing with debt-adjusters, but the City of Baltimore has outlawed

debt-adjusters, and certainly the conditions in Baltimore have a great
similarity to those in the District of Columbia. This debt-adjuster
operation seems to be a part of the fiber of the poverty problem and
where we have low economic conditions we seem to have the so-called
debt-adjuster. So T hope these hearings are fruitful.

Mr. Sisk. I thank the gentleman from Maryland and we thank our
colleague from Virginia, Mr. Broyhill, for his testimony this morning.
Prior to the time these gentlemen came in we had placed a complete
statement of the gentleman from Virginia in the record.

Mr. Wrarexer. Mr. Chairman, before the gentleman from Virginia
goes I might point out to him also, and to the other members of the Sub-
committee, that, pending in Subcommittee No. 4 of the Judiciary Com-
mittee is a bill which was introduced by Mr. Poff of Virginia which
would have the effect of creating a compulsory Chapter 13 proceeding
giving the Federal Courts authority to require that a wage earner
debtor go into a proceeding whereby he parcels out his salary to his
creditors. That has not come out of the Committee yet, but if 1t comes
out you will have a proceeding in a compulsory way. I have serious
reservations about that bill. Mr. Poff thinks it is a good one, but if you
get that you may really have some debt adjustment going on.

Mr. Broysrr. Mr. Chairman, may I include in the record certain
debt-adjuster advertisements that have appeared in our Washington
newspapers.

M]t‘(.1 Sisx. Yes, without objection they will be made a part of the
record.

{ Another news item and the advertisements referred to follow:)

[From the Washington (D.C.) Post, July 2, 1966]
7 BUSINESSMEN CONVICTED IN MAIL FRAUD SCHEME

Seven local businessmen were convicted in Distriet Court yesterday on charges
gf luring financially troubled persons into a phony scheme for paying off their

ebts.

The six-week trial before Judge Howard ¥F. Corcoran was against the officers
and managers of two now defunct “debt consolidation services,” called National
Budget Services, Inc. and General Budget Corporation.

The firms were headquartered in Washington and Baltimore and had branch
offices throughout the central and south Atlantic states.

Justice Department prosecutors Thomas A. Kennelly and John R. Risher Jr.
charged that they schemed by mail to attract customers to “consolidate” their
gebts by paying them off through the firms in installments tailored to their
income.

Witnesses testified they were charged “initiation” and “service” fees, which
subsequently were increased without their consent. Also, they said, they were
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dations but later were told they would have to do it themselves.

Several witnesses said they continued to be dunned by creditors even though
the firms said they would bandle such matters. :

Kennelly: and  Risher charged that officers of the firms diverted more than
$30,000 of the customers’ payments for their own use between July, 1959, and
August, 1963, when the firms folded. All their bank accounts were overdrawn and
they owed $38;000 to creditors of 800 of their customers, the prosecution charged. |

The convicted men are Michael D. Callahan, Ralph Galope, Joseph C. McHale, |
Robert L. McHale, Francis R. Miller Sr. and James H. Moser, all of Washington,

told the firms would make arrangements with the ereditors for the debt consoli-
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and Martin J. McHale of Baltimore, The McHales are brothers. One other

‘defendant, Peter J. Firra is still at large and has not been tried.

Kennelly said this is the first mail fraud conviction against a debt consolida-
ton business in the country. Several states, including Virginia, have outlawed
such businessees.

Judge Corcoran will sentence them later.

Mr. Sisk. The Committee will now hear from Mr. Robert F. Kneipp,
Assistant Corporation Counsel of the District of Columbia. Mr.
Kneipp, if you have anybody you want to bring to the table with you
we will be happy to have them.

I might add we do have the report of the Commissioners on this
legislation. Without objection, a copy of the letter of May 1, 1967,
on Mr. Broyhill’s bill, FL.R. 9806, signed by Mr. Walter N. Tobriner,
President of the Board of Commissioners of the District of Columbia,
on behalf of the Commissioners, will be made a part of the record;
and a copy of a letter dated May 9, 1967, dealing with the subject of
the bill introduced by our colleague from Michigan, Mr. Diggs, and
signed again by Mr. Tobriner will be made a part of the record.

(Theletters follow:)

GOVERNMENT OF 'THE DISTRICT OF COLUMBIA,
ExecuTivE OFFICE,
Washington, Moy 1, 1967.
The Honorable the SPEAKER
U.8. House of Representatives,
Washington, D.C.

My DeAR MR. SPEAKER: The Commissioners of the District of Columbia have
the honor to submit herewith a draft bill “To prohibit the business of debt adjust-
ing in the District of Columbia except as an incident to the lawful practice of
law or as an activity engaged in by a non-profit corporation or association.”

The Commissioners are of the view that the business of “debt adjusting” as de-
fined in the bill, is of such nature as to lend itself to grave abuses against
distressed debtors, particularly those in the lower income brackets. The Com-
migsioners are informed that the City of Baltimore and twenty-one States,
including the nearby States of Pennsylvania, Delaware, West Virginia, Virginia,
and North Carolina, have found these abuses to be of such gravity as to justify
the prohibition of the business, while ten other States have found it necessary,
in the public interest, to regulate the business.

The Commissioners believe that the business of debt adjusting can give rise
to a relationship of trust in which the debt adjuster, in a situation of insolvency,
may be engaged in marshalling assets in the manner of a proceeding in bank-
ruptcy. Under such circumstances, the debt adjuster’s client may need advice as
to the legality of the various claims against him, legal remedies governing debtor-
creditor relationships, and the applicability of the Bankruptcy Act. In view of
this, the Commissioners believe that the activity known as ‘“debt adjusting”
should be an activity engaged in in the District of Columbia principally by per-
sons who have been admitted to the bar of the United States District Court for
the District of Columbia. However, since, in some areas of he country, non-profit
or charitable corporations or associations have performed a service to their com-
the District of Columbia. However, since, in some areas of the country, non-profit
munities by providing a debt adjusting service, section 8 of the bill also would
allow any non-profit or charitable corporation or association to engage in debt
adjusting, even though it might charge nominal fees to cover its expenses in
connection with providing these services.

Accordingly, the Commissioners urge the enactment of legislation prohibiting
the business of “debt adjusting” in the District of Columbia, and strongly rec-
ommend enactment of the bill.

Sincerely yours,
(S) WALTER N. TOBRINER,
President, Board of Commissioners, D.C.
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GOVERNMENT OF THE DISTRICT OF COLUMBIA,

EXECUTIVE OFFICE,

. Washington, May 9, 1967.
Hon., JouN L. MCMILLAN,

Chairman, Committee on the District of Columbia,
U.8..-House of Representatives, Washington, D.C.

My DEAR MR. McMirLLAN: The Commissioners of the District of Columbia
have for report H.R. 8929, 90th Congress, a bill “To regulate the business of
debt adjusting in the District of Columbia other than as an incident to the
- practice of law.”

The Commissioners are of the view that the business of “debt adjusting”, as
defined in the bill, is of such a nature as to lend itself to grave abuses against
distressed debtors, particularly those in the lower income brackets. The Com-
missioners:-are 1nformed that the City of Baltimore and twenty-one States, in-
cluding the nearby States of Pennsylvania, Delaware, West Virginia, Virginia
and North Carolina, have found these abuses to be of such gravity as to justify
the prohibition of the business, while ten other States have found it necessary,
in the public interest, to regulate the business.

The Commissioners believe that the business of debt adjusting can give rise
to a relationship of trust in which the debt adjuster, in a situation of insolvency,
may be engaged in marshalling assets in-the manner of a proceeding in bank-
ruptecy. Under such circumstances, the debt adjuster’s client may need advice
as to the legality of the various claims against him, legal remedies governing
debtor-creditor relationships, and the applicability of the Bankruptcy Act.

In view of this, the Commissioners believe that the activity known as “debt
adjusting” should be an -activity engaged in in the District of Columbia prin-
cipally by persons who have been admitted to the bar of the United States District
Court for the District of Columbia. However, since, in some areas of the country,
non-profit- or charitable corporations or associations have performed a service
to their communities by providing a debt adjusting service, the C«'ommissioners
believe that such organizations also should be allowed. to engage in debt adJuat—
ing, even though.they might charge nominal fees to cover their expenses in con-
- nection with providing these services,

Accordingly, the Commissioners do not recommend the enactment of H.R. §929.
They would, in lieu thereof, recommend enactment of the draft bill “To prohibit
the business of debt adjusting in the District of Columbia except as an incident
to the lawful practice of law or as an activity engaged in by a non-profit corpora-
tion or association”, which they submitted to the Speaker of the United States
House of Representatlves on May 1, 1967.

Sincerely yours,
"(S) WaALTER N. TOBRINER,
Preszdent Board of Commissioners, D.C.

STATEMENT OF ROBERT F. KNEIPP, ASSISTANT GORPORATION
COUNSEL, DISTRICT OF COLUMBIA

Mr. Kneree., I am Robert F. Kneipp, Assistant Corporation Counsel
of the District of Columbia. I am appearing here this morning repre-
senting the Commissioners of the District of Columbia on H. R. 9806
and H.R. 8929.

Mr. Stsk. Mr. Kneipp, I notice we have a copy of your statement
which, without objection, will be made a part of the record and you
may proceed by reading it or making an oral statement,

(The proposed statement of Mr. Knelpp follows:)

STATEMENT OF RoBERT F. KNEIPP, ASSISTANT CORPORATION Counser, D.C.,
REPRESENTING THE COMMISSIONERS OF THE DISTRICT OF COLUMBIA

Thank you, Mr. Chairman, for giving me this opportunity to present the views
of the Commigssioners of H.R. 9806, a bill “To prohibit the business of debt
adjusting in the District of Columbia except as an incident to the lawful practice
of law or as an activity engaged in by a nonprofit corproation or association”, and
H.R. 8929, a bill “To regulate the business of debt adjusting in the District of
Columbia other than as an incident to the practice of law.”
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As the Commissioners have stated in their letter transmitting to the Congress
the proposed legislation which has been introduced as H.R. 9806, they are of the
view that the business of debt adjusting is of such a nature as to lend itself to
grave abuses against distressed debtors, particularly those in the lower income
brackets. The Commissioners, in their consideration of the problem created by
the debt adjusters, recognized that even at best the practice works to the dis-
advantage of the debtor, since an additional debt is added to the debts he al-
ready finds burdensome. Further, in their consideration of the matter the Com-
missioners could find no economic justification for the so-called “service” which
allegedly is provided by the debt adjusters. Accordingly, in the belief that the
whole situation was one which could, and according to the articles by Miss Miriam
Ottenberg in the Star last April, does, lead to grave abuses, the Commissioners
determined to recommend that the practice be prohibited.

CONSTITUTIONALITY

With respect to the constitutionality of the proposed legislation, the Supreme
Court of the United States, in the case of Ferguson v. Skrupa (372 U.S. 726,
decided April 22, 1963), reversed the decision of a three-judge District Conrt
enjoining the enforcement of a Kansas statute making it a misdemeanor for a
person to engage in the business of debt adjusting except as an incident to the
lawful practice of law, and held constiutional the type of law here under con-
sideration. In Ferguson, the Court rejected the contention that the Kansas statute
prohibiting the business of debt adjusting was in violation of the Due Process
Clause of the Fourteenth Amendment (in the District of Columbia, the Fifth
Amendment), stating that—

“¥ * % the Kansas legislature was free to decide for ijtself that legisla-
tion was needed to deal with the business of debt adjusting. * * * We
refuse to sit as a ‘superlegislature to weigh the wisdom of legislation.” and
and we emphatically refuse to go back to the time when courts used the
Due Process Clause ‘to strike down state laws, regulatory of business and
industrial conditions, because they may be unwise, improvident, or out of
harmony with a particular school of thought.””

The general tenor of Ferguson is that it is for the legislatures rather than the
courts to decide on the wisdom and utility of legisiation, and that the legislatures
have the power to legislate against what are found to be injurious practices in
the internal commercial and business affairs of the States (or the District of
Columbia, as the case may be) so long as the laws do not run afoul of some spe-
cific federal constitutional prohibition or some valid federal law.

In Ferguson the Supreme Court also rejected the contention that the Kansas
statute’s exception of lawyers was a denial of equal protection of the laws to
non-lawyers in violation of the Fourteenth Amendment, stating “Statutes create
many classifications which do not deny equal protection; it is only ‘individious
discrimination’ which offends the Constitution.” Pointing out that the business of
debt adjusting gives rise to a relationship of trust in which the debt adjuster
will, in a situation of insolvency, be marshalling assets in the manner of a ‘pro-
ceeding in bankruptey, the Court stated that if a State wants to limit debt ad-
justing to lawyers, the Equal Protection Clause of the Fourteenth Amendment
does not forbid it.

The Commissioners, in addition to recognizing that lawyers in the course of
their practice may find it necessary to engage in activities in the nature of “‘debt
adjusting”, also recognize that in some areas of the country nonprofit or charit-
able corporations or associations have performed a service to their communities
by providing. a debt adjusting service, at no expense to the debtor execept for
charges designed to cover expenses in connection with providing such services.
In the belief that such a nonprofit service might be of use to those debtors reek-
ing advice on how to manage their debts, without further increasing them, the
Commissioners believé that the bill should also except from its application any
such nonprofit or charitable organization which provides this kind of service.

I think, therefore, Mr. Chairman, that any question with respect to the con-
stitutionality of FLR. 9806 has been resolved by the Supreme Court in Ferguson
and that there exists no legal impediment to the enactment of the bill by the
Congress if Congress finds that the potentiality of grave abuses inherent in the
business of debt adjusting is such as to justify the enactment of legislation
prohibiting it.




40 DEBT ADJUSTING BUSINESS

COMMISSIONERS’ POSITION

The Commissioners are opposed to the regulation of the business of debt adjust-
‘ing; as provided by H.R. 8929, for the reasons stated in their letter of May 9,
1967, which I ask be included in the record. In that letter, the Commissioners
stated that they believe that the business of debt adjusting can give rise to a
relationship of trust in which the debt adjuster, in a situation of insolvency, and,
I might note, this is probably the case in the majority of the transactions, may
be engaged in marshalling assets in the manner of a proceeding in bankruptey.
Ag the Commissioners point out, under such circumstances the dept adjuster’s
client may need advice as to the legality of the various claims against him, the
legal remedies governing debtor-credit relationships, and the applicability of the
Bankruptey Act. This means that in virtually every debt adjusting transaction,
there is need for careful scrutiny of the underlying contracts which gave rise
to the debts which have been accumulated by the debtor. It is quite possible that
one or more of the underlying contracts are unconscionable within the meaning
of section 28:2-—302 of the Uniform Commercial Code, and, if subjected to a
court test, would not be enforceable. If the debt is one cwing a finance company,
the finanee company may not be a holder in due course. The debtor may have a
real defense against the person with whom he contracted or any subsequent
holder of & note which the debtor may have given, in that the note may lack
legal efficacy in its inception, as, for example, where there was fraud in the
execution, or where there was an illegality making the security void, as opposed
to voidable,

" Obviously, determinations as to the legal rights of the debtor with respect to
the claims against him are within the province of the lawyer, and their deter-
mination by any other person, no matter how capable he may be, of necessity
involves the unauthorized practice of law. It is, however, greatly to be questioned
whether those in the debt-adjusting business even approach the necessary level of
capability. I understand that the average employee in the business has two
years of college education. It would hardly be conceivable that employees with
this level of education are qualified to advise a debtor conceyning his legal rights
* and any defenses he may have to the claims against him, and it could be said, in
a situation where the debt adjuster fails to recognize that the debtor has a
defense to a-claim against him, that it is a case of the blind misleading the blind.

Moreover, the debt adjuster has a vested interest in not advising a debtor that
the underlying contract giving rise to some portion of the debtor’s total debt is
not a valid one, or that the debtor has a defense to a claim against him. Obvious-
ly, since the fee of the debt adjuster is a percentage of the debtor’s total debt,
it 1s to the debt adjuster’s advantage to maximize that debt, rather than minimize
it, and there could be present in such a situation a tendency to find that all of the
underlying contracts are valid and enforceable, and that the debtor has no de-
fenses to the claims againgt him. This is, of course, the exact opposite of the
situation which would obtain were the debtor to seek legal advice, since the
duty and self-interest of the attorney would dictate that he make every effort to

" ‘minimize the debtor’s obligations, challenging those which give indication of

" being unenforceable or invalid, and compromising the others to the maximum
extent possible, This means that there is involved in the business of debt ad-
Jjusting a very high potential for deceit and actual fraud.

COURT ACTION

In thig lagt connection, the Committee may take note of the fact that on July 1,
1966, seven persons who operated two debt consolidation services headquartered in
‘Washington and Baltimore, with branch offices throughout the central and south
Atlantic States, were convicted in the United States District Court for the
District of Columbia on mail fraud charges. It is this high potential for deceit
and fraud that would seem to indicate that regulation of the business is just
not feasible.

If there is to be protection of the debtor from being taken advantage of by
the debt adjuster, and if there is to be protection of the legal rights of each such
debtor, then it is necessary that every transaction be carefully scrutinized by
the regulatory agency. And I think- it obvious that the regulatory personnel
required to scrutinize these transactions would have to be qualified to determine,
and be able to determine, whether the legal rights of the debtor h»qd been given
the fullest consideration. This means, of course, that those examining a debt-
adjusting transaction would have to be given access to the underiying contracts
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and other data supporting the claims against the debtor to determine whether
in every instance there was a valid, enforceable claim. Obviously the adminis-
trative burden would be considerable.

To a certain extent this burden could be reduced by a requirement, either in the
bill or in regulations adopted by the District government (and I note, incidentally,
that H.R. 8929 does not, except by implication, authorize the District govern-

- ment to make regulations), that no debt adjuster shall enter into a contract with

a debtor until there has been a determination, by impartial counsel (not “house”
counsel), that the claims against the debtor are valid and enforceable, There still
would remain the problem of fair dealing, but at least the validity of the claims
against the debtor would be established.

REGULATIONS

Those who urge the regulation of the debt-adjusting business have suggested
some twenty-one regulatory conditions. Perhaps chief among these are the re~
quirements that those licensed as debt adjusters give bond (the bill establishes
the amount of the bond at $5,000), that they be limited in the maximum rates
they may charge, and that they be prohibited from making any charge unless the
licensee has been able to secure the approval and consent of the majority of
creditors, both in number and amount of indebtedness. With respect to the bond,
it is to be questioned whether this would be of any value to a debtor who may
have had his wages garnished and perhaps have lost his job as a result, by rea-
son of the failure of the debt adjuster to make payment to a creditor. The bond
requirement would seem to be of value only if it were coupled with a self-policing
provision whereby any debtor injured by an act of commission or ormission on
the part of a debt adjuster could claim treble damages, and proceed against the
surety for this amount of damages. Such a requirement would offer considerable
incentive for the debtor to bring to the attention of the appropriate authorities
any incident indicating that he is being misled, deceived, or defrauded, or the debt
adjuster is not performing in accordance with the agreement,

The third of the suggestions set forth above also poses an interesting question.
Those urging the regulation of debt adjusters would require a licensee to secure
the approval and consent of only a majority of the creditors. This means that if
a debtor has eleven creditors, the licensee need secure approval and consent of
only six; whereupon he can fix his fee on the basis of the debtor’s total debt. But
the remaining five creditors may not accept the arrangement, and may insist on
dealing directly with the debtor. I find nothing in any of the suggestions made by
those urging regulation that the debt adjuster shall make a rebate to the debtor
of so much of his fee as may have been based on the debts owing those creditors
who refuse to deal with the debt adjuster, or basing his fee only on the total of
the debts owing those creditors who have given their approval and consent to the
transaction.

DEBT ADJUSTING CHARGES

Mr; Chairman, as lengthy as my testimony has been, I have touched only the
fringes of what must be considered a grave problem. According to the debt ad-
Justers, the average debt of those who patronize them is of the order of $3,000.
I understand that the fees of the debt adjusters range from twelve percent to
as high as twenty-five percent. If we take fifteen percent as a conservative av-
erage, this means that the total debt owed by the average person patronizing a
debt adjuster is increased $450. In return for this amount, the debt adjusters
have indicated that each such transaction may involve one or two hours at the
inception of the transaction and perhaps fifteen minutes a month thereafter for
the life of the transaction. Even were there no potential for deceit or fraud.
there seems little justification for increasing the total debt of a group of per-
sons the majority, and perhaps the great majority, of whom are already in-
solvent. Obviously, with this amount of money involved, and this financial bur-
den imposed on those of the community who can least affort it, there would
devolve on the government of the District of Columbia the duty of scrutinizing
in the greatest detail the transactions engaged in by debt adjusters, and even
then it might be impossible to prevent injury to these persons. In view of this,
the regulation of the debt adjusting business does not appear to be appropriate,
and in view of the great potential for deceit and fraud inherent in this type of
activity, its prohibition, in the view of the Commissioners, is the desirable course
of action—a course of action presently effective in the City of Baltimore and in
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22 of the States, including Rhode Island, which after attempting for little more
-than two years to regulate the debt adjusting business, now prohibits it.

" Thank you, Mr. Chairman, for permitting me to take this statement, and, un-
less there are questions, this concludes my testimony.

Mr. Knzrep. I would like to proceed extemporaneously. Mr. Broy-

hill has covered the constitutional question so well in his opening state-
ment that I see no reason for repeating it, so I will skip on to page 5
of the prepared statement that I furnished the Committee.

' Mr. Sisk. If T might interrupt, Mr. Kneipp, you do take the posi-
tion there is no constitutional question involved in the provisions of
the Broyhill bill ¢

Mr. Kxerep. That is correct. The Broyhill bill is patterned after the
Kansas statute that was considered in the case of Ferguson v. Skrupa
referred to in my statement, and the constitutionality was affirmed by
the Supreme Court in 1963. The Broyhill bill has been modified to a
slight extent but it is substantially the same as the Kansas statute.

I would like to say I disqualify myself as an expert on the wage
earner provisions of Chapter 13 of the Bankruptcy Kct. I understand
there is someone in the room who is an expert on that and I defer to
him. I see no reason, however, why there should not be inserted in the
bill a new section saying nothing in the bill shall be construed as
superseding or amending the Bankruptcy Act, so that the two are
parallel to the extent necessary. But I would like to ask for an oppor-
tunity to study that, if I may, because I am not an expert on Chapter
13 bankruptcy proceedings.

Mr. Sisk. I hope we can get to a witness representing the Bar
Association.

Mr. WarTENER. It might be helpful for Mr. Kneipp to talk to Mr.
Ben Zelenko of the Judiciary Committee, who has studied Chapter 13
a great deal.

Mr. Knerep. I will do that.

LICENSING

As Mr. Broyhill has indicated, there is already general statutory
authority for the Commissioners to regulate the debt adjustment busi-
ness. They have not done so because, first, the administrative burden
would be considerable; and second, they did not want to give the im-
pression of government approval of a business they felt there was no
need for. Licensing debt-adjusters would be tantamount to licensing
lions to eat lambs, and the Commissioners have avoided giving any

- semblance of approval of this business.

Mr. Sisk. Title 47 of the District of Columbia Code has to do with

general authority to require licensing and regulation of businesses?
~Mr. Kxerep, 1 think so. I think there is general authority in the
Licensing Act.

Mz, Sisk. ‘So actually the Commissioners do have authority to regu-
late at. the present time?

Mr. Kxerep. Yes, under that provision the Commissioners have from
time to time licensed about 80 businesses that are not specified in the
Licensing Act, and they have licensed under the Licensing Act about
80 more. Debt adjustment could be one of those businesses and this
has been within the authority of the Commissioners for some years,
but they have indicated they prefer the prohibition of the business.
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Starting at page 5 of my statement, the Commissioners feel this
type of business involves the marshalling of assets and, more impor-
tant, under these circumstances the debt adjustment client may need
advice as to the legality of the various claims against him, the legal
remedies governing debtor-credit relationships, and the applicability
of the Bankruptey Act. This means that n virtually every debt-
adjusting transaction there is need for careful scrutiny of the under-
lying contracts which gave rise to the debts which have been accumu-
lated by the debtor. But this does not seem to be done in the debt
adjustment business.

On page 7 of the pamphlet that you have included in the record
(the articles written by Miss Miriam Ottenberg), it seems that the
debt adjusters ask four questions of their clients: (1) How much they
owed; (2) how much they used for living expenses; (3) how much
money they could give them that night; and (4) how much they could
pay weekly. Where is the determination as to whether the creditor has
a valid claim against him? For example, he himself might consider he
owed a debt to the Scrooge Finance Company, but the contract may
be an invalid contract that the debtor just presumes is valid. The debt
adjuster makes no determination thereon. So here there is every op-
portunity for the debt to be increased needlessly and, as I point out in

" my statement the debt adjuster has a vested interest in maximizing the

debt because his fee is a portion of the debt. Obviously, determinations
as to the legal rights of the debtor with respect to the claims against
him are within the province of a lawyer, who has an interest in mini-
mizing the debt. I go on to say that these legal determinations by non-
lawyers are in fact the unauthorized practice of law.

According to testimony given in the other body the average em-
ployee in the business of debt adjustment has two years of college
education, and it would hardly be conceivable that employees with this
level of education are qualified to advise a debtor concerning his legal
rights and any defenses he may have to the claims against him. It
could be said, in a situation where the debt adjuster fails to recognize
that the debtor has a defense to a claim against him, that it is a case of
the blind misleading the blind, because the debt adjuster doesn’t know
there is this defense and, moreover, he probably does not care because
‘the higher the debt the higher the fee.

Mr. Horrox. Would you mind an interruption there? Has the Dis-
trict of Columbia Bar Association made any recommendation in this

matter to your knowledge?

Mr. Kxerep. I donot know.
Mr. Horron. Has this been brought to the attention of the District

-of Columbia Bar Association?

Mr. Knzrep. I cannot answer that but I will find out.
Mr. Stsk. If T may interupt, the American Bar Association has a

representative here who will testify, we are advised. I do not have a

request from the local Bar Association to appear.
Mr. Knerep. Mr. Broyhill has already mentioned the fact that last
July 1, a year ago, seven persons who operated two debt consolidation

services headquartered in Washington and Baltimore were convicted
in the United States District Court for the District of Columbia on
mail faud charges, Three of them, I believe, have taken an appeal and

the case is pending in the United States Court of Appeals. But the
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nature of the business, really, is such that if the public is to be pro-
tected it will requires careful scrutiny of every transaction. This means
that the regulatory personnel would have to be given access to the un-
derlying contracts and other data supporting the claims against the
debtor in order to -determine if there was a valid and enforsceable
claim against him. The bill H.R. 8929 makes a brave show of allow-
ing the District to have access to the books of the debt adjustment

concern. But of what value is that from the standpoint of determining

whether there was a valid claim against the debtor in the first in-
stance? It is of some value, perhaps, in determining whether there
were excess charges against the debtor. The maximum, incidentally, is
12 percent. In your own State it is 12 percent for the first $3,000; 11
percent for the next $2,000; and 10 percent for any amount there-
after. Also, T might mention California has a bond requirement of
$10,000, whereas the bill requires only $5,000. And the conditions of
the California bill regulating this business are more stringent, in my
opinion; than those in H.R. 8929. ‘ :

I have been furnished by Mrs, Frank Sinatra of the Department
of Labor, Bureau of Labor Standards, who is in the room, a copy of
a publication published by the United States Department of Labor,
entitled “Summary of State Laws Prohibiting or Regulating the

Business of Debt Pooling.” I would like, if I may, to offer this to the

Committee as a quick summary of all the State laws on the subject in
question. I see Mr. Horton has a copy. :

Mr. Sisk. ‘What is the date of the publication ?

Mr. Knzerep. July, 1967. :

Mr. Sis. Without objection, it will be made a part of the record
at this point.

(The document follows:)

SUMMARY OF STATE LAWS PROHIBITING OR REGULATING THE
BUSINESS OF DEBT POOLING

U.8. Department of Labor, Bureau of Labor Standards, Washington, D.C.,
: July, 1967

The spiraling increase in consumer credit since World War II has resulted
in problems of overindebtedness to a great many wage earners and their families.
The Federal Reserve Board estimated that the personal indebtedness of Amer-
ican consumers at the beginning of 1967 was almost 95 billion dollars. This
estimate covers installment buying of automobiles, other consumer goods, and
loans to individuals for household, family, and other personal expenditures,
except real estate mortgage loans. For many people the debt is manageable,
but any unforeseen occurrences such as illness in the family, a job layoff, or an
accident makes repayment at the proper time difficult. It may also lead to addi-
tional indebtedness. To extricate themselves from debt and the harassment of
creditors, many individuals have turned for help to debt-pooling firms.!

Debt pooling firms are not loan companies; they do not use their own funds
in assisting the debtor to pay off his creditors. Rather, their purpose is to work
out a plan with the debtor and his creditors for paying off the debts over a period
of time, The debtor agrees to turn over to the firm a certain portion of his earn-
ings each payday, which the firm agrees to pay to the creditors, less specified
fees and expenses. Putting the plan into operation depends on the voluntary
consent of the creditors. The agency’s fee is usually a percentage of the indebted-
ness listed by the debtor.

1 Variously called ‘“debt consolidation,” ‘“‘debt adjustment,” “debt management,” “budget
planning,” “financial management,” “debt lumping,” “prorating,” and other names.
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CIRCUMSTANCES LEADING TO LEGISLATION

Complaints to the Better Business Bureau, the National Legal Aid Society,
and court cases in several of the States have indicated that unserupulous debt
poolers, instead of helping the debt-ridden, have actually created additional
problems for them. Fregeuntly, creditors have refused to participate in the
debt-pooler’s plan but the debtor has not been notified of this fact. Sometimes
the debt-poolers have paid themselves their entire fee first, and it has been
some time before money was available to pay the creditors. Accepting the
services of the debt-pooler has not prevented garnishment or repossession of
merchandise although contrary promises had been made or implied. Because
of these and other abuses the States found it necessary to take legislative
action.

EARLY LAWS

The first two laws dealing with debt pooling as a commercial business were
enacted in Minnesota in 1935 and in Wisconsin in 1937. These laws regulate the
business by requiring operators to obtain a license, post a bond, and meet
other specified requirements. However, until 1955, debt-pooling firms were gen-
erally free to operate unhampered. Numerous abuses by some of these firms,
followed by indictments in several instances, led to pressure for enactment of
laws curbing their activities. That year, Maine, Massachusetts, and Pennsyl-
vania ‘enacted laws prohibiting the business of debt pooling. Similar laws were
enacted in Georgia, New York, and Virginia the following year. .

PRESENT STATUS

There are now 34 States with laws prohibiting or regulating the business of
- debt poo}ing. The following 22 States prohibit debt pooling as a commercial
business *:

Year Year

State . enacted State enacted
Arkansas 1967 | New York 1956
Delaware 1966 | North Carolina .o ______ 1963
Florida 1959 | Ohio - 1957
Georgia 1956 | Oklahoma 1957
Hawaii 1967 | Pennsylvania 1961
Kansas 1961 | Rhode Island 1964
Maine 1955 | South Carolina . ________ 1963
Massachusetts 1955 | Texas 1965
Missouri 1966 | Virginia 1956
New Jersey 1963 | West Virginia 1957
New Mexico 1965 | Wyoming 1957

The following 12 States regulate this type of business:

Year Year

State : enacted State enacted
California 1957 | Minnesota 1935
Colorado 1965 | Nebraska * 1967
Connecticut ® 1967 | Oregon 1963
Idaho 1963 | Utah 1963
Illinois 1957 | Washington 1967
Michigan 1961 | Wisconsin 1937

LAWS PROHIBITING THE BUSINESS OF DEBT POOLING

Most of the 22 State laws prohibiting the business of debt pooling outlaw
debt-pooling activities, as defined, and provide penalties for violations. The
laws of Massachusetts, South Carolina, and Virginia differ from the majority in
that they provide that the furnishing of advice or services for a debtor in con-
nection with a debt-pooling plan is deemed the practice of law. Thus, debt

2 In addition, the city of Baltimore, Maryland has an ordinance prohibiting the business
of debt pooling.

2In onnecﬁcut a regulatory provision enacted in 1955 as an amendment to the collec-
tion agency law was repealed in 1967 and replaced by a separate law, which becomes
effective Jan. 1, 1968,

% The Nebraska law is not effective until Jan. 1, 1969, By addendum subsequently filed
with the committee, Iowa should be added to this list. (See p. 168 hereof.)

84—181—67—-—4
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poohng as a business is‘prohibited as the: umauthorlzed practice of law. The West
Virginia law also differs from the maJorlty That law makes it unlawful to
solicit the rendering of advice and services to a debtor in connection with a
debt-pooling plan, and provides that those who are exempt from the law (e.g.,
attorneys or voluntary associations) who render such service may not charge
" more than 2 percent of the total money collected pursuant to the plan.

Exzemptions

The most common exemption is that of attorneys, which is found in 19 of the
prohibitory laws, i.e., all but the North Carolina, Ohio, and Oklahoma. Five of
these “States, Delaware, Georgia, Kansas, Virginia, and Wyommg, qualify the
exemption by limiting it to the performance of debt-pooling services as an’inci-
dence to the regular practice of law. In 10 of these States it is the only exemp-
tion; Florida, Georgia, Kansas, Maine, Massachusetts, New York, South Caro-
lina, Rhode Island, Virginia, and Wyoming. ,

A few examples of some of the other types of exemptlons are: .

“Judicial officers or’ others acting pursuant to court order are exempted in
seven States: Arkansas, Hawaii, Missouri, New Jersey, New Mexico, North
Carolina, and Texas.

Five States exempt nonprofit orgamzatlons. Arkansas exempts such orga-
nizations if no charge is made for the servicé. Delaware and Hawaii permit a
nominal charge as reimbursement for expenses. New Mexico exempts such an
organization when it is organized as a community effort to assist debtors.
Pennsylvania exempts welfare agencies which act as debt poolers on behalf of
debtors without compensation or profit. Hawaii and Pennsylvania exempt ‘Legal
Aid Bureaus.

Five States exempt full-time employees of a debtor who act as an adjuster
of his employer’s debts: Hawaii, Missouri, New Jersey, New Mexico, and North
Carolina. Four States exempt a. creditor of the debtor rendering adjustment
service without charge: Missouri, New Jersey, New Mexico, and North Carolina.

The only exemption in the Ohio law is for a person who was licensed and
regulated by the legislative authority of the political subdivision in which such -
person operated prior to January 1, 1958 (the effective date of the act); and
Oklahoma exempts only retail merchants trade associations and nonprofit groups
formed to collect accounts and exchange credit information,

Constitutionality

Five prohibitory laws, Massachusetts, New Jersey, Pennsylvania, Kansas,
and Ohio, have been challenged in the courts.

The Supreme Judicial Court of- Massachusetts in 1957 held in a declaratory'
decree® that the statute. providing that .debt-pooling services constitute the
practice of law “is not unconstitutional as an interference with the purely
Judmxal function to determine who may practice law but is a valid enactment
in aid of the court’s powers to make such a determination.” ’

The Pennsylvania Supreme Court in 1960 ® unheld the decision of the Superior
Court that the State law (Act 224, L. 1955) prohibiting the business of budget
planning is an unconstitutional exercise of the police power, notwithstanding
that the planner’s activity in collecting and distributing the debtor’s money may
afford the planner the opportunity to defraud the public. Following the court’s
decision, the Governor recommended and the legislature enacted a new law in
1961, It differs from the earlier law in that it does not outlaw budget planning,
but only debt pooling for a fee. The new law has not been challenged.

The New Jersey Superior Court” in 1961 upheld the constitutionality of the
State law. The court implied its agreement with the decision of the Massachu-
setts court and disagreement with the decision reached by Pennsylvama, in
what were apparently similar laws.

The U.S. District Court for the District of Kansas found that the State law
prohibiting the businesy of debt adjusting was unconstitutional.® In a decision
issued April 22, 1963, the U.S. Supreme Court reversed the lower court.” The
Court said that Kansas statute does not violate the due process clause of the
14th amendment ; that ‘States have power to legislate against injurous practices

(1gglome Budget Service, Inc. v. Boston Bar Association, 335 Mass. 228, 139 N.E. 24 (387)
s Commonwealth v, Stone, 191 Pa. Super 117; 155 A, 2d (453) (1960).
7 American Budget Corp. v. Furman, 170 A 2d 63 (1961
3 Skrupa v. Sanborn; 210 F. Supp. 200 (19
4 Ferguson v, Skrupa, d/b/a Credit Advisors, 372 U.S. 726 (1963).
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in their internal affairs, so long as their laws do not conflict with a Federal
constitutional provision or law ; the statute’s exception of lawyers is not a denial
of equal protection of the law to nonlawyers. The Court said further that there
are arguments showing that the business of debt adjusting has social utility, but
such arguments should be addressed to the legislature rather than the courts.

The Ohio Supreme Court upheld its law, in a case decided March 10, 1965.*°

LAWS REGULATING THE BUSINESS OF DEBT POOLING

The States which enacted laws prohibiting the business of debt pooling did so
because it was believed that regulating the activities of such businesses would
prove too difficult ; that the only way to cope with the unethical practices of such
firms was to outlaw their activities completely. Other States believed the busi-
ness could be regulated. An example of such a State is California.

Until 1957, ‘California had no law relating to debt poolers, as such, but covered
them, by interpretation, under its law regulating collection agencies. However,
an increasing stream of complaints from businessmen and the general public
led the California ‘Senate to create an Interim Committee which was directed
“to gather facts regarding collection agencies, debt liguidators, and private
detectives, the regulation thereof, and the enforcement of all laws relating there-
to.” The Interim Committee held hearings in several cities, and reported, in
part, that:

“x % x Ag for the debt liquidators and proraters, the chief malpractices. in
their field seemed to involve misleading advertising and doubling as collection
agencies.

“Palse advertising, especially on television and radio, has been used to make
the debt-ridden think the proraters can prevent wage attachments, loss of jobs,
and repossessions. Phrases like ‘No Security,” ‘No Co-gigners,” and ‘Our Low
Rates’ give the impression that the prorater pays creditors from hig own funds,
asking only that the debtor repay him with reasonable interest. The facts are
that the prorater does not ‘consolidate’ the debts and pay off creditors with his
own money; the debtor continues to owe each and every creditor severally,
regardless of the plan the operator purports to offer. The unscrupulous prorater
attracts the debt-ridden into his office largely for the purpose of collecting fees
from them.

“The committee also learned that several firms operate a debt-liguidation
agency and a collection agency under the same roof with identical personnel.
The prorater end of the business acquires from the client a list of his creditors.
Then, acting as collectors, the agency solicits the creditors to assign it the
accounts for collection. The creditor who refuses to hand over the account gen-
erally finds himself at the end of the line when the debtor’s payments are
prorated.” ®

As a result California passed a law regulating the debt-pooling business,
completely separate from the law regulating collection agencies; the two laws
are administered in different departments.

The regulatory laws are separate laws, applicable only to debt-pooling firms,
except in Idaho where it is a part of the collection agency law.

Licenses and investigations

All of the regulatory laws require an applicant to obtain a license, renewable
annually. (See Table 1, p. 7.) As a prerequisite to the issuance of a license, the
applicant must be investigated for financial responsibility and good moral
character. Usually the applicant pays the cost of the investigation.

If, following investigation, the applicant is denied a license, the license fee
is returned to him, but not the investigation fee, Most of the laws provide that an
applicant may appeal the denial of a license; if he does, a hearing must be held.
Final appeal is usually to the courts.

Bond

Each law requires the operator to post a bond. The amount of the bond varies
from $5,000 to $25,000. Some of the laws permit an operator to make a cash
deposit in lieu of posting a bond.

Ohl‘i) St(cigeﬁg:f rel. Clark v. Brown, Secretary of State, 205 N.E. 2d 3877 Supreme Court of
o .

1 Report of the Senate Interim Committee on Collection Agencies, Private Detectives, and
Debt Liquidators. (Senate Resolution No. 155, 1957, California.)
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TABLE 1.—~LICENSE AND INVESTIGATION FEES; AMOUNT OF BOND

Initial in-  Amount of
bond

State License fee ;vest;gation on
e

California $100 for principal office; $20 for each branch office. ... $50 $10, 000
Colorado. .. $50 for each office. — 100 25,000
Connecticut t $100 for each office_ . ..o . 50 110,000

aho...... 25 for each office_ ... ® 35,000
Hlinois... 100 for each office. - 30 7,500
Michigan $50 for each office. . e liaaas 50 35,000
Minnesota__. $10 for each office._..... ® 5, 000
Nebraska & $100 for principal office; $50 for each branch office.. ... 100 10, 000
Oregon $150 for principal office; $100 for each branch office__ . . (O] 10, 000
Uta $50 for each office_.... 50 25,000
Washington.. $50 foreach office. - oo 50 10, 000
Wisconsin. . - $100 for each office location with popuiation of 25,000 (O] 5,000

or more; $50 for each office location with population
of less than 25,000, .

1The. Connecticut law becomes effective 1/1/68. The administrator is authorized to require a larger bond if he deter-
mines-it is warranted by the business circumstances of the licensee. .
31n Idaho and Wisconsin, the applicant must pay the entire cost of the investigation.

- 3 For each office, .:: . .
4 In Minnesota, investigation is required but the law does not require the applicant to pay the cost.

$ The Nebraska law becomes effective 1/1/69.
¢ No provision.

Haemptions

'The usual exemptions in these laws are for: (1) attorneys; (2) banks, fiduci-
aries, financing, and lending institutions duly authorized and admitted to trans-
act business in the State; (3) title insurers and abstract companies while doing
an escrow business; (4) employees of licensees when acting in the normal courise
of their employment; (5) judicial officers or otherms acting pursuant to. court
order; (6) nonprofit, religious, fraternal, or cooperative organizations offering
debt-pooling services for their members; and (7) employers offering debt-pooling
services exclusively for their employees.

The exemption of attorneys under the laws of California, Colorado, 'Connecti-
cut, Illinois, Michigan, Nebraska, Utah, and Washington is applicable only when
the debt pooling occurs in the normal course of their practice; in Oregon it is
applicable to attorneys who do not specialize in the business of debt pooling.
There are no exemptions in the Wisconsin law.

Consent of creditors

Unless the creditors consent to the debt-pooling plan, such a plan is useless.
The laws of (California, Michigan, and Utah require that consent must be ob-
tained from the holders of at least 51 percent of the total amount of the indebt-
ednesy and of the total number of creditors listed in the contract between the li-
censee and the debtor. The Connecticut law is similar, except that a “majority”
is stipulated, rather than 51 percent. Colorado requires the consent of 80 percent
of the creditors listed in the contract, and Ilinois requires that a majority of the
creditors listed must agree to the plan, Unlike any of the other laws, Connecticut
grants creditors or their attorneys access to all records relative to such consent
for verification.

Before making any charges, Oregon and Washington require the debt-pooling
firm to notify all of the debtor’s creditors that the debtor has engaged the serv-
ices of the licensee. The laws of Tdaho, Minnesota, Nebraska, and Wisconsin are
silent on this point.

Fees

JT'eely charged by debt-pooling businesses are based on a percentage of the in-
debtedness as listed by the debtor. Ten of the 12 regulatory laws (all but Michigan
.‘iléld M’inngsota) fix the maximum fee which may be c¢harged, ranging from 10 to

5 percent.

All of the regulatory laws except Idaho provide that the fee of the licensee:
must be agreed upon and stated in the contract, and that a copy of the contract
mast be furnished to the debtor.
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The laws of California, Oregon, and Washington require the contract to set
forth in precise terms the amount of the payments, which must be within the
ability of the debtor to pay. California and Washington also require disclosure
to the debtor of the approximate number and amount of installments required to
pay the debts in full. The laws of Colorado, Connecticut, Illinois, Michigan, Ne-
braska, and Utah require the fee of the licenssee to be amortized over the life of
the contract, while Oregon prohibits the debt pooler from taking his fee at a
faster rate than the rate of distribution to any unescured creditor who is willing
to accept payment.

TABLE 2.—Mazimum fees established by law or by administrative authority

California —____. 12 percent for the first $3,000 of indebtedness;
11 percent for the next $2,000;
10 percent for any of the remaining payments distributed to
creditors.
C0lorad0 —mmmem—w 1214 percent of the total indebtedness of the debtor.
Connecticut ———-- 10 percent of the amount required to pay the indebtedness
when the plan of payment is for a period of 10 months or
less;

1214 percent when the plan of payment is for more than 10
months but less than 18 months;
15 percent when the plan of payment is for a period of 18
months or more.
Idaho e o - 15 percent of the amount received at any one time from the
debtor.
IHNOES e 10 percent of the amount required to pay the indebtedness
when the plan of payment is for a period of 10 months
or less; .
1214 percent when the plan of payment is for more than 10
months but less than 20 months ;
15 percent when the plan of payment is for a period of 20

months or more.

Michigan —oo——o. No gpecific maximum.

Minnesota ——————— No provision.

Nebraska - 15 percent of the amount of money agreed to be paid through
the licensee.

Oregon. e 15 percent of the amount actually paid to creditors.

Utah e 10 percent of the payments actually distributed to ereditors.

‘Waghington ... 15 percent of the total debts listed by the debtor.

‘Wisconsin .- 110 percent of the total indebtedness.

Report to debtors; remitiances to creditors

Most of the lawis require the debt-pooling agency to keep the debtor informed
of his account. Remittances to creditors must be made by the agency within a
specified period after receipt of funds from debtors for this purpose. Ag shown in
Table No. 3, this period of time varies from “promptly” upon receipt of funds in
Illinois to at least once each 40 days in Waishington.

TABLE 3.—Permvissible time lapse between remittance from debtor and disburse-
ment by debt pooler

California - Onice each month.

Colorado - ‘Within 2 working days.

Connecticut Within 10 days.

Idaho e Within 30 days after cclose of each calendar month.
THNois coceee Promptly.

Michigan ———-——o Within 15 days.

Minnesota ————__ ‘Within 35 days.

Nebraska .- ‘Within 15 days, or 7 days if funds are in the form of cash.
oregon o ‘Within 30 days after close of each calendar month.
Utah . Within 15 days.

Washington .- At least once each 40 dayis.

Wisconsin .- Within 5 days.
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Prohibited practices

All of these laws prohibit some activities. Practices most commonly prohibited
are:
- 1. Purchasing from a creditor any obligation of a debtor;

2. Operating both as a collection agent and as a debt pooler;

3. Receiving or charging any fee in the form of a promissory note or other
promise to pay, or receiving or accepting any mortgage or other security for
any fee, both as to real or personal property ;

4. Advertising falsely, or making misleading or deceptive statements or
representations as to the services to be performed or the charges to be made;

5. Using a contract form which has not been approved by the administrator.

<. A provision in the Connecticut law not found in any other law prohibits any

licensee from using any word or phrase which states or implies that “he is bonded,.

approved, bonded by the State or approved by the State.”

Investigation authority

Most of the laws authorize the administrator to investigate the business of debt
pooling at any time and/or upon complaint. Usually, the licensee pays the cost of
the investigation. Only Washington has no specific provision of this nature. The
‘Washington law does, however, require that books and records be kept open for
inspection.

The laws of Gonnecticut, Michigan, Nebraska, and Utah permit the adminis-
trator to examlne, without notice, the conditions and affairs of each licensee.
Colonado requires that the licensee be given 5 days’ notice that the examination
is to be made, and that he pay the cost of the actual examination, not to exceed
$50 a day. Illinois specifies that the business must be examined at least once a
year, and limits the cost of such examination to $50 a day. Only Minnesota, of
the States authorizing investigations, has no provision as to payment of such
investigation. The other laws provide that the actual cost of the examination
bust be paid by the licensee; failure to pay such cost within a specified period is.
cause for revocation of the 11cense

Sepamte accounts

The majority of the States (California, Colorado, Connecticut, Idaho, Illinois,
Michigan, Nebraska, Oregon, Utah, and Washington) require licensees to main-

“.tain separate trust accounts of funds received from-debtors; commmghng of their
~ own funds with those received from debtors for payment to credltors is prohibited.

Mamtenance of records
All of the laws.require debt poolers to mamtam specified records, which must

‘be available for inspection. Ten laws specify the length of time such records

must be preserved after the final entry is made : 2 years in Illinois and Minne-
sota, 4'years in California, 5 years in Idaho and Nebraska, 6 years in Washington,
and 7 years in Colorado, Connecticut, Michigan, and Utah.

Miscellaneous provisions

The laws of California, Connecticut, Michigan, Nebraska, and Oregon provide
that a contract shall not be effective until a debtor has made a payment to the
debt pooler for distribution to his creditors.

-Colorado, Connecticut, Michigan, and Nebraska do not permit a licensee to
accept an account unless a thorough financial analysis indicates that the debtor
can reasonably meet the requirements of the contract.

Idaho, Oregon, and Washington require applicants for a license to take an
examination which may be either written or oral or both.

Several of the laws require citizenship and minimum age (usually 21) before
a license may be granted.

Annual reports

California and Oregon require a licensee to file an annual report with the
administrator concerning their business and operations. The report must in-
clude money paid by debtors which has not been transmitted to creditors.
California requires a certified audit report prepared by an independent public
accountant, while Oregon requires a ‘“verified” report. Connecticut requires the
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application and renewal of a license to be accompanied by a certified financial
statement.

Administration
Administration of the regulatory laws is vested in the following:
California —______ Commissioner of Corporations.
Colorado ————____ Bank Commissioner.
Connecticut ———-— Bank Commissioner.
Idaho - _____ Commissioner of Finance.
Iinois e Director of Financial Institutions.
Michigan _______ Department of Commerce.
Minnesota ——_____ Secretary of State.
Nebraska —_—____ Secretary of State.
Oregon oo Commissioner of Real Estate.
Utah oo Department of Registration.
Washington _—__.__ Director of the Department of Motor Vehicles.
Wisconsin —______ Bank Commissioner.

Mr. Stsk. Mr. Whitener would like to take a look at it.

Mr. Kxeree. I think, Mr, Chairman, it is obvious that if there is to
be regulation of this type of business, it will be a very great administra-
tive burden on the District of Columbia. To a certain extent this bur-
den could be reduced either by amendment of the bill or in regulations
adopted by the District Government. I note, incidentally, that H.R.
8929 does not, except by implication, authorize the District Govern-
ment to make regulations—that no debt adjuster shall enter into a
contract with a debtor until there has been a determination, by impar-
tial counsel—not “house” counsel—that the claims against the debtor
are valid and enforceable. There still would remain the problem of fair
dealing, but at least the validity of the claims against the debtor would
be established.

BOND REQUIREMENT

I have already mentioned the bond requirement. There is a question
in my mind, what value is this $5,000 bond to a man who may have
had his wages garnisheed and lost his job as a result. Kecently a man
came into the law enforcement division of the Corporation Counsel’s
Office. It seems he had had dealings with Creditors Advisors, Inc.
They had failed to make payments as they had agreed, the creditor
sued the debtor, the debtor, upon being sued by the creditor, stopped
payment to Credit Advisors, Inc., whereup Credit Advisors, Inc., sued
him for their fee. So the debtor is being sued both by the creditor and
by the debt adjustment firm. Now, what is the measure of damage
to a person who may have suffered grave economic injury by reason of
this?

T suggest in my statement that the bond requirement would be of
value only if it were coupled with a self-policing provision whereby
any debtor injured by an act of commission or omission on the part
of a debt adjuster could claim treble damages and proceed against the
surity for this amount of damages. Such a requirement would offer
considerable incentive for the debtor to bring to the attention of the
appropriate authorities any incident indicating that he is being misled,
deceived, or defrauded, or the debt adjuster is not performing in ac-
cordance with the agreement. If a debt adjuster or a prorater, as they
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call them in California, charges excessively and is caught he merely
has to give back the fees. I suppose there is a license action taken
against him also, but just taking what he was paid I do not feel is a
severe enough sanction. ' v |
" Mr. Broyhill has already mentioned that if the debt adjuster failsto .
perform in accordance with the contract. there is no record, at least to |
my mind, of his making reimbursement to the debtor for a prorata |
-part of the fee. Most important, Mr. Chairman, the average debt, |
according to testimony in the other body, of the debtor who patronizes {
- a debt adjuster is on the order of $3,000. Now, if you take as a con-
servative average a 15 per cent debt adjusting fee on top of that, $450
more is added to that debt. You spread that through the community
and you can see this is a tremendous economic burden on the commu-
nity. What does the debtor get for his $450% Testimony before the
committee in- the other body indicates he may get an hour or two of
~consultation at the inception of the transaction and thereafter for the
life of the transaction, 15 minutes per month, assuming the life of the
transaction is 24 months. There is 6 hours plus an hour or two at the
start, seven or eight hours for $450. I think the committee can recog--
. nize a considerab%e amount of legal services could be procured for that
"$450, possibly even resulting in the reduction of the total debt of the
debtor instead of an increase 1n it. '
So, for all of these reasons, Mr. Chairman, the Commissioners of the
‘District of Columbia strongly believe that the business of debt adjust-
ing :lin %}lle .District of Columbia should be prohibited and not be
regulated. -
: I might mention, incidentally, that 22 states, as Mr. Broyhill has.
indicated, now prohibit debt adjusting whereas only thirteen regulate
it. They are as follows: ' , ~ *

StAaTES PROHIBITING DEBT ADJUSTING BUSINESS

Arkansas Missouri - Rhode Island
Delaware New Jersey ~ South Carolina
Florida New Mexico © Texas
‘Georgia New York Virginia
Hawaii North Carolina ‘West Virginia -
Kansas Ohio - ‘Wyoming
Maine Oklahoma }
~Massachusetts Pennsylvania
City of Baltimore
STATES REGULATING DEBT ADJUSTING BUSINESS
California Towa Utah
‘Colorado Michigan ‘Washington
Connecticut Minnesota ‘Wisconsin
Idaho Nebraska
‘Illinois Oregon

Interestingly enough, there is something that the debt adjusting
people have very carefully refrained from mentioning in the Senate.
They may mention it here today, but I question whether it will be in

~ their prepared statements. That is that Rhode Island tried to regulate
the business of debt adjusting. They enacted a law in April of 1962
regulating the business. Then by a law enacted May 1st, 1964, they
have prohibited the business of debt ‘adjustin% in Rhode Island. I
can surmise two reasons for that. Either they found that regulation
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of the business was not effective or they found that it was administra-
tively burdensome, or both.

A ‘state that once tried to regulate the business of debt adjusting
found it necessary, in something like 25.5 months, to enact legislation
prohibiting it.

Perhaps representatives of the business here today can explain
why Rhode Island did that, but I find it very interesting.

I have nothing more, Mr. Chairman, unless there are some ques-
tions.

Mr. Sisk. Thank you, Mr. Kneipp. I understand from your state-
ment that the Commissioners support the Broyhill bill? Is that
correct ?

Mr. Kxerer. Yes, Mr. Chalrman.

Mr. Sisk. I believe you mentioned Chapter 13 in relation to the
question raised by our colleague from North Carolina. The bill might
require some revision or possibly a new section. As I understand your
ﬁoinments, you indicate that that is possibly a unique feature in that

ill.

Mr. Knerer. I will discuss the question with Mr. Zelenko of the
Judiciary Committee, and I will make known to the staff what might
have to be done in this regard.

Mr. Sisk. Based on some of my own experiences, I have one ques-
tion, Mr. Kneipp, that concerns me. Also, I think it would concern
most people who have had contact with a variety of people over a
period of years.

Was your statement of the reasons why the District Commissioners
have not found it advisable to go ahead and use existing authority
to regulate the business of debt adjusting, based on the fact that it
was their feeling no need existed for it.

Mr. Kxeree. No, Mr. Chairman. That there is no economic justifica-
tion for this. I think by that they mean with regard to the matter
of charging for this service—I think everyone recognizes a person
in debt may need some guidance and for this reason the bill does pro-
vide that it shall not be applicable to the non-profit type of budget
counselling service, but it is the lack of economic justification. This
business of increasing the total debt by 15, perhaps to as high as 25
per cent—although on the average it may not be that much, but the
result of increasing the debt of an already insolvent group of people
seems to have little economic justification. Certainly they may need
help in managing their debts, but they don’t need help that just shoves
them further into debt, and this is the basis——

Mr. Sisk. If I can clarify the intent of my question based on what
I understood you to say. Let’s say that in the morning a gentleman
comes into my office. He has debt problems and has reached the end
of the line, so to speak. I am referring to a situation where a man
becomes so burdened down through mismanagement, or being “gul-
lible,” that he finds himself with a variety of bills which he simply
cannot pay. In this case, to whom should I send him in the District
of Columbia?

T think it is fine if this service was on a non-profit basis and free
of charge to the public. Is such an organization, or are such services
available in the District of Columbia? Are you advocating that it
should be a taxpayer-supported institution ¢
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Mr. Knzrep. No, sir. There is in the making a non-profit counseling
service of this sort. If Mr. William Press of the Metropolitan Board of
Trade is to be heard today, I think he will discuss this with the
eommlttee

There is already in existence in the City of Baltimore a.very—
I suppose a good word would be “potent”—non-profit counseling
service supported by the business people and a number of others.

T have no data setting that forth, but I am aware there is in Balti-
more such a service and I am aware there is in the making here
in the District of Columbia such a non-profit services. As has been
pointed out, the creditors themselves would be willing to help some-
one manage his debts but at the moment I don’t think there has been
established a formal service of the kind you mention.

Mr. Sisg. I-have approached this matter with a completely open
mind. I recognize there have been serious abuses in this: area here
in the city so%n Washington. I think that the committee does have a
respons1b111ty to try to get the facts as best we can and then move
to try to do something about it.

I don’t want to indicate by my questioning to be in opposition to
your position. I think, however, we all recognize there are people
who find themselves in pretty dire straits at times and who do need
some advice and assistance.

Before I firmly commit myself, I wish to carefully scrutinize any-
thing that would outlaw completely the right to furnish such a service
under legitimate procedures and proper policing.

You will agree with me there is a need for this service. Tt is a
matter of how the service is going to be rendered.

Mr. Kwnzrep. I think that is the question.

Mr. Sisk. The gentleman from North Carolina ?

. Mr. Wmrener. My questions should not indicate a.ny hostility
to the thinking of proponents of the regulation or the proponents of
the other side.

I notice in the Commissioner bill that included is “budget ]Blannmg

Now, in the very fine publication of the Department of Labor they
point out the Pennsylvania Supreme Court in 1960 upheld a decision
of the Superior Court that the state law prohibiting the business of
* “budget planning” is an unconstitutional exercise of police powers. :
Commonwealth vs. Stone, 191 Pa. Super. 117, 155 Atlantic 2d 453.

Have you taken into account the reasoning of the Pennsylvania

Supreme Court in that case when you use the term “budget planning”
as one of the prohibited acts under H.R. 9806 ?

Mr. Knerep, No, T have not read that Pensylvania case, Mr. Whit-
ener, but I think it has probably been superseded by the Fe'rguson
~Case in 1963 in the Supreme Court of the United States. -

Mr. WartENER. You are talking now about the Kansas case2

Mr. Knurep. Yes, sir.

Mr. WHITENER. ékrupa against Sanborn.

Mr. Kneree. No, it is Ferguson against Skrupa in the Supreme
80urt I think the Ferguson against Sanborn case was in the Kansas

ourt.

Mr, Warrener. That is a 1963 case.

Again I only have this Department of Labor pubhcatlon

,{r
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The U.S. District Court for the District of Kansas found the state
law prohibited the business of debt adjusting.

Mr. Knerpp. That was a three-judge district court.

Mr. WarTENER. It refers to “budget planning.”

Now, budget planning and debt adjustment are two entirely differ-
ent things it seems to me. I may need a little assistance at times in
planning how to use my meager income. Now, I may go to a banker
or a minister, or any other friend and ask them to assist me
in budget planning. It seems to me that is an entirely different thing
from debt adjusting. He is trying to keep me out of debt through budget
planning, isn’t he?

Mr. Knerep. The Ferguson Case in 1963, Mr. Whitener, went straight
to that point. I quote from page 3 of the split decision of the Supreme
Court in the Ferguson case:

“Finding debt adjusting, called ‘budget planning’ in the Pennsyl-
vania statute not to be against the public interest” and they go on
discussing that Pennsylvania case. But in the Supreme Court in the
Ferguson case they referred to budget planning as being tantamount
to debt adjusting.

Mr. Warrener. In other words, keeping you out of debt is the same
ag getting you out of debt.

Mr. Kxuree. No, I don’t think so, sir. I think budget planning within
the meaning of the Pennsylvania statute is what we were referring to
as debt adjusting here. This matter of the debt adjuster taking your
paycheck to pay your debts and charging you a fee for it.

Mr. Warrener. I wonder if the clerk could get the Pennsylvania
case for us and make it a part of the record?

Mr. Sisk. I think that is an excellent suggestion on the part of the
gentleman from North Carolina.

Without objection, we will make that a part of the record.

(The case referred to appears on pp. 56-59.)

Mr., Warrener. Mr. Kneipp, I note further from the Department of
Labor publication that many of the states do exempt attorneys as this
bill, H.R. 9806, would. Five of those states qualify the exemption by
limiting it to the performance of debt pooling services, incident to the
regular practice of law.

Now, do you think this qualification should be attached to your
exemption of attorneys? Under your bill, as now written, it seems to
me that I, as a member of the District of Columbia Bar, could open
up a “debt adjusting service” and do the same things which you now
say are bad, simply because I have a law license.

Mr. Kxeree. Section 8 of the Broyhill bill provides that the bill
shall not apply to those situations involving debt adjusting incurred
incidentally in the lawful practice of law in the District of Columbia.

Mr. WareNER. Subsection 8 of Section 1 says:

Partnership does not include a partnership, all the members of which are
admitted to the bar of the United States District Court of the District of
‘Columbia.

Mr. Kxerpe. If by that, sir, you mean that a partnership of lawyers
were to engage in the debt adjusting business, not as incidental to the
practice of law, I think the bill would prohibit it.
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COMMONWEAEﬁH of Pennsylvania,
Appeflant,

v.
Stanley S. STONE.

COMMONWEALTH of Pennsylvania,
Appellant,

\ D
Phiiip J. DE BLASIO.

COMMONWEALTH of Pennsylvania,
Appellant,

v.
Stanley S. STONE, Philip J. DeBlasto and
R. E. Butler.
Superior Court of Pennsylvania.
“"Nov, 11, 1959,

Prosccutions for violations ‘of statute
making it a misdemeanor to engage in the
budget planning business. "From " orders

of the Court of Quarter Sessions of Dauph+’

in County at Nos. 57 to 61 incl., June
Sessions, 1958, Homer L. Kreider, T
quashing the indictments, the Common-
wealth appealed. The Superior Court, Nos.

32 to 36, March Term, 1960, Egvin, J., held.
that statute making it a misdemeanor for’

budget planner, at request of.debtor, to
receive money from debtor periodically and
distribute such money among certain speci-
fied creditors in accordance with a plan
agreed upon, unrcasonably .interferes with
and nullifies a.vital factor of budget plan-
ning business and is unconstitutional exer-
cise of the police power,. notwithstanding

that' planner’s activity -in -collecting and-

distributing the debtor’s money may afford
the planner the opportunity to defraud the
public,

Orders’affirmed.

1. Constitutional Law €295
Pawnhrokers and Money Lenders €=2

~ Statute making it a misdemeanor for
budget planner, at request of debtor, to re-

. ceive money from debtor -periodically and

distribute such money among certain speci-

fied creditors in accordance with a plan-

agreed upon, unrecasonably interferes with-
and nullifies a vital factor of budget /plan-
ning business and is uncenstitutional/exer-
cise of the police power, notwithstanding
that planner’s activity in collecting and dis-
tributing the debtor’s money may afford
the planner the opportunity to defraud the
public. P.S.Const. art. 1, §§ 1, 9; art. 3,
§ 7; US.C.AConst. Amend. 14; 18 P.S.
§ 4897.

2. Constitutional Law €¢=81 _

The mere possibility that one engaged
in a’lawful business may also engage in
unlawful practices is no justification for-
prohibiting the business, if it be a legitimate:
one'in the.first instance.

3. Evidence ¢=5(2)

It is well known. that millions of sales"
ar}: made in the United States on the in-
stallment. plan and that billions of dollars
are involved in such transactions.

——ptn

- Huette Dowling, Dist. -Atty.,, Frederic
G. Antoun, Deputy Atty.- Gen., Anne X.
Alpern, Atty. Gen,, for appellant.

James W. Evans, Harrisburg, for appel--
lee.

Before RHODES, P. J., and WRIGHT,.
WOODSIDE, .ERVIN and WATKINS,

JJ.
ERVIN, Judge.

[11 The sole question involved in these
appeals is whether-the Act of 1955 making
it a misdemeanor to engage in the budget
planning business, as therein defined, is an
unconstitutional exercise of the police
powers of the state in viclation of art. I,
§§ 1 and 9, art. III, § 7, of the Pepnsylvania
Constitution, P.S. or the 14th Amendment.
to the Constitution of the United States.
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of Ammerica. The court below held that
the act was unconstitutional ‘and quashed
the indictments. The Commonwealth ap-
pealed.-

The Act of 1955, P.L. 755, 18 P.S, §
4897, provides as -follows: “(a) ‘Budget
Planning’, as used in this section, means

the making of a contract, express.or im-

plied, with a particular debtor whereby the

debtor agrees to pay a certain amount of .

‘money periodically to the person engaged in

the budget planning business, who shall,
for a consideration, distributé the same
among certain specified creditors in accord-
ance with a plan agreed upon.

“(b) Whoever engages in the business

of budget planning is guilty of a misde-

meanor, and upon conviction thereof, shali-

be sentenced to pay a fine of not more than
five hundred dollars. ($500), or undergo
imprisonment of not more than one (1)

year, or ‘both; Provided That the provi-

sions of this act shall not apply to those
situations involving - budget planning as
herein defined incurred incidentally in the
practice of law in the Commonwealth.”

“The defendants argue that the act is an
absolute prohibition, not a mere regulation,
of the budget planning business and viclates
their right to engage in a legitimate busi-
niess under the due process clauses of the
State and Federal Constitutions.

The Commonwealth argues that the act
does not arbitrarily, unreasonably and un-
necessarily interfere with private business
or property and that despite its title: “An
act * * * prohibiting budget planning
business, and prescribing penalties for vio-
jation  thereof.”, the act in fact does not
prehibit the business of budget planning.
The Commonwealth says the act is regula-
tary only, that it allows budget planning
but does not allow the budget planner to
collect and distribute the debtor’s money - to
the debtor’s creditors. ‘

While the act does not prohibit all phases
of budget planning, to deny the budget
planner the right, at the request of the
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debtor, to receive money from the debtor
and “distribute the same among certain
specified- creditors in accordance with a
plan agreed upon” constitutes a nullifica-

" tion of a vital factor of the budget plan-

ning business and we can sce no justifica-

tion for such.interference,.

"In Com. ‘ex rel, Woodside v. Sun Ray
Drug Co., 383 Pa. 1, 10, 11, 116 A.2d 833,
837, our Supreme Court said: ‘““The scope
of the police power of the Commonwealth

s necessarily very broad. As was stated in

Commonwealth v. Stofchek, 322 Pa. 513,
at page 519, 185 A. 840, at page 844:
‘% * * the state possesses inherently a
broad police power, which transcends all
other' powers of government. There is
therefore, no unqualified right to acquire,
possess, and enjoy property if the exercise
of the right is inimical to the fundamental
precepts underlying the police power.
* % *7 However, the basis of every
exercise of the police power must be to
promote or maintain the health, safety or
general welfare of the public, White'’s
Appeal, 287 Pa. 259, 134 A. 409, 53 A.L.R.
1215, % * =#

“The standard to be applied in this type
of case was well stated by Mr. Chief Justice
Stern in the recent case of Cott Beverage
Corporation v. Horst, 1953, 380 Pa. 113, 110
A.2d 405.- In that case the Chief Justice,
quoting from Gambone v. Commonwealth,
375 Pa. 547,°101 A.2d 634, stated, 380 Pa.
at page 118,110 A2d at page 407 *“* *
By a host of authorities, Federai and State
alike, it has been held that a law which
purports to be an exercise .of the police
power must not be unrcasonable, unduly

. oppressive or patently beyond the neces-

sities of the case, and the means which it
employs must have a veal and substantial
relation to the objects sought to be attained.
Under the guise of protecting the public
interests the legislature may not arbitrarily
interfere with private business or impose
unnecessary restrictions upon-
lawful occupations. The question whether.

unusual or

11
any particular statutory provision is so re-
fated to the public good and so reasonable
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in the means it prescribes as to justify the
exercise of the police power, is one for the
judgment, in the first instance, of the law-
making branch of the government, but its
final determination is f{or the courts””.”

I2] Is budget planning, as defined in the
act, against -the public interest? It should
be noted that the act does not specifically

say that it is. - The act does permit lawyers .

to do it if it is incidental to their general
practice of law. The Commonwealth ar-
gues that the planner’s activity in collecting
and distributing the debtor’s money “af-
fords the budget planner the opportunity
to defraud the public.” The mere possibil-
" ity, however, that one engaged in a lawful
Lusiness may also engage in unlawful prac-
tices is no justification for prohibiting the
basiness, if it be a legitimate one in the
first instance. Practically every business
and profession affords an opportunity for
those engaging in it to perform reprehensi-

le acts but this is no reason why persons -

should be denied the opportunity to engage
in:a Jawful business. A similar contention
was. made by the Commonwealth but re-
jected by the Supreme Court in Com. ex
rel. Woodside v. Sun Ray Drug Co,, supra,
383 Pa. at page 11, 116 A2d at page 838,
wherein the Court stated: “The contention
of the Commonwealth when reduced to
its essentials-is that the common good or
general welfare is protected by the prohibi-
tion of the sale of Malt-A-Plenty base as
such to retsilers because such sales create
a possibilisy cf confusing, defrauding or de-
ceiving the public in that the retailer may
sell the base as.ice cream. As has been
‘previously pointed out,” Commonwealth v,
Crow! {52 Pa.Super. 5397 did. not go that
far. . It wmerely sustained the legislation as

“{," The enormous growth of installment
buying is graphically set forth in the news
letter of July 13, 1959 issued by Business
News Associates, Inc.,, New York, where--
fa it is stated: ‘Consumers hiked their
outstanding - instalment debt load by a
seasonally adjusted $443 million in May,
the largest single monthly increase since
September 1955 (at the peak of the last

 credit surge):. Moreover, the increase

constitutional on the assumption that it
prohibited the sale of such products as ice
cream where such products have less than
the minimum butterfat content. in such a
case the deception or possibility of decep-

_tion is obvious. If, in the instant case,

there had been any evidence of sales of the
Malt-A-Plenty base as ice cream, such sales
could unquestionably be restrained.”

" In the instant case, it goes without say-
ingr that should any one engage in repre-
hensible practices as a business budget
planner, the Commonwealth has a speedy

and adequate remedy by criminal prosecu-

tion as well as other methods of legal re-
strednt,

[3] In this connection we approve what
Judge Homer L. Kreider so weil said: “It
cannot be denied that credit buying toiday is
the keystone of economics in the consumer
goods field. " It is well knowsn thot mijli
of sales are made in the United States on
the installment plan and that biliions of dol-
lars are involved in such transactions.
The public is constantly being urged to
buy now and pay later and this seems to
include almost everything from the cradie
to the grave. This frequently results in
persons or families over-extending them-
selves and their ability to pay for the many
items they have purchased on credit. An

" unexpected cessation of emplovment or

other untoward event may cause a drastic
curtailment of installment payments and
the consequent threat of repossession of the
goods purchased on the time payment plan.
When this melancholy moment arrives, the
creditor ‘may turn his claim over to a col-
lection agency and thereby relieve himself
to some extent of the stress and strain at-
tendant upon the collection of the debei®1

. carried outstanding instalment debt to =
record $35 hillion, toppling the $34.53 bil-
lion record set only a month carlier, New
credit extended during the month spurted
to more than $¢ billien on an sdjusted
basis, also setting a new record.’”

[2] In Com. v. United States Commercial
Services, Ine, 179 Pa.Super. 395, 116.
A.2d 745, the gist of the offense was thet
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The debtor, on the other hand, is prohibitec
by the Act of Assembly in question from
paying a certain amount of money period-
ically to a person engaged in. the budget
- planning business, who shail, for a consid-
eration, ‘distribute the same among certain
- specified creditors in accordance with a
plan agreed upon’ We see no sound rea-

son for thus discriminating against the.
r.. Counsel for the defendant in his .

deb
brief says that- rescarch fails to disclose
a similar statute in any other state in the
Union, that it appears this statute is unique
and original in: its prohibition. * * *7

In Adams v. Tarner, 244 U.S. 590, 37 S.
Ct. 662, 61 L.Ed. 1336, a state statute mak-
ing it a misdemeanor to engage in the cm-
ployment agency business for a. fee was
held unconstitutional because it was in vio-
lation of the 14th Amendment to the Con-
stitution of the United States of America.
The Supreme. Court of the United Stutes
held that the business was not inherently
immoral or dangerous to the public welfare
and therefore should not be prehibited, al-

“though it could be regulated. That Court,
244 U.S. at page 593, 3% S.Ct. at page 663,
said: “The statute is one of prohibition,
not regulation. * ¥ *

“We have held employment agencies are
subject to policé regulation and control.
“The general nature of the business is such
that, -unless regulated, many persons may
be exposed to .misfortines against which
the legislature can properly protect them.
Brazee v. People of State of Michigan,
241 U.S. 340, 343, 36 S.Ct. 561, 60 L.Ed.
1034, 1036, But we think it plain that
there is nothing inherently immoral or
dangerous to public welfare in acting as
paid representative of another to find a
position in which he can earn an honest
living. "On the contrary, such service is
useful, commendable, and in great demand.
In Spokane v. Macho, 51 Wash. 32z, 324,
98 ©, 755,21 L.RA,N.S, 263, the supreme

‘though the collection agency could repre-
sent a creditor and charge & reasonable
fee for such services, it could not repre-

court of Washington said: ‘Tt cannot he
denicd that the business of the employment’
agent is a lcgitimate business; as much so
as is that of the banker, broker, or mer-
chant; and under the methods prevailing in
the modefn business world it may be said
to-be a necessary adjunct in the prosecution
of business enterpriscs.”

Orders affirmed.

HIRT and GUNTIIER, JT., absent,




60 DEBT ADJUSTING BUSINESS

Mr. Warrener. Now, I note that this publication further says that
another type of exemption is—and maybe this would cover our Chap-
tel('l 13,Proposi‘tion-—“j udicial officers or others acting pursuant to court
order.

Do2 -you think that exemption might properly be written into H.R.
98061

Mr. Knerep. Yes, sir, I think so. Or, as an alternative, the language
I suggested earlier. “Nothing herein contained shall be construed as
superseding or amending—" _

Mr. WariteNzer. It occurs to me if these seven states have identical
language already, it may be better to follow the accepted language.

I note they say that five states exempt non-profit organizations.
“The exemption is only if no charge is made for the service.” Delaware
and Hawali permit a nominal charge, the reimbursement of expenses.
New Mexico exempts such an organization when it is organized as a
community effort to assist debtors. Pennsylvania exempts welfare
agencies which act as debt poolers on behalf of debtors without com-
pensation and profit.

Under your bill the non-profit organization would have no limita-
tion on charges.

Mr. Kneree. A nominal sum. They are authorized to charge and
collect nominal sums for reimbursement for expenses in connection
with such services. The last part of Section 8 of the Broyhill bill.

Mr. WrnrenER. You would interpret that to mean a non-profit orga-
nization could do no more than recoup its out-of-pocket expenses?

Mr. Knzurpe. Yes, sir. '

Mr. Warrener. Now, they say here that five states exempt full-
time employees of a debtor to act as the adjuster of his employer’s debt.
Four states exempt a creditor when he adjusts a service without
charge. What do you think of those exemptions?

© Mr. Kngter. They seem reasonable, but there may be room for abuse

~ unless they are very carefully circumscribed. I can see what might be

involved.

For instance, a person who owes money to Woodward & Lothrop and
Hecht’s and Garfinkel’s might have somebody in Woodward & Lothrop
help him adjust his debt and prorate the payments among the three
stores. I think that that might be a reasonable approach and it may be
part of the Board of Trade’s approach. I am not aware of it.

Mr. Warrener. It appears also that Oklahoma excepts retail mer-
chants trade associations and non-profit groups formed to collect ac-
counts and exchange credit information. I suppose you agree that
such an organization might have a credit bureau attached to 1t?

Mr. Knerer. I don’t believe the Metropolitan Washington Board of
Trade has such a facility and I don’t believe the D.C. Chamber of
Commerce does.

Mr. Warrener. On page 8 of the Department of Labor publica-
tion—perhaps some of these are repetitious, but is says the usual ex-
- émptions are, (1) attorneys; (2) banks, fiduciaries, banks and lend-
ing institutions duly authorized and permitted to do business in the
states. ‘

This bill does not exempt those institutions.

(8) Title insurors and abstract companies while doing an escrow
business. Do you think that would be a worthwhile addition?
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Mr. Kwneree. Mr. Whitener, I haven’t really analyzed the type of
operation that might be engaged in by a bank or title company under
these circumstances. The business, in my view, is one where an indi-
vidual turns over his paycheck and then has it parceled out among his
debtors for a fee. ,

Now, whether a bank or a title company would be in this same posi-
tion, I don’t quite see how they would.

Mr. WurreNer. Perhaps we should hear from them or their asso-
ciation before we act finally. Have they been advised of our hearings?

Mr. Sisk. I think the suggestion is a good one that at least they be
given an opportunity to make a statement or to testify. I am not sure
how long these hearings will be kept open. ‘ :

Mr. Writener. Exemption (4) is employees of licensees when act-
ing in the normal course of their employment. I suppose that is a
licensee under the state law.

(5) Judicial officers or others acting pursuant to court order. We
have already dealt with that.

(6) Non-profit religious, fraternal or cooperative organizations of-
fering debt pooling services for their members. We haven’t discussed
that one. What do you think about an exemption where these organi-
zations are limited to rendering this service for their members ?

Mr. Kxerep. I think that would be included within Section 8 of the
Broyhill Bill.

Mr. Warrener. Exemption (7) Employers offering debt pooling
services exclusively for their employees.

My, Kwzrep. T think that would be a good addition; yes. ,

Mr. WarTENER. Now, I note further that the exemption of attorneys
under the laws of several states is applicable only when the debt pool-
ing oceurs in the normal course of their practice, as we have discussed.

In Oregon, it is is applicable to attorneys, who do not specialize in
the business of debt pooling.

In Wisconsin it says there are no exemptions.

I think those are things we should consider. I think we might also
point out to you and the other interested parties that Mr. Adams
advises that his state legislature, in the State of Washington, has also
recently enacted a regulatory statute which he has furnished us.

What type of situation did you have in mind when you were dis-
cussing the inability of the lender to counsel the type of debtor we
are talking about the legality of the contract or the debt?

Mr. Kxzurep. For example, under the District of Columbia Motor
Vehicle Installment Sales Act there is a requirement that contracts
shall be fully filled out before they are signed by the buyer and the
seller and that the notes that might be given be filled out.

Now if, for example, the buyer signs the contract in blank without
all of the blanks having been filled in, this would be in violation of
District law. It might come about, and I think it has in the past, that
{;he amounts are changed after the papers have been executed by the

uyer.
. Now, this, to me, would be fraud. Then this would be fraud in the
inception of the contract. It would be a real defense that the buyer
would have against the seller. Yet he may not know this and the debt
adjuster merely wants to know how much he owes. The man says,
“Well, I owe the ABC Motor Company $500,” not knowing that the

84-181—67—35
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contract was not a valid one to start with. This is what I have in mind,
sir.

Mr. Warrener. There may be a wife whose husband has accepted
obligations that are not legally her obligation, or a minor may be
involved.

Mr. Kxerep. As I indicated in my statement, the debt adjuster has
a vested interest in not finding any infirmities in the underlying
contracts.

Mr. Warrenzer. His fee is geared to his pay-out?

Mr. Knerep. Yes.

Mr. Wartener. Somewhat like the executor of an estate.

Mr. Sisk. The gentleman from Maryland ? . _

Mr. Gupk. I have no questions at this time, Mr. Sisk. But, I think it
would be appropriate to insert in the record the U.S. Supreme Court’s
opinion in the case of Ferguson vs. Skrupa, and I ask permission to
have it inserted in the record. The Court in this case upheld the con-
stitutionality of the Kanas law outlawing debt-adjusting in that State.

Mr. Stsk. Without objection, the copy of the opinion will be placed
in the record. .

(The document referred to appears on pp. 63—69:)

Mr. Sisk. Mr. Kneipp, we thank you very much for your testimony
this morning.

The committee might wish to discuss some points further for pos-
sible amendments. T would assume you would be available should we
call you?

Mr. Kxzrep. 1 will be glad to be, sir.

Thank you, Mr. Chairman.

Mr. Sisk. At this time the committee will be glad to hear from Mr.
Morris Rabinowitch, President, California Association of Credit
Counselors, and of Financial Counselors, San Francisco, California.

I might say to the committee that I know Mr. Rabinowitch and
something about his operation in California. T know him to be a
gentleman of integrity and he is certainly a highly respected citizen
of our state of California. Without additional stating of my position
one way or another on the testimony he will be giving, I do welcome
a fellow citizen from our great state of California.

At this time the committee will be glad to hear you, Morris.

Were there other attachments you also wanted to make a part of
the record?

STATEMENT OF MORRIS RABINOWITCH, LEGISLATIVE DIRECTOR,
AMERICAN ASSOCIATION OF CREDIT COUNSELORS, AND PRESI-
DENT, CALIFORNIA ASSOCIATION OF CREDIT COUNSELORS, AND
OF FINANCIAL COUNSELORS, SAN FRANCISCO, CALIFORNIA.

Mr. RapivowrrcH. Yes, there was, Congressman. I think I have
submitted copies of the surveys of the State of Illinois Financial
‘Advisory Board on Financial Institutions. I will leave you with a
copy of letters from the National Better Business Bureaus and letters
from various officials and credit grantors and people throughout the
country as an exhibit for this committee if T may, after the testimony.

Mr. Sisk. At this point your statement will be made a part of the
record, without objection.
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SUMMARY

A Kansas.statute makes it a misdemeanor for any person to engage “in
the business of debt adjusting” except as an incident to the lawful practice
of law, the statute defining “debt adjusting” as the making of a contract
with a particular debtor whereby the debtor agrees to pay a certain amount
of money periodically to the adjuster, who shall for a consideration dis-

-tribute the money among specified creditors in accordance with a plan

agreed upon.

The plaintiff, engaged in the business of “debt adjusting,” instituted the
present suit in the United States District Court for the District of Kansas
to enjoin the enforcement of the statute on the ground that it violated
plaintiff’s rights under the due process clause of the Fourteenth Amend-
ment. The District Court, sitting as a three-judge court, granted the relief
asked for. (210 F Supp 200.)

On appeal, the Supreme Court of the United States reversed. In an
epinion by BLACK, J., expressing the views of eight members of the Court,
it was held that the statute did not violate the due process clause nor, by
excepting lawyers, deny the equal protection of the laws to nonlawyers. -

HARLAN, J., concurred in the judgment on.the ground that the state
statute bore a rational relation to a constitutionally permissible objective.

HEADNOTES
Classified to U. 8. Supreme Court Digest, Annotated

Appeal and Error § 327 — to Supreme is properly brought before the United
Court ~— from three-judge Dis- States Supreme Court by appeal.
trict Court — injunction. - . e .

1. Under 28 USC § 1253, a judgment Courts § 103 — inquiry into wisdom
of a three-judge District Court enjoin- 9 all;dduultliy Ofv lfgnslaémn. ‘
ing, as being in violation of the due ot naer the sysiem o govex:nmgnt
process clause of the Fourteenth 91gated by th.e Federal Constitution
Amendment, 2 state statute making it it 18 up to legxsl:f.tures, not courts, to
2 misdemeanor to engage in the busi- decide on the wisdom and utility of

. legislation.

incident to the lawful practice of law,
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04 " U. S. SUPREME COURT REPORTS

Constitutional Law § 513 — due proc-
esy — functions of courts.

3. Due process does not authorize
courts to hold laws unconstitutional
when they bclieve the legislature has
acted unwisely.

Courts § 103 — inquiry into appropri-
} ateness of legislation,

4. Courts do not substitute their
social and economic beliefs for the
judgment of legislative bodies, and are
not concerned with the wisdom, need,
or appropriateness of legislation.

Courts § 92.7 — judicial and legisla-
tive functions distinguished.

5. Legislative bodies have broad
scope to experiment with economic
problems, and the United States Su-
preme Court does not sit to subject a
state to an intolerable supervision hos-
tile to the basic principles of American
government and wholly beyond the
protection which the general clause of
the Fourteenth Amendment is in-
tended to secure. .

Constitutional Law § 634 — due proc-
ess — state power to legislate.

6. The due process clause of the
Fourteenth Amendment does not deny
a state the power to legislate against
what are found to be injurious prac-
tices in their internal commercial and
business affairs, so long as its laws
do not run afoul of some specific fed-
eral constitutional prohibition or of
some valid federal law.

Constitutional Law § 710 — prohibi-
tion of business of “debt adjust-
ing.”

7. The due process clause of the
Fourteenth Amendment is not violated
by a state statute making it a misde-
meanor to engage in the business of
“debt adjusting” except as an incident
to the lawful practice of law; a state
legislature is free to decide for itself
that legislation is needed to deal with
that business.

Constitutional Taw § 634 — due proc-
esg — “prohibitory” or ‘“regula-
tory” statutes.

8, In determining whether a state

i
i

10 Led2d

statute dealing with @ business vio-
lates the due process clause of the
Fourteenth Amendment, the United
States Supreme Court will not draw
lines by calling the statute “prohibi-
tory” or “regulatory.” ‘ :

Courts § 153 — wisdem of statute deal-
ing with busincss of “debi adjust-
ing.” -

9. Relief .against a state statute
dealing with the business of “debt ad-
justing,” if any be needed because the
statute is unwise, lies not with the
courts but with the body constituted
to pass laws for the state.

Constitutional Law § 440.5 — equal
protection of laws — statute pro-
hibiting business of “debt adjust-
ing” — exception of lawyers.

10. A state statute making it a mis-
demeanor for any person to engage in
the business of “debt adjusting” ex-
cept as an incident to the lawful prac-
tice of law does not deny to nonlaw-
yers the equal protection of the laws.

Constitutional Law §§ 316, 317 — equal
protection of laws — discrimina-
tion — classification.

11. Statutes create many classifica-
tions which do not deny equal protec-
tion; it is only invidious discrimina-
tion which offends the Federal Consti-
tution.

Debtor and Creditor § 1 — business of
“debt adjusting.”

12. The business of “debt adjust-
ing” gives rise to a relationship of
trust in which the debt adjuster will,
in a situation of insolvency, be mar-
shaling asgets in the manner of a pro-
ceeding in bankruptcy.

Constitutional Law §§440.5, 710 —
equal protection of laws — due
process — title of statute dealing
with “debt adjusting.”

13. The Fourtcenth Amendment is
not violated by the failure of the title
of a state statute dealing with “debt
adjusting” to be ag specific as required
under the state constitution.
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APPEARANCES OF COUNSEL
William M. Ferguson argrued the cause for appellants,
Lawrence Weigand argued the cause for appellee.
Briefs of Counsel, p. 1113, infra,

OPINION OF THE COURT

Mr, Juslice Black delivered the
opinion of the Court.,

In this case, properly here on ap-
peal under 28 USC § 1253, we are
asked to review the judg-
ment of a three-judge
District Court enjoining,
as being in violation of the Due Proc-
ess Clause of the Fourteenth Amend-
ment, a Kansas statute making it a
misdemeanor for any person to en-
gage “in the business of debt ad-

*[372 US 7271

Justing” except as *an incident to
“the lawful practice of law in this
state” The statute defines *“debt
adjusting” as “the making of a con-
tract, express, or implied with a par-
ticular debtor whereby the debtor
agrees to pay a certain amount of
money periodically to the person en-
gaged in the debt adjusting business
who shall for a consideration dis-
tribute the same among certain spec-
ified creditors in accordance with a
plan agreed upon.”

Hcadnote 1

The complaint, filed by appellee
Skrupa doing business as “Credit
Advisors,” alleged that Skrupa was
engaged in the business of “debt ad-
justing” as defined by the statute,

that his business was a “asecful and
desirable? one, that his husiness ac-
tivities were not “inherently im-
moral or dangerous” or in any way
contrary to the public welfare, and
that therefore the business could not
be “absolutely prohibited” by Kan-
sas. The three-judge court heard
evidence by Skrupa tending to show
the usefulness and desirabiiily of his
business and evidence by the state
officials tending to show that “debt
adjusting” lends itself to grave
abuses against distressed debtors,
particularly in the lower income
brackets, and that these abuses are
of such gravity that a number of
States have strictly regulated “debt
adjusting” or prohibited it alto-
*[372 US 7281
gether? The *court found that
Skrupa’s business did fall within the
Act’s proscription and concluded,
one judge dissenting, that the Act
wag prohibitory, not regulatory, but
that even if construed in part as reg-
ulatory it was an unreasonable regu-
lation of a “lawful business,” which
the court held amounted to a viola-
tion of the Due Process Clause of the
Fourteenth Amendment. The court

1. Kan Gen Stat (Supp 1961) § 21-2464.
2. Twelve .other States have outlawed
the business of debt adjusting. - Fla Stat
Ann (1962) §§ 559.10-5569.13; Ga Code

‘Ann (Supp 1961) §§ 84-3601 to 84-3603;

Me Rev Stat Ann (Supp .1961) ¢. 137,
8§ 51-53; Mass Gen Laws Ann (1958) e.
221, §46C; NJ Stat Ann (Supp 1962)
2A:99A-1 to 2A:99A-4; NY Penal Law
(Supp 1962) §§410-412; Ohio Rev Code
Ann (1962 Supp) §§4710.01-4710.99;
Okla Stat Ann (Supp 1962) Tit 24, §§ 15~
18; Pa Stat Ann (Supp 1961) Tit 18,
§4899; Va Code Ann (1958) §54-44.1;
W Va Code Ann (1961) §6112(4); Wyo
Stat Ann (1957) §§33-190 to 83-192,

Seven other States regulate debt adjusting.
Cal Fin Code Ann (1955 and Supp 1962)
§§ 12200-12331; Il Stat Ann (Supp 1962)
c. 163, §§ 261-272; Mich Stat Ann (Supp
1961) §§23.630(1)-23.630(18); Minn Stat
Ann (1947 and 1962 Supp) §§332.04-
332.11; Ore Rev Stat (1961) §§697.610-
697.992; RI Gen Laws (Supp 1962) §§5-
42-1 to 5-42-9; Wis Stat Ann (1957)
§218.02, The courts of New Jersey have
upheld a New Jersey statute like the
Kansag statute here in question. Ameri-
can Budget Corp. v Furman, 67 NJ Super
134, 170 A2d 63, affd per curiam, 36 NJ
129, 175 A2d 622 (1961).
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:accordingly enJomed enfoncment of .
~on the wisdom and utility of legisla-

‘the statute?

The only case discussed' by the
court below as support for its in-
validation of the statute was Com-
monwealth v Stone, 191 Pa Super
117, 155 A2d 453 (1959), in which
the Superior Court of Pennsylvania
struck down a statute almost iden-
tical to the Kansas act involved here.
In Stone the Pennsylvania court held
that .the State could regulate, but
could not prohibit, a “legitimate”
-business. Finding debt adjusting,

“called “budget planning” in the
Pennsylvania statute, not to be
“gagainst the public interest” and
concluding that it could “see no jus-
tification for such interference” with
this business, the Pennsylvania court
_ruled that State’s statute to be un-
constitutional. In deing so, the
Pennsylvania court relied heavily on
Adams v Tanner, 244 US 590, 61
L ed 1336, 37 S Ct 662, LRA1917F
1163 (1917), which held that the
Due Process Clause forbids a State
to prohibit a business which is “use-
ful” and not “inherently immoral or
dangerous to public welfare.”

Both the District Court in the
present case and the Pennsylvania
court in Stone adopted the philos-
ophy of Adams. v Tanner, and cases
like it, that it is the province of
courts to draw on their own views as
*[372US 729]
to the morality, *legitimacy, and use-
fulness of a particular business in
order to decide whether a statute
bears too heavily upon that business

and by so doing violates
Headnote 2 due process. Under the
system ~of government
_created by our Constitution, it is up

U S. SUPRLME COURT REPORTS
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. 10 Led2d
to Iegmlatur%l not couris to decide

tion. There was a time when the
Due Process Clause was used by this

-Court to strike down laws  which

were thought unreasonable, that is,
unwise or incompatible. with some
particular economic or social philos-
ophy. In this manner the Due Proc-
ess Clause was used, for example, to

nullify laws prescribing maximum’

hours for work in bakeries, Lochner
v New York, 198 US 45, 49 L ed
937, 25 5 Ct 539 (1905), outlawiny
“yellow dog” contracts, Coppage v
Kansas, 236 US 1, 59 L ed 441, 35

S Ct 240, LRA1915C 960 (1915),

setting minimum wages for women,
Adkins v -Children’s Hospital, 261°
US 525, 67 L ed 785, 43 S Ct 394,
24 ALR 1238 (1923), and fixing the
weight of loaves of bread, Jay Burns
Baking Co. v Bryan, 264 US 504,
68 L ed 813, 44 S Ct 412, 32 ALR
661 (1924). This intrusion by the
judiciary into the realm of legisla-
tive value judgments was strongly
objected to at the time, particularly
by Mr. Justice Hoimes and Mr. Jus-
tice Brandeis. Dissenting from the
Court’s invalidating a state statute
which regulated the resale price of
theatre and other tickets, Mr. Jus-
tice Holmes said, ““I think the proper
course is to recognize that a state
legislature can do whatever it sees
fit to do unless it is restrained by
some express prohibition in the Con-
stitution of the United States or of
the State, and that Courts should be
careful not to extend such prohibi-
tions beyond their obvious meaning
by reading into them conceptions of
public policy that the particular
Court may happen to entertain.’

3. Skrupa v Sanborn, 210 I* Supp 200
(DC D Kan 1961).
--4. Tyson . & Bro. ~— Uniled Theatre
Ticket Officers v Banton, 273 US 418, 445,
446, 71 L ed 718, 729, 47 S Ct 426, 58
ALR 1236 (1927) (dissenting opinion).

i

Mr. Justice Brandeis joined in this dissent,
and Mr. Justice Stone dissented in an
opinion joined by Mr. Justice Holmes and
Mr. Justice Brandeis. Mr. Justice Sanford
dissented separately.
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*[372 US 730]

*And in an earlier case he had em-
phasized that, “The criterion of con-
stitutionality is.not whether we
believe the law to be for the public
2ood.”®

The doctrine that prevailed in
Lochner, Coppage, Adkins, Burns,
and like cases—that due

Headnote 3 process authorizes courts
to hold laws unconstitu-

tional when they believe the legisla-
ture has acted unwisely-—has long
since been discarded. We have re-
turned to the original constitutional
proposition that courts do not sub-
stitute their social and

Headnote 4 economic beliefs for the
judgment of legislative

bodies, who are elected to pass laws.
As this Court stated in a unanimous
opinion in 1941, “We are not con-
cerned . . . with the wisdom,
need, or appropriateness of the legis-
lation’’® Legislative bodies have
broad scope to experi-

with  economiic
problems, and this Court

does not sit to “subject the State to
an intolerable supervision hostile to
the basie principles of our Govern-

ment and wholly beyond the protec-
tion which the general clause of the
Tourteenth Amendment was in<
tended to secure.”? It is now settled
that States “have power to legislate
. -aguinst what are found
Headnote 6 {0 be injurious practices

in their internal commer-

cial and business affairs, so long as

*[372 US 731}
their laws do *not run afoul of some
specific federal constitutional pro-
hibition, or of some valid federal
law.”’8

In the face of our abandonment
of the use of the “vague contours”
of the Due Process Clause to nuliify
laws which a majority of the Court
believed to be economically unwise,
reliance on Adams v Tanner is as
mistaken as would be adherence to
Adkins v Children’s Hospital, over-
ruled by West Coast Hotel Co. v Par-
rish, 800 US 379, 81 L ed 703, 57
S Ct 578,108 ALR 1330 (1937). Not
only has the philosophy of Adams
been abandoned, but also this Court
almost 15 years ago expressly
pointed to another opinion of this
Court as having - “clearly under-
mined” Adams.® We conclude that

5. Adkins v Children’s Hospital, 261 US
525, 567, 570, 67 L ed 785, 800, 801, 43
S Ct 394, 24 ALR 1238 (1923) (dissenting
opinion). Chief Justice Taft, joined by
Mr. Justice Sanford, also dissenfed. Mr.
Justice Brandeis took no part.

6. Olsen v Nebraska, 313 US 236, 246,
85 L ed 1305, 1309, 61 S Ct 862, 133 ALR
1500 (1941) (upholding a Nebraska stat-
ute limiting the amount of the fee which
could be charged by private employment
agencies).

7. Sproles v Binford, 286 US 374, 388,
76 L ed 1167, 1178, 52 S8 Ct 581 (1932).
And Chief Justice Hughes, for a unani-
mous Court, added, “When the subject lies
within the police power of the State, de-
batable questions as to reasonableness are
not for the courts but for the legislature,
which ig entitled to form its own judgment,
and its action within its range of discretion
cennot be set aside because compliance is
burdensome.” 286 US at 3C8, 389,

{10 L =d 2d}—7

8. Lincoln Federal Labor Union, A. F. L.
v-Northwestern Iron & Metal Co. 335 US
525, 536, 93 L ed 212, 220, 69 S Ct 251,
260, 267, 6 ALR2d 473 (1949).

Mr. Justice Holmes even went so far
as to say that “subject to compensation
when compensation is due, the legislature
may forbid or restrict any business when
it has a sufficient force of public -opinion
behind it.”? Tyson & Bro.~United Theatre
Ticket Officers v Banton, 273 US 418, 445,
446, 71 L ed 718, 729, 47 8 Ct 426, 58 ALR
1236 (1927) (dissenting opinion).

9, See Adkins v Children’s Hospital, 261
US 525, 567, 568, 67 L ed 785, 800, 43
S Ct 394, 24 ALR 1238 (1923) (Holmes,
J., dissenting).

10. Lincoln Federal Labor Union, A. F.
L. v Northwestern Iron & Metal Co. 335
US 525, 535, 93 L ed 212, 220, 69 S Ct
251, 260, 267, 6 ALR2d 473 (1949), re-
ferring to Olsen v Nebraska, 313 US 236,
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the Kansas Legislature was free
to decide for itself that
Headnote 7 Jegislation was needed to
deal with the business of
debt adjusting. - Unquestionably,
there are arguments showing that
the business of debt adjusting has
gocial utility, but such arguments
are properly addressed to the legis-
lature, not to us. We refuse to sit
as a “superlegislature to weigh the
wisdom of legislation,”!! and we em-
phatically refuse to go back to the
time when courts used the Due Proc;
ess Clause “fo strike down state
laws, regulatory of business and in-
dustrial conditions, because they
*[372 US'732]
may be unwise, improvident, *or out
of harmony with a particular school
of thought.”** Nor are we able or
willing to draw lines by
Headnote 8 calling a law “prohibi-
Headnote 9 tory” or “regulatory.”
Whether the legislature
takes for its textbook Adam Smith,
Herbert Spencer, Lord Keynes, or
some other is mo concern of ours.1?
The Kansas debt adjusting statute
may be wise or unwise. But relief,
if ‘any be needed, lies not with us but
with the body constituted to pass
laws for the State of Kansas,¢

Nor is the statute’s exception of

10Led 2d

lawyers a denial of equal protection
of the laws to nonlaw-
Headnote 10 yers. Statutes create:
Headnote 11 many classifications.
which do not deny equal
protection; it is only “invidious dis-
crimination” which offends the Con-
stitution.?® The business -of debt
adjusting gives rise to a relationship
of trust in which the debt.
Headnote 12 adjuster will, in a situa-
tion - of insolvency, be
marshalling assets in the manner of
a proceeding in bankruptecy. The:
debt adjuster’s client may need ad-
vice as to the legality of the various.
claims against him, remedies exist-
ing under state laws governing
debtor-creditor relationships, or pro-
visions of the Bankruptcy Act—
advice which a nonlawyer cannot.
lawfully give him. If the State of
Kansas wants to limit debt adjusting
to lawyers,’* the Equal Protection
*[372 US 7331
*Clause does not forbid it. We also
find no merit in the con-
Headnote 13 tention that the Four-
teenth Amendment is
violated by the failure of the Kansas.
statute’s title to be as specific as
appellee thinks it ought to be under
the Kansas Constitution.

Reversed.

85 L ed 1305, 61 S Ct 862, 133-ALR 1500
(1941). Ten years later, in Breard v
Alexandria, 341 US 622, 631, 632, 95 L ed
1233, 1242, 71 S Ct 920, 35 ALR2d 335
(1951), this Court again commented on
the infirmity of Adams.

11. Day-Brite Lighting, Ine. v Missouri,
342 US 421, 423, 96 L ed 469, 472, 72 8 Ct
405 (1952).

12. Williamson v Lee Optical of Okla.,
Inc, 348 US 483, 488, 99 L ed 563, 572, 75
S €t 461 (1955).

13. “The Fourteenth Amendment does
not enact Mr. Herbert Spencer’s Social
Statics.” Lochner v New York, 198 US
45, 74, 15, 49 L ed 937, 948, 949, 25 S Ct
539 (1905) (Holmes, J., dissenting).

14, See Daniel v Family Secur. Life Ins.

Co. 336 US 220, 224, 93 L ed 632, 636, 69
S Ct 550, 10 ALR2d 945 (1949); Secretary
of Agriculture v Central- Roig Refining
Co. 338 US 604, 618, 94 L ed 381, 392, 70
S Ct 403 (1950).

15. See Williamson v Lee Optical of
Okla., Inc. 348 US 483, 488, 489, 99 L ed
563, 572, 573, 75 S Ct 461 (1955); Lindsley
v Natural Carbonic Gas Co. 220 US 61,
78, 79, 55 L ed 369, 377, 31 S Ct.337 (1911).

16. Massachusetts and Virginia prohibit
debt pooling by laymen by declaring it to
constitute the practice of law. Mass Gen
Laws Ann (1958) c. 221, § 46C; Va Code
Ann (1958) §54-44.1. The Massachusetts
statute was upheld in Home Budget Serv-
ice, Inc, v Boston Bar Asso. 335 Mass 228,
139 NE2d 387 (1957).

{10 L ed 2d)
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Mr. Justice Harlan concurs in the sible objective. See Wililamson v
judgment on the ground that this Lee Optical of Okla., Inc. 348 US
state measure bears a rational rela- 483, 491, 99 L ed 563, 574, 75 S Ct
tion to a constitutionally permis- 461.

(The prepared statement of Mr. Rabinowitch follows:)

Congressman Sisk, Members of the Committee

-My name is Morris Rabinowitch, of California, representing the American
Association of COredit Counselors and speaking to the two bills, HR8929 and
HRY806, which are now before this Committee.

It is my intention, on behalf of the members of the Association and affiliated
members throughout the United States to clarify our position in the current
discussions regarding credit counselling ‘and financial management. Neither I
nor the Association has mor do we at any time intend to defend, excuse or
alibi for any abuses that may have occurred, whether it be in the District of
Columbia or any other community. Our purpose in being here today is to request
strict regulatory legislation and enforcement thereof in the field of credit coun-
selling for the protection and benefit of the consumer. )

While we in the field of credit counselling are no more anxious than any
other business or service to have government regulation, we have long recog-
nized the necessity for such regulation. We know that, acting as fiduciaries
as we do, we must have regulation and enforcement beyond that which the
industry itself can provide. It is for this reason that the American Association
of Credit Counsellors has, openly, actively and continuously, worked for such
legislation and the enforcement thereof.

As far back as the early 1950’s, a number of us who had pioneered in the field
became alarmed at certain abuses, of the kind that have been alleged in the
District of Columbia. We recognized the need for fixed standards of professional
conduct in the interest of the consumer and the creditor.

Although at the time we were well aware that adverse publicity would reflect
on the innocent as well as the guilty, nevertheless, in strategic areas across the
country, we set about to bring offences to light, to expose them to the glare of
publicity, and to use the resultant publicity in our efforts to obtain regulatory
legislation.

In Chicago, where abuses to consumers were extreme, Mr. Price Patton headed
a campaign to unearth instances of malpractice, bring them to the attention of
civic leaders and public officials and, eventually, to sponsor and finally obtain
regulatory legislation in Illinois. We are proud that the administrative body
of the State of Illinois adopted a eode for acceptance or rejection of advertising
which was developed by our Association, in conjunction with the Better Business
Bureau of Chicago. In June of 1967, a survey made by the Illinois Advisory
Board on Financial Planning showed not only that the results of financial coun-
selling services were beneficial, but that in communities where no such service
was in existence, it is actively needed and desired. Copies of this survey are here
provided.

In the State of Oregon, prior to the enactment of regulatory legislation, there
was a serious case of defalcation by one individual. Again, it was a member of
the Association, Mr. Lewis Finney, who came forward to lead the fight for con-
structive legislation. Since the enactment of this legislation in the state of
Oregon, we have been unable to find any instances of abuses in that state.

In Michigan, Mr. Morris Purdy, one of our senior members, together with
others in the American Association of Credit Counsellors, was finally successful
in his efforts to obtain regulatory legislation which has since worked effectively
in the interest of the consumer.

I am very proud of the results we have had in California, where in 1957
legislation was enacted that has served as a model for other states. Since the
enactment of this legislation, not one instance of malpractice has been proved in
California. To substantiate this, I am providing copies of my wire to the Cali-
fornia Better Business Bureaus in the major population centers and the replies
thereto. I would like to point out the unanimity of the replies in stating that
there have been no reports of abuses. I would also like to quote two paragraphs
from one letter of reply which points up the difference regulation makes by
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comparing the situation in California to that in another state which is un-
regulated :

- “Our files here on two such firms operating in this area are complaint free,
however the files do not go as far back in information as 1957, when you advised
legislation was enacted in this field. Therefore I cannot compare today’s situation
with what may have existed prior to that legislation.

“I do know, however, that because there was a lack of such state legislation
in Nevada, our office in Reno had many complaints about debt prorating services.
However, those complaints were mainly against one or two proraters and were not
evenly spread amongst all those in that field of business.” .

Finanecial counselling services have developed in response to demand. At the
‘present time in this country, consumer credit is being extended at ‘the rate ‘of
one-half billion dollars a month. In 1946, credit extended to consumers amounted
to only 6 billion. By 1967 it amounts to a figure in excess of 97 billion. $11.6
billion is absorbed annually in interest charges on this consumer indebtedness
alone. This does not include interest on home mortgages. i .

There has also béen a serious lag in education in consumer credit living to
keep pace with the rapid expansion of consumer credit extension. It has been
estimated that 309 of families in California are unable to meet the monthly
obligations  they have incurred. Throughout the past decade there has been a
tremendous ‘incréase in wageearners’ bankruptcies and home foreclosures, even
in ‘these times of prosperity. Federal Reserve Board figures indicate that 32%
of families are spending more than they earn. Thus, the need is to help such

- families work out plans to pay off their obligations, and educate them in learn-
“ing to live within their incomes, For the professional in financial counselling
does not just help “pay the bills,” he advises, counsels, and—as one national
magazine puts it—*“Is part father, part psychiatrist, part accountant and even
the ‘economic confessor’ to his clients.”
~ In 1965, a survey indicated that in that year professional credit counsellors
interviewed 189,150 families. Of this number, 58,800 were counseled without fee.
This number included two categories of consumer-debtors: those whose prob-
lems could be solved with some advice and a few telephone calls to creditors on
their behalf, The remainder were those so hopelessly mired down 'in debt that

*they could not be helped by credit counselling services. One hundred and thirty
‘thousand family financial programs were instituted by counsellors, which means
that 180,000 families are being returned to good credit standing as a result of
being taught principles of sound financial management,

It cannot be overemphasized that the primary and continuing responsibility -

“of the credit counsellor is to relieve the consumer of the burden of indebtedness
and teach him to live within his means.

It should be noted that the small business man has long had available to him
‘gimilar services to those we offer the individual. Boards of Trade, Wholesale
Credit Managers Associations, and so on, do for the business man just what we
do—give him the opportunity to rehabilitate himself and liquidate his obligations
inan orderly way.

Now, recognizing that a need has been created and a service developed to fill

that need, why should theré-be opposition to regulatory legislation for the pro-
tection of the consumer using such services? Where there is such opposition, three
questions should be asked: Who opposes it? Why? Whose interest is served by
‘such opposition? : :
"’ There is & segment of the financial community which specializes in high rate
loans. There is a tendency on their part to prefer that the consumer-debtor re-
sort to Chapter Thirteen as a solution for his difficulties, rather than use the
services of ¢redit counsellors. ) .

In 1956, for instance, I visited an individual who is a representative of one
of the national loan companies, At that time, he was disturbed and upset because
I had taken issue publicly with certdin credit grantors, feeling as I did that they
were concerned more with the quantity of credit they could extend than they
were with the quality of it. I felt this was a danger to the debtor and the cred-
itor, as well ag to the economy itself.

This individual told me that I was fanning the flames of Communism and
giving them material to use in their criticism of capitalistic Practices. He also
contended -that there was no danger of delinquencies as a result of overextended
credit, Ten yéars later, this same person is lamenting the tremendous increase in
personal bankruptieies, but he attributes this to every other cause but his own
‘industry’s practices, still denying that overextension of credit s the root cause
of the problem.
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Oddly enough, in the publication of which this man is an editor, an article
appeared which estimated that 78.69 of the personal indebtedness in this coun-
try is made up of personal loans owed to financial institutions.

As credit counsellors, we deplore the practices of those who have abandoned
all morality in regard to the consumer and who employ every possible technique
available to prevent the consumer-debtor from becoming debt-free. The same in-
dividual who spoke so sharply to me is an avowed advocate of Chapter XIII pro-
ceedings for the consumer-debtor as a lowcost means of getting relief. I have
figures with me, of which I have made copies available to you, to show that Chap-
ter XIII costs—as an average—are over twice as much as would be the cost of
professional counselling.

This study made of Chapter XIII proceedings in Northern California uses the
actual case numbers for ready verification of the facts shown here. Exhibit “A”
shows the cost of Chapter XIIT to the consumer ranging from 17.69% to 85.5%
of the total indebtedness, as against an absolute maximum in California of 129,
for credit counselling. Exhibit “B” is a dollars and cents breakdown showing
savings in actual dollars—said savings to the debtor would have ranged from
$212 to $292, as per the exhibit. It was as a result of this survey that I wrote
to President Johnson as long ago as February of 1964, protesting the exorbitant
cost to the debtor of Chapter XIII.

In the matter of nonprofit counselling services, it has been wrongly asserted
that our industry opposes such services, fearing competition. Actually, the re-
verse is true, We are well aware that credit counselling services should be avail-
able to the public from a variety of sources. As far back as 1959, through the
efforts of our then president, Mr. Henry Kasson, we began a program of offering
services, assistance, and printed materials to be distributed to consumer-oriented
organizations.

On August 27, 1962, when I was president of the Association, replying to a
letter from Paul Mendenhall, of the AFL~CIO, I extended an offer to assist them
and any organization attempting to establish such services with any means at
our command. This letter is submitted herewith in a collection of correspondence,
articles and other documents which clearly show that our organization has been
functioning in an active way to promote the entire field of credit counselling—
along regulated lines.

It is not only in the matter of regulatory legislation that we have been active,
incidentally. There have consistently been two opposite points of view with re-
gard to “truth in lending,” and “truth in advertising” laws. I believe you will
find that the American Association of Credit Counsellors has provided the only
support such legislation has received from the business and financial communi-
ties (of course, with the exception of the credit unions). We have without ex-
ception held that the consumer has the right and should have the opportunity
to determine his purchases of goods and services on the basis of complete, accu-
rate information. )

We do feel that, profit or non-profit, any individual handling public funds
should be bonded, licensed, have a sound background of training and experience
in the extension of consumer credit, and be financially sound. Most importantly,
we would insist that their purpose be sincerely and primarily to help the con-
sumer relieve himself of debt.

In California, our personal experience with the establishing of nonprofit
credit counselling has been quite beneficial to us in that, first, we are relieved
of the responsibility and expense of counselling the indigent consumer, and,
second, consumers are alerted to the existence and availability of our services.

You now have before you two proposed bills, One would abolish credit coun-
selling service to the consumer unless it is dominated and controlled by creditors.
The other is a regulatory bill. Returning to my contention that sound regulation
eliminates malpractice, let me state unequivocally that to destroy or outlaw
a sound, needed and growing service because of the dishonesty or incompetence
of a few is an emotional, rather than a realistic approach. In any field, whether
it be law, banking, the clergy, medicine, or philanthropy, there will be instances
where isolated individuals exploit the confidence placed in them.

Over the past fifteen years a program of study has included : the testimony at
various state legislative sessions; correspondence with Legal Aid Societies;
correspondence of Better Business Bureaus; consultations with attorneys, credit
unions and judicial offices, This has enabled us to put together a set of stand-
ards which we are convinced will eliminate any current abuses and prevent
future ones. These standards have been incorporated in the proposed regulatory
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act which has been submitted to you. Let me abstract from it the following

points :

Suggestions for regulation of credit counselling:

. Investigation of licensee, officers, etc., prior to issuing license.

. Bonding of licensee.

Audit by the department administering said license, at the cost of the licensee.

Control and approval of advertising by the administrative authority.

. Establishing of a maximum rate of charge.

. Allowing no charge unless the licensee has been able to secure the approval

and consent from the majority of creditors, both in number and amount of

indebtedness.

7. Allowing the fee to be taken only on proportionate amount as said funds are
distributed to creditors.

8. Preventing the licensee from taking any contracts, note, etc., which has any

blank space when signed by consumer-debtor.
9. Preventing any licensee from taking any negotiable instruments for his un-
earned fee.

10. Preventing licensee from taking any notes, wage assignments or security to
secure the licensee’s unearned charges.

11. Preventing the licensee from taking a confession of judgment or power of
attorney to cover judgment.

12. Providing that all contracts and forms must be approved by the administrative

' body. . .

18. The contract must list every obligation to be adjusted and disclose total of

) obligations.

14. The application must show that the payments required for the liquidation of
the obligations must be within the ability of the individual to pay.

15. The rate and amount of licensee’s fee must be disclosed.

16. The approximate number of installments necessary to pay obligations in full
must be disclosed.

17. A copy of the contract must be given to the consumer-debtor.

18. The contract, even though signed at the time of application, should not become
effective until the applicant has made payment to licensee for distribution
to creditors.

19. Receipts must be written for each payment.

20. At least every six months, the licensee shall render an accounting to the
consumer-debtor, which shall show the total amount received, total paid
to his creditors, the amount of charges deducted, and any amount held in
reserve.

21. Licensee must also render an accounting within seven days after written
request.

Some of the points selected here for regulation may seem trival. However, our
experience has shown us the importance of having every aspect clearly covered
in the regulatory provisions. And wherever there has been a choice serving
between serving the interest of the consumer and imposing additional restric-
tions on the licensee, we have always acted in the interest of the consumer.

Let me repeat, in ten years of working under regulatory legislation, there has
been to my knowledge not one instance of a substantiated complaint in the State of
California.

‘May I urge that you give this proposed regulatory legislation your careful
consideration, with a view to making additions which might be incorporated to
further strengthen its provisions. )

‘Thank you for the opportunity to appear before you. I am ready and willing
to answer any questions you may have now and in the future.

Mr. Sisk. Without objection the other material which you have
enumerated will be furnished to the committee and will be made a
part of the files and that portion made a part of the record which we -
feel the record can contain.

Mrs. Sinatra, a question has been raised. Has there been any addi-
tional information or updating of the July Labor Department Report ?
 Mrs. StvaTrA. This is the latest one and it has all the state legislative
enactments in 1967, so it is current.

=Y FCE O
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Mr. Ssr. You have at the present time no additional supplements
to this?

Mrs. SivaTrA. No, sir. The State of Washington is included in there.

Mr. Sisx. We have made this a part of the record.

Mr. Rabinowitch, the committee will be glad to hear from you now.

Mr. Rasmvowrrers. To save the committee time, I am only going to
review part of the prepared statement.

T would like to set forth at this particular time that while T am here
as a representative of the American Association of Credit Counselors,
our position has been and will continue to be that we will never at any
time take any position to defend any of the abuses ever perpetrated on
f consumer.

You heard today testimony and statements regarding the situation in
Maryland and in Washington, D.C., where indictments have been
brought and people convicted.

I would like to take full credit on the question of our association
being instrumental in initiating these proceedings. Our association has
attempted through the Post Office Department, through the Federal
Trade Commission, to establish various rules and guidelines to prevent
these abuses. You have heard that the state of Rhode Island has elimi-
nated this type of activity. This is true. But if you are also aware, it
has opened up an avenue of complete fraud and deceit simply by doing
it by mail.

gur position as an association has been very simple: Regulation and
very tight, stringent regulation. ’

I might also say we have heard comments of the American Bar As-
sociation and their position.

The act we established in California in 1957 was written in conjunc-
tion, with assistance of the California State Bar Association. Amend-
ments and reading the bill will indicate their amendments and what
they requested.

It is extremely delightful on my part to have incorporated as part of
the testimony and part of the statement—and I would like to take
this ogportunity to read it—a copy of a wire I sent dated September
2, 1957 to the Better Business Bureaus throughout California. In that
I questioned, “From your records, can you advise the number of un-
satisfied complaints against licensed proraters in your area since 1957
legislation ¢”

Next question “Any indications of consumer dissatisfaction, any
comment comparing problems prior to legislation and today the reason
for query is legislative hearing re proposed regulatory act.”

The answers, including the Better Business Bureaus of San Fran-
cisco, San Jose, Oakland, Stockton, Fresno, Los Angeles, San Mateo
and Bakersfield, were all unanimous that there was not a problem
since 1957 in the State of California.

I would like to read a quote from the Better Busines: Bureau of
Sacramento. Fortunately there was an individual who had just taken
charge and in his letter, which is attached to my statement, it says
this:

“QOur files here on two such proraters operating in this area are client
free. However, the files do not go as far back as the information in '57
when you advised legislation was enacted in this field. Therefore, I




74 DEBT ADJUSTING BUSINESS

cannot compare today’s legislation with what may have existed prior
to that legislation.”

I do know, however, that because there was a lack of such state
re%ul'atlon in Nevada our office in Reno has many complaints about
debt prorating services. However, those complaints were mainly
against one or two proraters and were not evenly spread amongst all
of those in the field.

. The major problem, as I recall, was in regard to a firm who adver-
tised nationally in various types of publications listing a Reno address
which was simply a mail drop with all mail and phone calls routed to
4 Rhode Island office.
 What I am attempting to point out is that in the states where there
has been strict regulation controlling the activity, and enforcement
thereof, there have been no complaints.

"~ I have heard the comment that in Maryland and in Washington
because there have been convictions of individuals in this field that
this field should be eliminated. I merely ask this committee—and I
way set this forth now—that I feel every regulated legitimate business
has its place, whether it be the banking, the credit unions, the loan
companies or what-not. But because certain loan companies in Boston,
Massachusetts, were convicted of conspiracy and bribery, should they
be eliminated ? '

I say no. I say regulate them and regulate them tightly. We are
opposed to excessive fees. We are not looking for any more legislation
or regulation than any other service or business, but as we are fiduciary
agent and we are handling the needs of the individual and the con-
sumer who is the backbone of this country, we must—whether we
enjoy it or not—protect that consumer, and it is therefore that we
ask legislation that will control every phase of our operation from a
state audit that we pay for, an independent audit, and a complete
control.

As to excessive charges, if they were made, as pointed out in Cali-
fornia, that we return a portion of our fee, this is not true. First of all,
our own outside auditor must audit and submit a report to the state.
The state auditor comes in at a cost factor to us of $50 per day, which
we pay, and in the event there is an overcharge, the entire fee charged
on that account is refundable to the client.

As far as financial responsibility is concerned, this is one of the
things that we require, and we ask that the licensee be financially sound
and financially reliable and subject to any law suit or any other action

. that may be necessary to protect the consumer.

Over the 15 years, in the past 15 years, a study has been made by
members of this industry throughout the country. We have done this
with correspondence, including the National Better Business Bureau,
of which I will submit letters, the local Better Business Bureaus, the
Legal Aid Societies, the business firms, and through their endorsement
and support have we been able to grow and deliver a service. '

Tt has been brought out that there is a question of securing the
rights or preventing the individual from losing his opportunity to
file a Chapter 13 proceeding. I have certain reservations regarding
Chapter 13 proceedings. Not on its purpose, not on 1ts effectiveness, but
in some areas unfortunately it has been abused by certain individuals
and we are concerned with the cost factor to the individual.
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‘We recognize and we acknowledge that the need for Chapter 13 for
wage-earner proceedings must be on the books of this country when
creditors will not cooperate in working extensively with the individual
in establishing him free of debt. But we are concerned when it is used
as a collection tool by certain credit-granting segments of this economy
because, supposedly, as a secured creditor, they get a priority. They
also secure a certain amount of interest while all other creditors are
held back and in most instances throughout the country as statistics
will show from the administrative body, do not work out effectively.

In the legislation—1I just want to touch on an outline of the legisla-
tion that I have recommended::

1. Investigation of licensee, officers, etc., prior to issuing license.

2. Bonding of licensee.

3. Audit by the department administering said license, at the cost
of the licensee.

4. Control and approval of advertising by the administrative
authority.

5. Establishing of a maximum rate of charge.

6. Allowing no charge unless the licensee has been able to secure the
approval and consent from the majority of creditors, both in number
and amount of indebtedness.

7. Allowing the fee to be taken only on proportionate amount as said
funds are distributed to creditors.

8. Preventing the licensee from taking any contract, note, etc., which
has any blank space when signed by consumer-debtor.

9. Preventing any licensee from taking any negotiable instruments
for his unearned fee.

10. Preventing licensee from taking any notes, wage assignments
or security to secure the licensee’s unearned charges.

11. Preventing the licensee from taking a confession of judgment
or power of attorney to cover judgment.

12. Providing that all contracts and forms must be approved by the
administrative body.

18. The contract must list every obligation to be adjusted and dis-
close total of obligations.

14, The application must show that the payments required for the
liquidation of the obligations must be within the ability of the indi-
vi?iual to pay.

15. The rate and amount of licensee’s fee must be disclosed.

16. The approximate number of installments necessary to pay obli-
gations in full must be disclosed. )

17. A copy of the contract must be given to the consumer-debtor.

18. The contract, even though signed at the time of application,
should not become effective until the applicant has made payment to
licensee for distribution to creditors.

19. Receipts must be written for each payment. )

20. At least every six months the licensee shall render an accounting
to the consumer-debtor, which shall show the total amount received,
total paid to his creditors, the amount of charges deducted, and any
amount held in reserve. )

91. Licensee must also render an accounting within seven days after
written request.
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I can only say this after personal knowledge, after almost 25 years in
this field, that the field of consumer credit has expanded and is con-
tinuing to expand. The bankruptcy rates have increased. The economic
morality of the individual is being discouraged by a certain segment
of the credit industry by the encouragement of bankruptcy and the
encouragement of avoiding obligations.

- I also -ask you to consider who in the business world has supported
the Truth in Lending Bills, the Truth in Advertising bills? Who has
taken the position for the consumer? If it was not individuals and
members of the Association of Credit Counselors. :

Have those who have opposed the “outlaw legislation” as I term it—
1s it done in the benefit of the public interest or are they attempting to
create an avenue where the individual has no escape from this happen-
ing, mounting of indebtedness.

We have been accused as an association of being opposed to the
non-profit organizations being established. This is completely untrue
and false. As far back as 1959 our association, through its president,

‘Harry Katzen, offered services and continued help to any organization.

~In 1962 when I was president of the Association, I wrote to the
AFL-CIO and a copy of the letter will be presented to you, offering:
our services. ‘

‘Our only objection is, we refuse to allow the consumer to be held in
the clutches of a certain segment of the credit industry who dominate,
finance and control this.

The cost factor of the non-profit organizations throughout the
country are almost identical with the charges that the ordinary pro-
fessional credit counselor is charging. It is certainly not excessive, and
these are figures that are taken out of the publications—quarterly
reports by some of the finance companies.

In the State of New York certain bar associations attacked vocifer-
ously the outlawing of this bill in this field.

It so happened to land on Governor Harriman’s desk the day an
indictment was filed against a firm called Silver Shield. Strange as

it may seem, the Silver Shield, as the National Better Business Bureau

records will document, was owned and controlled by attorneys.

I don’t believe any profession is beyond the point where certain
individuals will not abuse it, but I certainly believe that ten years of
complete, clear, ethical operation without one justifiable complaint in
the state of California will prove that regulation will work. _

In comparison with Chapter 13, our organization alone last year
distributed almost one-third as much funds back to creditors as Chap-
ter 18 did throughout the entire country. It is effective. It is a service
and it works for the benefit of the consumer, and notwithstanding
gertaén segments of the credit-oriented industry, it works te their
benefit. : oo

I would like to also present at this time the written testimony of an
individual who could not appear, Mr. Charles Genosky of Minnesota,
which has been submitted to the Clerk of the Committee.

I would like at this time to basically submit this material to suggest
some language for a bill. : ,

Mr. Sisr. His statement will be made a part of the record at the
conclusion of your testimony. ‘ :
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There are a number of personal letters attached here to Mr.
Genosky’s statement.

The question arises as to the propriety of making them a part of
the record without the permission of the individuals whose signatures
appear on these. I am not sure whether or not approval was sought
or obtained for the use of these. Have you any comment to make on
that.

Mr. Rapivowrrcr. No. I would merely like to say if there is any
question about their being deleted, I have no knowledge as to the
permission granted, but I would like to say that letters are available
from Mr. Genosky and other members of our organization both from
creditors and clients at any time the committee requests them. I wounld
say under those circumstances possibly we had better delete them
from the presentation.

Mr. Sisk. I think at this point we will withhold them from the
record in view of the protection of the privacy of the individuals who
have not necessarily given their consent.

Mr. Rapinowrrcr. In conclusion all T ask is the opportunity to
regulate a service but regulate it strictly and give it the teeth that it
needs. In outlawing it, all you are going to attempt to do is drive it
underground and withdraw from the consumer a way of coming back
to a place where he can walk the streets as a human being rather
than being oppressed and harassed. I would like to answer any gues-
tions any members of the committee may have.

Mr. Sisk. Thank you very much, Mr. Rabinowitch. The committee
appreciates your statement. .

There are, I am sure, many questions the members would like to
ask you. At this time I would like to recognize the gentleman from
North Carolina for such questions as he may have.

Mr. WaiTENER. Does your organization or members of your asso-
ciation engage in extending credit to your clients under any
circumstances ?

Mzr. RapivowrrcH. No. It is forbidden by statute.

Mr. Wartener. It depends on where you are whether it is forbid-

den by statute, but do any members of your organization anywhere"

in the United States so far as you know engage in the financing of
the debt or debts of the client?

Mr. Raeivowrrcr. No, none whatsoever to my knowledge.

Mr. WarteNER. All you do is seek the consent of the creditors for a
pay-out arrangement and manage this, is that correct ?

Mr. Rapinvowrrca. Well, it 1s much more extensive than that, Mr.
Whitener. The ultimate objective is to liquidate the man’s indebted-
ness within his ability—

Mr. WarrENer. With his money ¢

Mr. Rapivowrrcu. With his money, right.

Mr. Wartengr. And he sends you a certain amount periodically
and then you apportion that out among his creditors who have agreed
to this proposition, is that right ?

Mr. Rasivowrrcu, That is about as simple as you can define it. T
wish it was that simple.

Mr. Wartener, What do you do about the accounts of creditors
who do not want to go along? Suppose ninety per cent of them want

84-181—67—6
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to go along with a long-term pay-out and ten per cent decline? How
do you handle that ?

Mr. Rapivowrrcr. Well, frankly, let me say this: I have only had
that experience up until the last ten years. In the last ten years the
creditor is not our problem. The creditor goes along.

Mr. Warrener. Even small loan companies?

Mr. RapinowrrcH. Without any question. Without any question.
Including some of those who are openly and overtly encouraging the
outlawbill. .

I can substantiate this in writing. I can substantiate this through
records of not alone our office, but many offices where these organiza-
tions refer people to organizations such as ours.

Mr. Wartener. And most creditors will go along ?

Mr. Rasivowrrcn. Yes. Creditors are anxious to work with the in-
dividual basically, regardless of what anyone may say.

In the period of time that I have been in operation, I cannot think
of one hundred accounts that we have not been able to secure creditors
a cent. I can also demwonstrate that in the city of Fresno, in the city
of Bakersfield, Eureka, Stockton, we are there only at the invitation
of the credit—grantors, after meetings with them where they ask
us to come in to offer a solution tothe individual.

Mr. WarTeNEr. You have made some reference to the comparing of
costs and you have an exhibit relating to it, the Chapter 13 fees as com-
ga];'ed t?o your experience with an approximate 15 per cent cost to the

ebtor?

Mr. RasivowrrcH. Qur chargeisonly 12.

Mr. Warrener. I believe Mr. Genosky said something about 15
per cent would be a fair figure but he gives specific cases where it has
ranged up to 40 per cent for Chapter 13.

Mr. Raeivowrrcu. That is true.

Mr. Warrener. He also mentioned the difference between Chapter

13 and your operation from a creditor’s standpoint, where the un-
secured creditor does not have to face the issue of a secured creditor
having priority under Chapter 13.
- Mr. Rasivowrrcu. It goes deeper than that. As a typical example,
T had written to DeWitt Paul, Chairman of Beneficial Finance, on this.
This is my first experience in having dealt with this. We
had made arrangements with the branch office of this company to
liquidate the obligation of a military man instead of at the rate of $28
a month, which he could not afford, at the rate of $14 a month. We made
arrangements for five months, I believe. The sixth month we got the
check back from the manager of that office saying that he will only
accept $28 and will not accept any reduced payments.

O]fo course, I called because we had an agreement. Well, this was a
new manager. In the course of the conversation he said, “I would pre-
fer him going into Chapter 13 because I will get my full payment as
a secured creditor.”

T asked, “What are you secured with ¢

He said, “Well, I don’t know. This was an account transferred from
out.of state.”

I said, “Well, as far as I am concerned, I am sending you the $17
you credited. I am advising our client that you are attempting to re-
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negotiate your situation, that it is impossible for you to meet this com-
mitment, and I am going to take the liberty of directing a copy of this
letter to DeWitt Paul, Chairman of the Board of Beneficial Finance.”

T have. I have not had a reply as yet, but I can almost assure you
that this is simply the area of one man who feels a new broom is going
to sweep clean and is not concerned with the individual consumed.

This is one instance. The one instance. This is also a sort of a sense
of policy this individual picked up from another area he comes from
where Chapter 13 is being used as a collection agency.

Mr. Warrener. We have had some real problems with Chapter 13
procedures but we do have the problem that the debtor has to have his
money to pay counsel and so forth.

Mr. Raprvowrrcr. I don’t know about the initial charges, but let
}ne say I am not opposed to Chapter 13. I think there is a strong need

or it.

Mr. Warrener. The trouble is, we can’t seem to get anybody to use
it except in a few areas of the nation.

I inserted in the Congressional Record an explanation of Chapter 13
and how it works and how the lawyers could help so many people. 1
personally paid to have it printed and have it sent to every lawyer in
my district. I don’t believe there has been a Chapter 13 proceeding

led in my district since. So I don’t know what we can do to get folks
to try to rehabilitate themselves without a bankruptcy proceeding.:

Mr. Raprvowrrcs. It will become worse with this computer age be-
cause future employment is going to be dependent upon identification
through credit, reports. ,

Myr. WaTiENER. Perhaps regulation would be better than prohibi-
tion. But there again you run into this matter which I know enters the
minds of the District Commissions and any other governmental group
and that is you have to create new costs of government in order to
regulate.

Mr. Raprvowrrcr. But these are self-supporting.

Mr. Warrener. Hardly anything s self-supporting in the
government.

Mr. Rasivowrrorr. Unfortunately, in California we, as an industry,
have had to make it a self-supporting one and I think it should be
maintained that way throughout the area. I think industry who is at-
tempting to earn 4 profit, which we constantly hope for, and hope some
day we will attain, should afford the privilege of paying for this super-
vision, the audits and the control.

In California it is a very minor phase of its operation, but the audit
bills and licensing fees are completely cost-free to the state.

Mr. WerreNer. Of course, you folks don’t get in debt.

Mr. Rasr~vowrrcH. You should see Los Angeles.

Mr, Warrener. This is why I wonder about this budget planning.
1 think if we had a better system of helping people plan their budgets,
we may avoid some of these unfortunate consequences. We congress-
men get calls where people can’t get their old mother admitted to a
hospital because of a credit rating.

Mr. Razivowrrcr. May I point out something else that has not been
touched on? That at the present time we eliminate the assistance to
people. The approach was 15 years ago that we are dealing with the
mdigent.
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" The indigent today are being serviced by the professional credit
counsellors, such as myself and others.

In the areas where there is a community counseling service, we take

advantage of it by referring them there, or we refer them to a Legal
Aid Society or we refer them to the OEO now, that has established
this type of service. '

Our average client today is no longer the indigent. He is anywhere

from a $5,000 to a $10,000 income. Are we also going to deprive—

- whether it be a congressman or Frank Sinatra, of being able to secure
a financial advisor to maintain his activities, his financial activities?
We handled Sterling Hayden- for a short period of time and found
the fees he was paying in certain areas for services may have been
too high as far as we were concerned, but they were performing a
service. Are we going to deprive them of it? Are we going to deprive,
for example, Willie %l'ays, of the opportunity of getting professional
service in the handling of his funds? Isn’t this what this bill will do,
an outlaw bill? ‘

We talk about the banks. I think if you will read last night’s paper,
the Washington Post, Riﬁgs Nationaf’ is considering a computer ar-
rangement with another firm and going into the “cashless check so-
ciety” where you send your bills an
take care of all of it.

I am not an attorney, but I would assume that this would also pro-
hibit that. Where are we going with it? What is the purpose? Is it
to keep the indigent down ? Keep him involved to the point where he
can’t breathe any more? Or is it a question of attempting to close off
everybody from every avenue of escape except to walk in and borrow
money and live in this world of oppression in the financial world?
Let’s look at the consumer and consider who is behind the move to
eliminate this assistance. That is all I request.

Mr. Warrener. Thank you very much.

Mr. Sisk. Thank you very much. Does my colleague from New
Mexico have any questions?

Mr, WaLksr. I have no questions.

Mr. Sisk. Mr. Rabinowiteh, in regard to the material which you
furnished, I certainly want to be sure that at least a part of it gets
in the record. Without objection, I want the Code of Ethics of the
American Association of Credit Counselors adopted at Indianapolis,
Indiana, on March 5, 1955, to be a part of the record.

(The document referred to follows:)

CopE oF ETHICS AMERICAN ASSOCIATION OF CREDIT COUNSELORS ADOPTED AT
INDIANAPOLIS, INDIANA, MARCH 5TH, 1955

Resolved by the American Association of Credit Counselors in regular An-
nual Convention assembled, that the following Code of Ethics be and the same
is hereby made a part of the By-Laws of this Association for the purpose of
determining the rights of the members of this Association.

By this Code of Ethics all members of this Association are firmly bound in
that all members shall—

1. Furnish a clear statement of the charges, terms, and list of all accounts
to be paid.

2. Aglontiw charges over.the number of months necessary to liquidate
the obligations and take no more than the amortized amount due at any time.

3. Take no fee until the debt payment program is arranged.

4. Take no account unless a written and thorough Budget Analysis indi-
cated the term of payment can be met.

your check to the bank and they
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5. Make a concientious effort to follow every program to a successful

conclusion. . . . .
6. Present the services on its own merits, permit no misleading advertis-

ing and avoid any encouragement of Bankruptcy. .
7. Make no payments or reward of any nature for referral of potential

customers.

8. Strive to preserve friendly relations between Debtor and Creditor and
to re-establish credit.

9. Distribute money received for creditors promptly and to the best in-
terest of the customer.

10. Protect in common the best interests and the dignity of Credit Coun-
seling and be vigilant in the correction of abuses wherever found.

AMERICAN ASSOCIATION OF CREDIT COUNSELORS.

Mr. Sisk. Any questions?

Mr. Warrener. Mr. Rabinowitch, Mr. Kneipp made reference to
the lack of qualifications of a person like you, a non-lawyer, to advise
a client on the legality of a claim.

Mr. Rasivowrrcr. This has been a double-edged sword that every-
body used against all of us in the field over the years. If I was an
attorney and knew the answer and reviewed every document coming
in, without any question I would be practicing law. If I don’t I am
being accused of depriving the man of that opportunity.

ATl T can say is we have reviewed this in California and it is an
acknowledged fact the individual coming to us recognizes his obliga-
tions and, quite frankly, if we are concerned about some illegitimate
charges there are legal aid organizations and others that will help and
some attorneys that will determine it. We cannot determine every

obligation. Tf he says he owes Sears and Roebuck twelve bucks and

it turns out to be $12.32 because of service charges, I don’t believe
the responsibility is on us to determine the legality. If there is a
question, yes, we have a moral obligation to see that he gets the service
and care and attention he needs, the same as if he is going to a quack
or an unlicensed psychiatrist. This is why the Bar Association joined
us in drafting our bill in 1957. In fact, they opposed us. They appointed
Archibold Mull to appear in opposition to it and it finally resulted
in certain amendments. You have a Member of Congress who in 1957
opposed me and authored an outlaw bill in California, and just the
other night I had the opportunity of meeting him—it is Gus Haw-
kins—and he said he wanted to thank me for showing him he was wrong
and there was a way of regulating the business. This was one of the
greatest sources of satisfaction I ever had.

Mr. Smsk. I would like to direct your attention to the draft of a
bill headed “Suggested Language For a Bill Licensing and Regulating
the Business of Credit Counselling and Financing Management”
which was forwarded to me. Do I understand that this is in accordance
with existing California law?

Mr. Rasinvowrrca. There are some slight modifications strengthen-
ing certain areas and affecting the fee structure. Our fee structure in
California is lower than suggested there. It is 12 percent on the first
$3,000, 11 percent on the next $2,000, and 10 percent on the next
$5,000. This is a straight 15 percent of the money disbursed to credi-
tors, not on the total obligation. It is earned as we distribute the
funds to the creditors. But it is almost identical to that in California
in every other respect.




Mr. Swsg. Without objection I will ask that thls dooument be
made a part of the record at this point.
(The document follows:)

SuGeESTED LANGUAGE FOR A BivLr, LICENSING AND REGULATING THE BUSINESS OF
CREDIT COUNSELLING AND FINANCIAL MANAGEMENT

Section I. Definitions. For the purpose of this act:

A. A credit counsellor is a person who, for the benefit of a debtor, engages
in whole or part in the business of receiving money or evidences thereof for
the purpose of distributing the money or evidences thereof among creditors
in payment or partial payment of obligations of the debtor.

B. This definition does not include the following activities when per-
formed in the regular course of businesses and professions hereinafter
listed when the performance of credit eounselling and financial management
service is performed. only incidental to such businesses or professions. The
provisions of this division do not apply to any of the following:

1. Persons or their authorized agents doing business under license
and authority of the Superintendent of Banks of the Stafe to —________
Y , or under any law of this State or of the United States
relating to banks, trust companies, building or savings and loan asso-
ciations, title insurance companies or underwritten title companies
and escrow agents.

2. Persons or their authorized agents engaged in the business of pay-
ing to others bills, invoices, or accounts of an obligor or of selling or
cashing checks, drafts, or money orders issued by a person who has
been licensed under and complied with the Statutes of the State of
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3. The services of a person licensed to practice law in this State, when
such person renders services in the course of his practice as an attorney
at'law, and the fees and disbursements-of such person whether paid by
the debtor or other person, are not charges or costs and expenses regu-
lated by or subject to the limitations of this chapter; provided such
fees and disbursements shall not be shared, directly or indirectly with
the licensee, check seller or casher.
4. Any transactions in which money or other property is paid to a |
. “joint control agent” for dispersal or use in payment of the cost of labor,
materials, services, permits, fees, or other items of expense incurred in
construction of improvements upon real property. |
5. A common law or statutory assignment for the benefit of creditors |
or the Operatlon or liquidation of property or a business enterprise under
supervision of a creditor’s committee,
6.. The services of a person licensed as a certified public accountant
or a public accountant in this State, when such person renders services
incidental to his practice as a certified public accountant or a public
accountant, and the fees and disbursements of such person whether
paid by the debtor or other person, are not charges or costs and expenses
regulated by or subject to the limitations of this chapter ; provided, such
fees and disbursements shall not be shared, directly or indirectly, with
the licensee, check seller, or casher.
7. Regular employees of licensees under this act when actmg in the
normal course of their employment ;
8. Judicial officers or any person acting under authority or order
of a court of this State or the United States;
9. Employers offering credit counseling services exclusively for thelr'
employees ; and at no-charge or expense to debtor.
10. A creditor of a debtor whose.credit counselling services are ren-
dered without any cost to the debtor. )
C. “Debtor” means a person from whom monies are being accepted for
disbursement to credlfors and whose principal income is derived from wages,.
salaries, commissions, pensions or annuities.
D. “Iicensee” means any person licensed by the Administrator to engage
in the business of credit counselling or financial management pursuant to
the provisions of this act,
B. “Administrator” means the officer designated to administer this act,
or hig designee.
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Section II. Prohibition of Credit Counselling and Financial Management with-
out @ License. Tt shall be unlawful for any person to engage in the business of
eredit counselling or financial management without a license, except those
exempied in Section I-B.

Section III. Application for license; Contents. An application for a license to
engage in credit counselling and financial management shall be in writing, under
oath, and in a form described by the Administrator.

The application shall contain :

A. The name of the applicant ;

B. The date of incorporation, if incorporated ;

C. The address of the applicant’s principal place of business within the
State and that of any branch office or offices within the State of the
applicant ;

. The name and resident address of the owner or partners, or if a corpo-
ration or association, of the directors, trustees, and principal officers (and
such other information as the Administrator may require).

T. Each applicant shall submit, as part of hiz application for a license,
for approval by the Administrator, a copy of the contract form that is pro-
posed for use in the business. Any change to any such contract form shall
be submitted for approval to the Administrator by the applicant or licensee.

F. A copy of the certificate of any assumed name or articles of partner-
ship, if the applicant is a partnership, or of the articles of incorporation, if
the applicant is a corporation, shall be filed with, and comprise a part of,
the application.

G. Bach application for a license shall be accompanied by a licensee fee
of $100.00 and an investigation fee of $100.00.

H. A separate license fee of $50.00 shall be paid for each branch office
maintained by the applicant.

Section IV. Nonassignability end nontransferability of license; posting of
license. All licenses issued under this act shall be nonassignable and nontrans-
ferable, and shall be posted in a conspicuous place in the credit counselling or
financial management office.

Section V. Bapiration Date of License. A license shall expire on December 31,
unless sooner surrendered, revoked, or suspended, but may be renewed as
provided in Section VI of this act. If an initial application for a license is filed

after June 30 in any year, the payment shall be one-half of the stated license

fee in addition to the fee for investigation.

Section VY. License Renewals. Bach licensee on or before December 15 may
make application to the Administrator for renewal of his license. The applica-
tion shall be on a form prescribed by the Administrator and shall be accompanied
by a fee of $100.00 (together with) and a bond as in the case of an original
application. Except that the original application shall be accompanied by an
additional $100.00 fee.

Section VII. Bond. Bach application for a license, including any renewal
thereof, shiall be accomplished by a bond, to be approved by the Administrator,
in the sum of $10,000.00, in which an insurance company, which is duly author-
ized by the State of ____ . _____ to transact the business of fidelity and
surety insurance, shall be surety. The Administrator may accept in lieu of the
surety bond, a deposit in cash or a certified check payable to the Administrator,
or United States Government Bonds. The obligee shall be the State of _______
__________ for the use of the State and of any person or persons who may have
a cause of action against the obligor on the bond by virtue of the provisions of
this act.. Such bond shall provide that said obligor will faithfully conform to and
abide by the provisions of this act and of all rules and regulations issued there-
under, and will pay to the obligee any and all money that may become due or
owing to any person by virtue of the provisions of this act. No person shall engage
in the business of credit counselling and financial management until a good and
sufficient bond is filed in accordance with the provisions of this act.

Section VIIL Investigation; Issuence of License.

A. Upon the filing of the application, the payment of the fees, and the
approval of the bond, the Administrator shall investigate the facts, and he
finds that: )

1. The financial responsibility, experience, character and general
fitness of the applicant and of the members thereof if the applicant is a
partnership or @n association, and of the officers and directors thereof,
if the applicant is a corporation, are such as to command the confidence
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of the community to warrant belief that the business will be operated
fairly and honestly and beneficially to the debtor ; and

2. A licensee in the conduct of its business at all times shall maintain
.assets of at least ten thousand dollars ($10,000.00) in exeess of its lia-
bilities, of which assets at least five thousands dollars ($5,000) shall
be liquid assets. The Administrator may determine by general rule
what assets are liquid assets within the meaning of this section and may
determine by specific ruling that a particular asset is or is not a liquid
asset within the meaning of this section.

3. The applicant (or the applicant and the members thereof if a part-
nership or association, or the applicant and the officers and directors
thereof if the applicant is a corporation) has not been convicted of any
crime involving moral turpitude ; or

4. That the applicant does not have a history of having defaulted in
the payment of money or other things of value collected for others,
including the discharge of debts through bankruptcy proceedings, the
Administrator shall issue to the applicant a license to engage in credit
counselling and financial management in accordance with the provisions
of this act. No collection agency loan company, finance company, firm
or agency representing creditors directly or indirectly shall be entitled
to a-license under this act.

B. If the Administrator does not so find, he shall deny such application,
and forthwith notify the applicant of such denial and the reasons therefor.
(Within 15 days after the entry of such order, he shall prepare written find-
ings and shall forthwith deliver a copy thereof to the applicant.) The appli-
cant shall be given an opportunity to be heard on reconsideration of his
application within 15 days of the notice of denial. In the event of denial,
the license fee shall be returned after the opportunity for reconsideration
prescribed in this section, but the investigation fee shall be retained to cover
the cost of investigation. .

‘Bection IX. Requirements of Contract between Debtor and Licensee.
A, List every debt to be paid with the creditor’s name and disclose the total
- of all listed debts;
.~ 'B. Provide payments reasonably within the ability of the debtor to pay in
precise terms ;

C. Disclose in precise terms the rate and amount of the licensee’s charge;

D. Disclose the approximate number and amount of installments required
to pay the debts in full;

B. Disclose the name and address of the Licensee and of the debtor;

F'. Contain such other provision or disclosures as the Administrator shall
determine is necessary for the protection of the debtor and the proper con-
-duct of business by a licensee,

1. No licensee shall accept an account unless a written and thorough
budget analysis permits a reasonable conclusion that the debtor is able
to meet the required payments as set forth in the contract, and a copy
of said budget analysis shall be signeéd by the debtor and retained by
the licensee in the debtor’s file.

G. Provide that the contract may not be cancelled by the licensee without

~ the debtor’s written authorization, unless the debtor fails to make payments
as agreed.

H. Licensee shall deliver a copy of any contract or agreement between the
licensee and the debtor to the debtor immediately after the debtor executes
it, and the debtor’s copy shall be executed by the licensee. A contract shall
not be effective until a debtor has made a payment to the licensee for distri-
bution to his creditors.

I.. All contracts must be completed and signed by both the debtor and
licensee or its agent, at the address of licensee, .

"J. No contract shall be written for a period longer than 24 months. A

in which event the licensee shall be entitled to such charges as are provided
for in this act in Section XIT.
K. A licensee shall not take:
1. Any contract, promise to pay, or other instrument which has any
blank spaces when signed by a debtor; :
2. Any negotiable instrument for the licensee’s unearned charges;
3. Any note, wage assignment, real estate or chattle mortgage, or other
security to secure the licensee’s charges;

debtor may cancel said contract upon 30 days written notice to the licensee,
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4. Any confession of judgment or power of attorney to confess judg-
ment against the debtor or to appear for the debtor in a judicial pro-
ceeding. :

5. Concurrent with the signing of the contract or as part of the con-
tract or as part of the application for the contract a release of any
‘obligation to be performed on the part of the licensee.

Section X. Oonsent of Creditors. A licensee shall not receive any fee unless
he has the consent of at least 51 per cent of the total amount of indebtedness and
of the number of creditors listed in the licensee’s contract with the debtor, or
such like number of creditors have accepted a distribution of payment.

Section XI. Statements to Debtors. Every licensee shall make a semi-annual
report to each debtor showing the total amount the creditors have been paid by
the licensee on the debt of the debtor and the amount of fees withdrawn by the
licensee. Licensee must render accounting as set forth within ten days or written
request.

Section XII. Charges and fees. The total charges received by a licensee for his
services may not exceed 159, of the monies distributed by the licensee, to the
creditors of the debtor, unless the debtor cancels or defaults on the performance
of his contraet with the licensee, in which event the licensee may collect in ad-
dition thereto, 7% of the remaining indebtedness listed by said debtor for pay-
ment to the creditors. In relation to obligations included in the contract which
are secured by a mortgage or trust deed on real property, fees may be collected
only as to payments made by the licensee to the creditor. In the event of can-
cellation or default on performance of the contract by the debtor, the licensee
must distribute or have distributed to the creditors of the debtor at least 85%
of the funds of the debtor paid to the licensee.

Section XIIL Separate Accounts. A licensee shall not commingle payments
received by him from debtors with the licensee’s own property or funds, but
shall maintain a separate account in which all payments received from debtors
for the benefit of creditors shall be deposited and in which all payments shall’
remain until disbursements are made on behalf of the debtor or returned to the
debtor. The Administrator may verify the amount of money on deposit in any
such account in any bank or depository.

Section XIV. Maintenance of Records. Every licensee shall keep, and use in
his business, books, accounts and records which will enable the Administrator
to determine whether such licensee is complying with the provisions of this act
and with the rules and regulations issued thereunder. Every licensee shall pre-
serve such books, accounts, and records for at least 5 years after making the
final entry on any transaction recorded therein.

Section XV. Invesiigation of Business; Hramination of Records. The Admin-
istrator shall at least annually and such other times as he considers necessary
investigate the business and examine the books, accounts, records, and files used
therein of any licensee and any person who the Administrator has reason to
believe is engaging in the business of credit counselling in violation of the. pro-
visions of this act. The actual cost of every examination of a licensee shall be
paid by the licensee examined. Failure to pay the examination fee within 45 days
of receipt of demand from the Administrator shall automatically suspend the
licenge until the fee is paid. ‘

In the investigation of alleged violations of this act, the Administrator may
compel the attendance of any person or the production of any books, accounts,
records, and files used, and may examine under oath all persons in attendance.

Section XVI. Annual Report. Each licensee shall annually, on or before the
__________ day of —_________, and at such other times as the Administrator may
request file with the Administrator a certified audit report prepared by an
independent public accountant containing such relevant information as the
Administrator may reasonably require concerning the business and operations
during the preceding calendar year of each licensee.

Section XVII, Prohibited Practices. No licensee shall:

A. Purchase from a creditor any obligation of a debtor;

B. Operate as a collection agency, loan company or finance company;

C. Pay any bonus, commission, or other consideration to any person for
the referral of a debtor to his business, nor shall he accept or receive any
bonus, commission or other consideration for referring any debtor to any
person for any reason ;

D. Advertise his services, display, distribute. broadcast, or televise or
permit to be displayed, advertised, distributed, broadcast or televised his
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services in any manner whatsoever wherein any false, misleading or de-
ceptive statement or representation is made with regard to the services
- to be performed by the licensee or the charges to be made therefor.” All
advertising shall be submitted to the Administrator for approval;

E. Require as a part.of the contract between the licensee and the debtor,
the purchase by the debtor of any stock msuranee, commodlty, or other
property or any interest therein.

»Sectlon XVIII. Suspension or Revocetion of License. The Adlmm.lstrator shall
have power and authority to refuse the granting of a license for good cause shown.
He may, upon notice and reasonable opportunity to be heard, suspend or revoke
any license issued pursuant to this act if he finds that: .

A. The licensee has failed to pay any fee required by thlS act.

B. The licensee has violated any provision of this act or any rule or
regulation issued; thereunder;

C. Any condition or fact exists which, if it had existed at the time of the
original application for such license reasonably would have warranted the
Administrator in refusing originally-to issue such lcense.

D. Indulging ina continuous course of unfair conduct.

B. For insolvency, bankruptcy, reﬁelvershlp or assignment for the benefit
of creditors by a licensee.

F. For a licensee to disclose the list of creditors of a debtor to any indi-
vidual or firm. for the purpose of any individual or firm’s soliciting the ac-
counts for collection or loans.

Section XIX. Rules and Regulations. The Administrator may promulgate rules
and regulations and make general and specific rulings, demands and findings
for the enforcement of this act. He shall also prescribe the contract and such
other forms as he may deem necessary or appropriate to be used by licensees and
apphcants for licenses under this act.

- Section XX, Injunction. To engage in the business of credit coun!selmg and

.financial management as defined in this act, and to accept individuals’ funds
for this purpose without a valid existing license to do s0, is hereby declared to
be inimical to the public welfare and to constitute a public nuisance. The admin-
istrator shall direct the Attorney General of the State of or
the State’s Attorney of any county in the State of to apply
for an injunction in any court of competent jurisdiction, to enjoin such person
from engaging in said business and any such court may, as in cases relating
to injunction in the State of issue a temporary or per-
manent injunction as the circumstances shall require. Such injunction proceeding
shall be in addition to, and not in lieu of, penalties and remedies otherwise
provided in this act.

Section XXI. Violation; Penalties.

A. . Any person other than a licensee who engages in the business of
credit counselling and financial management without a license shall be
guilty of a misdemeanor and shall be fined not more than $1,000 for each
violation ‘or imprisoned for not more than 6 months or both. :

B. Any licensee under this act who violates any provision of this act is
guilty of a misdemeanor and upon conviction, in addition to other penalties,
shall forfeit his license and shall be fined not more than $1,000 for each
offense, or imprisonment not to exceed one year, or both.

Section XXII. Unlewful Practice of Law by Licensees; Acts of Officers or
Hmployees of Licensee. Nothing in this chapter shall be deemed to authorize
the performance, directly or indirectly, of an act or acts constituting the practice
of law by-a licensee, check seller or casher, or by any person, firm, corporation,
or organization.

‘Without limiting the generality of the foregoing and other applicable laws,
the followmg act or acts, when done by the owner, manager or employee of a
licengee, in connection with a credit counselling transaction, shall be deemed to
constitute the unlawful practice of law :

A. Preparation; advising or signing of a release of attachment_.or gar-
nishment, stipulation, affadavit for exemption, compromise agreement or
other legal or court document;

B. The furnishing of legal adv1ce or performance of legal ser\nces of any
kind.

No licensee ( 1ncludmg an owner, manager or employee of a licensee) shall
(1) represent that he is authorized or competent to furnish legal advice or per-
form legal services; (2) assume authority on behalf of creditors or a debtor
or accept a power of attorney authorizing it to employ or terminate the services
of an attorney or to arrange the terms of or compensate for such services; (3)
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communicate with the debtor or creditor or any other person in the name of an
attorney or upon the stationery of an attorney or prepare any form or instrument
which only attorneys are authorized to prepare.

Section XXIIX. Qualifications of Principal Managing Officer. No license shall
be granted to a prorater or continued in effect as such unless the principal
managing officer thereof is at least 21 years of age, a citizen of the United States,
a bona fide resident of this State for at least two years immediately preceding
his application for a license, and shall have had at least two years’ experience
in consumer credit extension or credit collection activity. The commissioner
shall have power and authority to refuse the granting of a license for good cause
shown.

Section XXIV. Hffective Date. This act shall become effective . ___.

Mr. Sisk. I have not had an opportunity, I might say, to study that
particular document to the extent I should. However, what are the one,
two, three, or four areas which you think are in the greatest need of
regulation? What are the most vital points to eliminate the type of
abuses which have occurred in the District of Columbia and in other
areas? And what portions of the California law do you think are the
most important in maintaining an equitable operation of this sort?

Mr. Rasivowrrcm. Our experience indicates, first, not allowing the
debt adjuster to take a fee unless he can perform. And the way we can
determine if he can perform is by an analysis of a man’s income and
the amount available toward liquidation of his debts and then obtain-
ing the cooperation of the creditors and allowing only a portion of that
fee to be taken. Say my fee is $300. T wouldn’t get it the first year. T
might take it over a period of three years, $10 or $15 a month. This isa
way of making sure there is performance because 1 can’t profit unless
I perform.

The second is advertising. We feel any advertising that is deceptive
and that creates a motivating factor in appealing to the desperate per-
son should be eliminated.

Another is that no fee be charged until the plan is worked out. I may
spend two hours interviewing a man and find he either does not need
ny service or 1 cannot perform. But just because I walk in Hechts and
look at suits, I don’t have to buy a suit. And merely discussing it with
him should not require his paying a fee. 75 percent of the people walk-
ing in our office do not need our service or we cannot perform, and,
frankly, there is a selfish motive because the best advertising we have
is when a man stands up and says, “How much do I owe you” and if 1
cannot serve him I say, “Nothing.”

Fliminating those factors and the bond can eliminate the abuses.

Mr. Warrener. You don’t mean eliminating the bond, you mean in-
sisting ona bond ? ‘

Mr. Rasinowrrcn. Insist on a bond and have sufficient protection for
the individual. We are handling lots of money. If I get taken for $50
or one of you gentlemen get taken for $50 we will eat, but many of the
people we deal with, $50 1s the food budget for a week and they have
to be protected. ~

Mr. Sisk. Strict auditing you say is an absolute necessity in any reg-
ulation ?

Mr. Rasm~vowrrcnr. Absolutely. In a State audit at the end of a year
they said he had overcharged one client and that our license was in
jeopardy. A review of the file showed we had overcharged six-tenths
of one cent. We were forced to issue a check, change our records, and
finally after three years find the individual and get him to cash it. I
don’t like it, but I am handling lots of money and I don’t think you
can enforce it too strictly.
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- Mr. Sisg. We have a quorumcall. The House is in session. Let me
express my appreciation for your testimony here this mornm%I know
it will be of help to the Committee. The statement of Mr. Genosky,
which he left here as requested will be made a part of the record. We
thank ou very much.

ABINOWITCH. Thank you.
(The statement referred to follows )

STATEMENT OF C. T. GENOSKY, PRESIDENT, FINANCIAL
ADJUSTMENT CO.

PROFESSIONAL CREDIT COUNSELING—PRO RATING

Pro-rating or Professional Credit ‘Counseling is a consumer serice and has been:
in use since the inception of consumer credit.

Available records indicate that it was started as a full time industry in Min-
neapolis, Minnesota, by Mr. Sidney Chase, now deceased, in the year 1922. Mr.
Chase was a former loan man. He saw the economic need at that time and went
into it as a full time profession.

It |did not get official national recognition until the early 30’s when Justice
‘William O. Douglas then a professor at Yale, and Justice Abe Fortas was Editor-
in-Chief of Yale Law Review.

A istudy was made of the bankruptey system by Justice Douglas on behalf of
the Hoover Administration and by sttnce Fortas on a study financed by Yale
Institute of Human Relations.

The study was made in Chicago, Illinois, where Justice Fortas encountered
“accredited adjustment firms.” In a statement made at the 34th Annual Legal Aid
Cornference in Denver, October 1955, Justice Fortas said:

“My observation was, in short, that such institutions had a useful function in
our society, and not an exclusive function, certainly not a monopolistic function,
but a function, so to speak, that is comparable to a psychiatrist. It was a function
which is uiseful when people or families are isick.”

He continued :

“I believe that when an American family gets in debt so that it needs some
help it should have available to it a variety of avenues; their problems should
be resolved, if possible, free of charge by a social welfare agency, by the advice
of legal a1d societies, by friends, by anybody who can help them out of the
morass, the terrible morass of a hopeless debt situation. I also believe that
they should have available to them, trained, honest commercial enterprises like
the credit counselors, debt adjusters, as they are called, to whom they could
pay a reasonable fee.”

In 1935 the Minnesota State Legislature after due mvestlgatlon decided that
professional credit counseling was a just enterprise, necessary to our economy
and adopted a regulating bill regulating the industry in Minnesota. Here in the
State of Minnesota we have been operating under regulation since. There have
been few it any abuses.

After World War II consumer credit rose from six (6) billion dollars out-
standing in 1946 to an amount which today is in excess in ninety-five (95) mil-
lion dollars. It has become such an important part of our economy that over
eleven (11) billion dollars are being paid annually by the consumer in interest
charges alone.

As the consumer credit rose so also rose the casualtles, so also rose the
number of professional credit counselors. The industry developed@ from the one
to two man operation or the sideline operation to a full fledged profession. It
has changed from the original pro-rating of 20 years ago that of merely “han-
dling bills,” to one wherein the counselor analyses, educates, budgets, counsels
and advises the family or individual in proper buying and spending in addition
to arranging to pay the bills.

There are a number of alternatives for the debtor consumer. It is possible
for him :

1. Convert assets to cash to pay all bills in full; or reduce them to a
point where the balance of monthly payments can be maintained.

2. Borrow sufficient money to pay. the bills provided the re-payment
schedule is not in excess of the individual’s ability to pay. There are abuses
in this aspect both by the over borrower and the over zealous lender.
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3. Ihe debtor himself can attempt to reduce his monthly payments to
ereditors sufficiently to enable him to meet the new terms.

4. Secure the services of a reputable, licensed, bonded and regulated
service that has a trained staff that can:

a. Analyze the individual’s income.

b. Analyze and review the individual’s hvmg expenses and make con-
structive suggestions.

c. Secure a complete list of all creditors.

d. Determine with the debtor what he can really afford to pay and
maintain his current living costs.

e. Upon completion of information contact all creditors and ebtab-
lish a plan of re-payment based on the above information, and secure
the consent and cooperation of creditors to said plan,

f. Work with the debtor throughout the entire program to take care
of revising budgets and revising payment schedules because of chang-
ing conditions or emergencies.

g. Keep creditors advised of any new problem that may arise that
may interrupt the payment program and maintain their cooperation.

h. Make sure the debtor maintains his commitments within his ability
to pay.

i. Disburse funds received on a pre-arranged schedule in order to
meet commitment and avoid interest and late charges where possible.

j. Bducate and re-habilitate the individual or family so they may be
successful in handling their own financial affairs.

There are also other alternatives and they are Chapter XIII of the bank-
ruptey act or straight bankruptey which involves losses to most credit grantors.

Pro rating, unlike Chapter XIII does not show preferential treatment to
certain creditors by giving them priorities and forcing other creditors to sit
by empty handed.

Chapter XIII attempts to accomplish the same goal for which the pro-rater
strives. However, the methods achieving the common end differ. The pro-rater
concerns himself with educating the debtor as to how he got into his financial
plight, how he can solve the problem by cooperating with his creditors, how
he can avoid the same problems in the future. All the while maintaining his
dignity and avoiding the stigma that bankruptcy sometimes carries.

Pro rating, unlike Chapter XIII does not force creditors to accept the plan
without alternatives, Instead it enables the debtor and creditor to work coopera-
tively. It is a fallacy to state that such cooperation is unlikely. In Minneapolis
creditors much sooner prefer our plan to Chapter XIII. In fact Financial Ad-
justment was started at the request of numerous creditors and has and still
operates strictly on a referral basis.

Newspaper articels and periodicals have hailed Chapter XIIT as inexpensive to
the debtor. The following report indicates differently :

A report by a trustee in Yowa from December 1958 to December 1964 indi-
cates the average cost to the debtor for Chapter XIII proceeding was 26.3 of
the monies paid to creditors.

In comparison our firm over the same period charges the debtor 15 per
cent of the monies paid to creditors. There is no question as to which
program is most beneficial to the debtor and the creditors.

‘We do not condone any abuses and neither do we claim there aren’t any. Not
any more S0 than any other profession. That is why we strive for regulation. If
only these sources that come up with the abuses in our profession would turn
their “cruel white light” on the good we have done, the national picture would
surely change.

A survey taken in 1965 disclosed :(—

“Professional credit counselors nationally helped 189,150 families.

58,800 families counseled without charge.

180,350 family finaneial programs initiated.

$391,050,000.00 of consumer credit involved.

$111,100,000.00 repaid through their assistance.

Can anyone honestly come close to that figure in citing abuses? Apparently
the “searchlight” of certain vested interests got stuck when it came to actual
help being given the debtor consumer by the industry.

These same powers who are not satisfied in their own field but have pene-
trated the mail order field, the retail hardware market ete. are now trying
to wrest the industry from professional men who have dedicated themselves
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to the solution of the debtor consumers’ problems since 1922. If they are so
concerned about the plight of the families who become casualties of our system
of credit, why don’t they use their skills and monies to regulate the industry
rather than destroy it. Should the debtor be forced to accept the help from
creditor oriented services? They are the very people, in most cases who placed
him into the plight he is in.

‘We in the industry are in favor of community oriented credit counseling and
our American Association of Credit Counselors is willing to help; however,
creditor oriented services are no more help to the debtor insofar as getting
him out of debt than a “dope pusher” attempting to cure a “dope addict”
of the habit.

It is my contention that the problems of the ever growing number of families
who are becoming casualties of our great system of credit must be solved.
However, this solution must come from “free enterprise” without resort to
the courts or charities, otherwise in. the eyes of the rest of the world our
economy will have failed.

We take great pride in the factual evidence of our credit counseling and
money management program, just as any other profession, business or industry
does.

What we are doing we are doing for people and upholding the “digmity
of man.” It is people we work with and it is their particular problems we
do-all in our power to solve.

This then means that the worth of our services must be judged, mot by

biased opinion, not by book value, not by market value but by human value.
- The effectiveness of our program and the impact it has on the family during
and" after: the conclusion of our program ig the base upon which the values
should be wset. Our services are geared to meet the immediate problems of
the debtor consumer. We have no otherinterests. Our full time is devoted to that
end.

My final remarks are that if it is the constitutional right of Mr. American
Citizen to choose who should represent him in the highest offices of the nation,
who should represent him in his legal matters, who should take care of his
ills and his health ete., he therefore should have the right to choose who
should represent him insofar as his financial problems are eoncerned. Only
proper regulatory legislation will assure him of this right.

THE SToRY BEHIND—FINANCIAL ApyusTMENT Co., MINNEAPOLIS, MINN.

This folder is for the purpose of explaining our operation to the people who are
having Financial problems and others in various professional fields, who are
interested in people who do have this problem.

In addition to people in Financial difficulties we find that creditors, employers,
doctors, personnel managers, attorneys, ete. are interested, due to the close tie
in with the wage earner and his problem.

Financiel Adjustment Co. is founded on the principal of helping people manage
their money correctly. It is not based on the idea of aiding or abetting a person
to dodge any of hig or her obligations. Our main aim is to centralize their ac-
counts under one head on a payment schedule they can afford to meet, thereby be-
ing able to present their problem to their various creditors in an honest business-
like manner. At the same time enabling the individual to have only one place to
pay instead of several.

Financial Adjustment Co. should be thought of as a finencial doctor rather
the undertaker.

Our method of handling a person’s financial affairs consists of an interview
with both husband and wife (if married). A full statement of outstanding obli-
gations is taken and a budget of current living costs is set up. After this is
. determined, all other remaining funds are turned over to our office for the
purpose of liquidating the accounts outstanding. It must be realized that if the
family does not have sufficient funds to maintain their current living costs we
are defeating the purpose of our plan.

Having determined the amount of income available for distribution, each
creditor is then contacted, advised of the amount of money that can be applied
against the balance due him, and is asked for his cooperation.

We realize that each creditor is eager to eliminate his account as rapidly as
possible. However, we must bear in mind, in allocating our client’s funds, that
some creditors have secured claims, which prevents an actual equitable distribu--
tion. Similar accounts are handled as equitably as possible.
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We accept no fee from creditors, neither do we ask for settlements other than
time envolved. An open invitation is made to all creditors to check our records any
time they choose.

A progress report is available to any creditor or employer at any time on any
of our clients. We carry a perpetual reporting system to creditors, keeping them
informed as to any change in our client’s status or paying habits.

Our full charge is based at $15.00 per each $100.00 of indebtedness listed, plus
a $5.00 set-up fee at the time the contract is set up. This charge is not a yearly
charge but a lump fee for the duration of the contract. Our average case is
running approximately 26 months. These charges include all investigations,
gervices, interviews, check costs, etc. These items are stipulated in our contract
and each client receives a full complete copy. Contracts are available to anyone
interested.

The above charge is amortized over the duration of the contract, and this
item is set out in bold type in our contract. We are sincere when we say that we
do not want creditors to receive their money in any other manner than we
ourselves receive our charge for services.

Financial Adjustment Co. is operated on strictly referral basis, and we wish
to thank the many Credit Managers, Personnel Men, Members of the Clergy,
Social Workers and others who have referred families with financial problems
to us.

The sudden rise in Bankrupteiés and Chapter XIII of the Bankruptcy Act is
indicative of the need to solve the famly debt problem.

It is also worth noting, that the cost of our services is about one-half the
total cost including legal end filing fees of the Chapter XIII Plans. Our payout
on cases completed is 409 higher, but above all, monies collected are immediately
disbursed to creditors. Our client is not just a number. He is & human being
seeking help to solve his Debt Problem.

We contend that the rapidly growing problem of Families who become casual-
ties of our system of credit must be solved, and this must be done within the
framework of free enterprise, without resort to the courts or charities, other-
wise in the eyes of the world, our economy will heve failed.

TFinancial Adjustment Co. is owned and operated by C. T. Genosky, who has
been in Credit Counseling in Minneapolis, Minn. since 1936. We are members of
the Credit Bureau of Minneapolis.

We are in no way connected with any other Debt Liquidation Co., Loan Co.,
Wage Barner Plan, Credit or Finance Co. Neither do we wish to have our
operation or manner of disbursement identified with any other type of opera-
tion, other than our own. We are member of the American Association of Credit
Oounselors and adhere strictly to their Code of Ethics, Constitution and By-
Taws. A copy of this Code of Ethics is on the reverse side of this folder. We
feel that our services are most helpful to an individual who has a Financial
problem, because—

1. We set up his accounts and his current living costs on a business-like
manner.

2. Start disbursing to his creditors immediately out of the first monies
we receive from him.

8. Due to the amortization of our charges, we are able to release more
money to his creditors. The elimination of other check charges and carrying
charges enables us to do a better job at less cost to the individual.

4. Through our constant reporting system, creditors are kept advised
at all times of the status of our client.

Our years of experience in this field eliminates the thought of inferring that
every creditor sees eye to eye with us on every proposition, but we know that
all things can be worked out by compromise, and the value of our plan is not
questioned.

We are most anxious to explain our services and welcome and encourage
any inquiries regarding the help we are able to give an individual who is having
a Financial Problem.

FINANCIAL ADJUSTMENT. Co.

Mr. S1sx. The Committee will stand in adjournment until 10 o’clock
in the morning, when we will proceed with this hearing.

(Thereupon, at 12:15 p.m. on Thursday, September 14, 1967, the
Subcommittee adjourned until Friday, September 15, 1967, at
10 o’clock a.m.)
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FRIDAY, SEPTEMBER 15, 1967

House or REPRESENTATIVES,
Commrrres oN THE District oF CoruMbra,
SvscommirTee No. 5,
Washington, D.C.

The Subcommittee met, pursuant to adjournment at 10:10 am., in
Room 1310, Longworth House Office Building, Hon. B. F. Sisk, Chair-
man of the Subcommittee, presiding.

Present: Representatives Sisk (Chairman of the Subcommlttee),
Jacobs and Walker.

Also present: James T. Clark, Clerk; Hayden S. Garber; Counsel ;
Donald Tubridy, Minority Clerk and Leonard O. Hilder; Investi-

ator.
£ Mr. Sisk. Subcommittee No. 5 will come to order.

We will continue our hearings this morning on the matter of the
debt adjustment business.

I want the record to show that our colleague from Michigan, Mr.
Diggs, has permission to insert a statement on the matter under dis-
cussion. It may be impossible for him to appear in person, but without
objection his statement will be incorporated in the record.

Mr. Sisx. The first witness this morning will be the Barden Invest-
ment Management Corporation.

Mr. Holland.

STATEMENT OF ELLIOTT HOLLAND, GENERAL MANAGER, BARDEN
INVESTMENT MANAGEMENT CORPORATION

Mr; Horraxp., Mr. Scalise had to return to Towa on a criminal
matter, ;

Mr. Sisx. Without objection, the statement by Mr. Scalise will be
made a part of the record.

(The statement referred to follows:)

STATEMENT OF LAWRENCE F. SCALISE, ATTORNEY, BARDEN INVESTMENT
MANAGEMENT CORPORATION

My name is Lawrence F. Scalise. I am an attorney practicing in Des Moines,
Towa. I am here at the request of Barden Investment Management Corporation
of Detroit.

T was Attorney General of Iowa in 1965 and 1966. I was very much interested
in consumer protection and sought—successfully—the enactment of a bill-in 1985
to provide it. Included in the bill as origlnally introduced were provisions for
the regulation of debt management companies. Creditor interests opposed these
provisions, and they were struck from the bill.

The consumer protection law, however, vested in the Attorney General broad
powers of investigation and inquiry into practices suspected of violating that
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law. The law proscribes misrepresentations by omission as well as commission in

the sale of merchandise, and merchandise is defined as including services. The

misrepresentations are made unlawful even though not relied on by the con-
sumer who purchases the good or services.

We received a number of complaints and inquiries about debt management
compantes and their practices. The advertising done by some of them was shrill,
misleading, and irresponsible. Fees were questioned. The social utility of the
service itself was in doubt.

In conformance with what the new consumer protection law permitted,
my office conducted public hearings into the practices of debt management
companies, We subpoenaed company representatives and their records. Abuses
were exposed. These included unjustifiable fees, misrepresentations in adver-
tising, and charges for the service itself that ultimately added up to more than
twice the percentage quoted to prospective clients. The hearings focused on the
practices of several companies.

Since the hearings focused on abuses, not much attention was paid to com-
panies in Iowa which charged reasonable fees and rendered services -praised- by
people in the consu credit field. One such company, in Iowa, had been in
operation for a num of years and had won the confidence and cooperation of
small loan companies;;retail stores; banks and employee credit unions, and had
an unblemished record for integrity. The credit manager of a large public utility
wrote legislators to this effect: .

“Thig company has salvaged a great many potential candidates for bankruptcy
from the courts, and guided them on a path of sound financial management.
The need for debt management companies is as great as for any of the state,
county, or local relief or welfare organzations; the one great distinction is that
the money doesn’t come out of the taxpayers’ pocket.”

Earlier this year the Iowa legislgture enacted a bill to license and regulate
debt management companies. Impli¢it.in the decision to regulate was recognition

of the social utility of the serviece: vided. Had the legislature not been con-
vinced that debt management fulfillgd, or could fulfill if properly policed, a
legitimate need, its action of cour§é would have been to forbid it entirely. I
supported and worked for passage of this bill. :

‘The root question, of course, is whether the service offered by debt management
- companies is in itself evil. This Subcommittee is aware of the distinction in law
.between acts deemed malum in se and. those that are malum prohibitum. Debt

management, I submit, is not intrinsical vil; I don’t suppose there is any pre-
tense that it is: there are only strong rea to. abyses. .

Properly regulated, debt management comrpanies must represent ‘and serve the
interests of the debtor. Almost without exéeption every-other segheént of private
enterprise is creditor-oriented. That includes not only retailézg-nand. other com-
mercial enterprises which extend credit, but banks and loan conipanies. All of
them prosper as more people contract to buy what they can’t pay cashk:for. They

" want what all creditors want: they want to get paid—now, if possible;-soon, if
not new ; later, if not sooner ; and, in the last resort, sometime or anytime rather
than never. - :

Yet, as you gentlemen are fully aware, our Bankruptey Act
never to pay his debts. It is an unusually ignorant del . todd;
know that when up against it he can go into court and beg out:of h
In:our court news publication I noted the other day one filing i bankruptey by
an individual whose debts exceeded his assets by only $400. The contempt that
attaches to this kind of behavior has lessened considerably since our grand-
father's day. Ulysses S. Grant wrote his memoirs on his death bed to pay his
debts. I submit, however, that in this never-never land there are still thousands
of debtors who consider themselves morally committed to pay their debts even if
they are bankrupt in a bankruptey act sense. -

. Where is.the evil in permitting private enterprise to assist them in doing so?
1t is other types of private enterprise which have televised them into believing
they have an inalienable right to spend money they don’t have.

Unquestionably private-enterprise debt management companies can: offer an
alternative to bankruptcy.or Chapter 13 proceedings under the Bankruptcy Act.
Under reasonable regulation, it is very probably that the cost of the debtor will
be considerably less, for example, than submitting to Chapter 13 proceedings.
And I believe statistics will prove that debtors who seek extraction from difficul-
ties in bankruptey court seek discharge from their debts rather than an extension
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of them : the social odium which attaches to a filing, if such there is, attaches to
both proceedings. '

Outlawing commercial debt management is not the answer. It is, in the cliche,
throwing out the baby with the bath. It is this simple: creditors want their
money, and properly regulated debt management companies can help them get it.
At the same time, and first and foremost, they can help debtors get out of debt
without recourse to the courts and without repudiating their creditors. I see
nothing malum in se in this: on the contrary, I see private enterprise offering
drowning debtors a viable alternative to bankruptcy.

H.R. 9806 would exempt lawyers who incidental to the practice of law act to
adjust the debts of clients. I suppose this is an admission that debt-adjustment
is not malum in se and an admission, even, that it is an inevitable and ethical
practice.

As far as exempting non-profit or charitable corporations from the prohibi-
tions is concerned, I submit to you that there is no less need for regulation of
such corporations than there is for regulation of profit-making concerns. The
money comes from somewhere, and it is spent by people. What ever happened to
the Sister Kennedy Foundation?

In closing, let me say this: I have had cause to familiarize myself thoroughly
with the debt management concept and its implementation by private enterprise.
I am convinced of its social utility., The consumer is cajoled, enticed, solicited
and pressured into debt from every point on the social compass. No law prohibits
him from buying what he can’t pay for. No odium attaches to the retailer who
sells it to him. If private enterprise can offer him an alternative to bank-
ruptey, why shouldn’t it be legitimized instead of forbidden?

Congress hag it within its power to protect the consumer-debtor by regula-
tion, such as H.R. 9829, introduced by Congressman Diggs, and to provide him
with a service that permits him to meet his obligations instead of denying them.
I submit that prohibition of commercial debt-management companies is nothing
more than an additional recommendation for bankruptcy.

Mr. Sisx. Mr. Holland, without objection, your statement will be
made a part of the record. You may proceed to read your statement
or make an oral statement, whichever you prefer.

Mr. Horraxp. I appreciate this opportunity to appear before this
Subcommittee on HL.R. 8929 and H.R. 9806. My name is Elliott Hol-
land, and T am the General Manager of the Barden group of com-
panies. We operate 56 debt counselling offices in the District of
Columbia and elsewhere throughout the country under the Credit
Advisors and other trade names. I hope my testimony can show this
Subcommittee how professional debt counsellors help so many people
bogged down in debt. I testify from daily experience in this industry.
We know from working with thousands of debtors that they need our
services and that they obtain a practical course in financial planning as
we help them out of debt. Our actual experience disproves the many
unfounded charges made a%ainst the debt management industry.

I had planned on going through my prepared statement, Mr. Chair-
man, but I would like first to cover a few of its main points and to
cover a few of the unfounded statements that were made yesterday
during the hearings, especially those that deal with a description.
There were certain errors and inaccuracies in describing our clients
and ourselves.

T look at our debt management client as my boss. I work for him. I
am taking his attitude toward his debt and if I can successfully help
him out of debt, then I have done my job. If I cannot, then I feel that
I have failed him and we try not to fail any of our clients.

Our client yesterday was deseribed as being poor and uneducated.
I would just like to-disabuse the committee of this feeling. Our
average client is a wage earner and he has had an average of almosti
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four years on his present job. This is not four years of total em-
‘ployment, but four years at his present job. He is just usually under
30 years old. He averages 29 and a fraction years. The average income

is ‘a bit above $5,000 and this:is only the income of the main wage
“earner in the family. It doesn’t include where the wife is working.

‘A good example, to make it clearer to the committee, is that we
have offices right now in Seattle, Washington, and very close to the
‘plant of one of our major aircraft manufacturers. We find that

* there our client has a greater income on the average, and also greater

indebtedness than a client, for instance, here in Washington, D.C.
To. describe the men who are the engineers and other technical

- personnel who have cooperated in putting some of our jet aircraft

“into the air and other technological advancements as uneducated and
poor, I think was an abuse to them and certainly an abuse to ithe
-ndustry. -

- If the people who testified yesterday to that effect really believe
it, then I caution them not to fly home today or even to drive too close
‘to the airport. These people were not undereducated. The problem
1s that they have been encouraged to purchase and to purchase beyond
‘their means to repay. ' o E :

. Secondly, it was mentioned yesterday that our consultants have an
_average of two years of college and that that wouldn’t qualify our
consultants to give financial advice. I wanted to say that in that con-
-nection our consultants have gained experience in our industry by
working for us. We have our own training program and we train these
people on the job in debt management. We don’t have the ability to
go out, into the general population and find people experienced in debt
management. It just isn’t that well known. It is now available in all
communities. The mere fact that a man might not have a degree I don’t
“believe is any indication of his ability or inability to give advice in
debt management. 8

“There are no courses offered, by the way, in any of the major educa-
tional institutions in personal finance management. There is quite a
bit of conversation about starting these courses. Our organization is
starting a series of clinics that will travel around the country to edu-

- cate consumers in the various matters that can help them to prevent
going into a situation where they cannot extinguish their own debt.
Many of our men, in the earlier years of our history, were recruited
from finance companies. We call them converts because they were the
men who at one time were collectors for finance companies.

“In dealing with us in some localities, finally one of our managers
might just say, “Well, why.don’t you come and work for us?”

In our early history we had perhaps as much as 60 to 70 per cent
of our men who came directly from the field of finance. -

- Also in some occasions our men have helped referees in bankruptcy
under Chapter 13 in setting up this type of activity for these hard
cases where there is an extreme problein and where we feel we cannot
fairly serve our clients. ' S '

. In Chicago our manager there, Mr. Ed Kennedy, was at one time
- working for the trustee in bankruptcy in Chapter 13. One of the prob-
- Jems wrth Chapter 13 is that it'is not available in many communities.

Another statement made yesterday, Mr. Chairman, was that our fees-

run up to 25 per cent. I can state here that in all of my experience in
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debt management I know of no debt management concerned whose fees
are 25 per cent. I know of no concern whose fees exceed 15 per cent.
Our own fees are 12.5 per cent on the gross debt.

Another charge was made that our fees average as much as $400
an hour. I might say as far as the cost per hour is concerned, we have
an average of 55 to 60 accounts per employee. In servicing these
accounts, we find we spend an average—and this is an average—of
45 to 50 minutes per week on each of our accounts. You not only have
to talk to the creditor—and you do this on a continuing basis to advise
them of the status of the client; if he has short hours, if he is sick or
anything you would like to advise the creditor so he realizes there may
be a delay in the payment but he will receive it.

You receive money that is sent to you by your clients. You write
checks on their behalf.

We have a traveling internal audit staff that travels among our of-
fices on an unannounced basis to audit, to make certain that financial
affairs are properly maintained. Also; writing correspondence on his
behalf.

In addition, we counsel our men in our offices that each counsellor,
when his client comes into the office to make a payment, should cer-
tainly get up out of his office and walk into the reception area and
speak to this client to find out what is going on, whether there is any
way we can help him even more. Our men are told to spend as much
time as possible with the client, because he still our client; he is our
boss. We have chosen sides. We chose to represent, the debtor.

To go further, there was a statement made yesterday that we take
the entire paycheck. Our own organization and all of the debt man-
agement concerns that I have been acquainted with do not do this.
T%xis is one thing we donot do. Our client is encouraged to make a pay-
ment to us each payday. If he is paid every other week, he makes a
payment to us every other week and in no case do we attempt to have
his paycheck sent to us because we want the personal contact with the
client and we also don’t want to be in the position of having too much
control over him.

Yesterday also there was a staternent made that we do not pay cred-
itors. T can say that in five years of our operation here in the District
of Columbia—and, by the way, in that time we have signed over 17,000
accounts. We have actually assisted over 17,000 debtors. We have let-
ters from our customers; we have letters from creditors, and also, Mr.
Chairman, we have quite a few cancelled checks that prove that cer-
tainly without a doubt we are paying the creditors. o

To make it more emphatic, I would like to submit as an exhibit (Ex-
hibit 1) a compilation of one thousand checks which were written in
February of this year in our Washington, D.C. office. These are one
thousand consecutively numbered checks. To set the record straight,:
not one of these checks was returned by a creditor. First, it shows that
we are paying because every important creditor in the District of Co-
lumbia, with very minor exceptions, will be listed in this compilation.

More importantly, there have been charges made that the creditors
will not go along with us. I have heard this in Towa; I have heard it in
Illinois; I have heard it in Michigan. I would just like you, sir, to go
through here and find the name of a creditor who has told you perhaps
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or one of the staff members that he will not cooperate, because we have '

the cancelled checks to prove it is not the case.

Mr. Sise. Do you have additional copies of that material Whlch‘

could be made a part of ourfile?

Mr. Horranp. Yes.

Mr. Sisk. Without objection, a copy of this material will be made
available for the file and subject to inspection by the committee. If
pos31b1e, it will become a part of the record.

(The material referred to follows:)

ExHIBIT 1, SUBMITTED AS PART OF THE STATEMENT OF ELLIOTT HOLLAND, GENERAL
MANAGER BARDEN INVESTMENT MANAGEMENT CORPORATION, ON H.R. 8929 AND
H.R. 9806

EXHIBIT 1

ANALYSIS OF 1,000 CONSECUTIVELY-ISSUED CHECKS

Checks used for analysis were issued by the Credit Advisors’ office in Washing-
ton, D.C. to creditors of their clients during the period February 13-23, 1967.
They are numbered B 155001 thru E.156000. All checks were cashed by the payee
with the exception of those noted in the remarks column of the tabulation.

Check Payee E Remarks
number

E 155001  Arrow Loan Company [ SO,
E155002  Central Charge .o oo ooeivumeamimmcccceccicccacsann
E 155003  Huchingers.___ _...... ’

£

£ 155007 cohan Zick Credit ...............
E 155008  Dorr Furnture____..
E 155009 G.A.C. Finance__.._....
£ 155010  American Finance Corpor:
E 155011 Sears Roebuck Company.
£ 155012 hold Finance Corp

€155025  Houston Furniture Store. oo
E155026  A.C.Penny’s. oo it ccccvacemeean
85027  G.AC. Finance. ..o eieimcuas
55028  Sears Roebuck COMPanY. - veceeeomoooco i inm o s mamaae
55029  American Finance Corp. o oo e

Voided—Paid in full.

55039 . Education Book Club.. Volded—Error.

E 155045  Lenders, Inc______.....
E 155046 Wi

E155047  American Finance Corpor
E 155048 - Maryland Cash Loans, Inc.
E 155049  Curtis Brothers,
E155050 A, C. Penny Co Y, - ) .
E 155051 . City Finance............. Voided—Paid in full.

" 'E 155052 Washlngton Hospital Center.....-oocococoeemomccacanann SR
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Check Payee Remarks
number
E 155053  Associated Discount. .o w.cnoouirimna e ccnnaaaceneaan
E 155054  Hecht Company. ... .. ccnoooommaraiocciinccanen
E 155055 Goveriment Employee Market. o ... ociocaiaa
E 155056  United Consumers Company Bureau. ... ccvoocococeaanan
E 155057 - City National Bank.._ ... oo
E 155058 . Standard-Oil-Company. .
E 155059 . Pacific Finance. ... oo iimiameacaricnneen
E 155060 Doctor Clark. .. ..o imn i me
E 155051  Woodward & Lothrop.
£ 155062  Hecht Company._... ..
E 155063 Woodward & Lothrop.
E 155064 Wards..._....._.....
E 155065 Woodward & Lothrop....
E 155066  Sears Roebuck Company..
E 155067  Curtis Brothers_.___..
£ 155068 Centril Charge....__...
E 155069 tomobile Brokers G
E 155070 Sears Rogbuck & Company. .
E 155071  Speigal’s, Inc.. ...
E 155072 A.B.Co...._.......
E 155073  Hub Furniture Company
E 155074  Singer Company_..____...
£ 155075  Washington Hospital Center.
E 155076  Hollywood Credit_...._
E 155077  Personal Thrift Plan.
E 155078  Style Cover Company.
E 155079  General Finance._.
E 155080  Richards Company.....
E 155081 C&FP Telephone Company....
E 155082  Hechi Company_ . _..... ...
E 155083  General Motors Acceptance Corp.
1550 Sears Roebuck & Company......
E 155085  Consumers Credit.._......
E 155086  First National Bank of Perupi
E 155087  Atlantic Charge Service....
E 155088  City Finance.._....... .-
E 155089  Major Finance Corporation..
E 155090  Mobil Oil Company___._.
E 155091 - - Columbia Hospital. ..
E 155092  Central Charge......
E 155093  Capital Furniture.__.....
E 155094  Public Finance Company. .
E 155095 Seaboard Finance_ ...
E 155096  Family Publications..
£ 155097  Shell Oil Company._....
€ 155098 Installment Department. .
£ 155099  Chesapeake National Bank.... R,
E 155100 - Woodward & Lothrop_...-...
E 155101  Citizens Bank & Trust Company. ..o oo omemeaan
E 155102  Sacred Heart Credit Union._ .
E 155103 . Houschold Finance Corporatl
E 155104 Republic Finance.___...___..
E 155105 Amesican Credit Security Corp .
E 155106 = Hecht Company__._._. .
E 155107  Investors Loan Compan .
£ 155108  Germantown Store.__.__... R
E 155109  Sears, Roebuck & Company -
E 155110  Housshold Finance Corporat .
£ 155111  G.A.C. Finance Corporation -
E 155112 Dr. Louis Q. Puggsley -
E 155113  Econo Car Rental. . .
E 155114  Atlantic Charge_.___.... .
E 155115  American Finance Corpora -
E 155116  Household Finance Corporation -
E 155117  Georgetown Hospital___ ... . o.oo.__ -
E 155118  Hub Furniture Company.._ ..o oovociconaae .
E 155119  Del Ray Furniture. __ . oo -
E 155120  James CummingS - oo oo crmmaaiaannna- .
E 155121  Seaboard Finance. .. .. ooccemoamommm o ceecae e -
E 155122  Summit Loan_ - . ..o e -
E 155123  Calvert Credit. . .. e -
E 155124  G.A.C. Finance Corporation_ ... ... . c.occoiiinon . X
E 155125  Amm COMPANY. . .o oo aaan _ Voided—wrong payee.
E 155126  Peoples National Bank.- ... oo oeimmmaiiiaeaen -
E 155127  Signal Finance.. ... e cece—m . -
E155128  Culpepper. ... .coco.aoimcieimeaeacciemncm .- -
E 155129  The Bank of [T R, -
E155130  Dial Finance. . ... ccceoomoccccmmammcenncaaccenanann-n .
E 155131  The Fairfax Orthopedic. ..o oo omeeemam e eccceeen
E155132  Central Charge. ... .. cococmmemeccaacmccaccmmaeenna- -
E 155133  Capital Credit Corporation. ... . . ocomuiiaiacanan -
E 155134  American Security & Trust GO oo oo iecenen -
E 155135  Sears Roebuck & Company .. o.ooemoomclioa e
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"Check
number

Remarks

E 155136
E 155137
E 155138
E 155139
E 155140
E 155141
E 155142
E 155143
E 155144
E 155145
E 155146
E ‘155147
E 155148
E 155149
E 155150
E 155151
E 155152
E 155153
E 155154
E 155155
E 155156
E 155157
E 155158
E 155159
E 155160
E 155161
E 155162
E 155163
E 155164
E 155165

E 155218

- Assoclated Discount.

Donald Young... ... ..___...
Commercial Investment Company_
Bankers Guaru.. ... ..__.__
Security Bank._._____.._.__

Montgomery Wards_._____
Major Acce;ptance ........
Beneficial Finance Company
GECC. ..
Montgomery Wards...

Arlandria Finance_ ...
Capitai Credit Corporation.
Liberty Loan._...__.___

Woodward & Lothrop...
Franklin Readers_._.

Speigel’s, Inc
Central Charge. -

Liberty Loan,
Humble 0il Company_. :
Woodward & Lothrop..... mmiebeec e ceicneiaann
Sears Roebuck & Comp .

Kanns & Sons.........
J. C. Penny’s___
Curtis Brothers.

American Security & Trust C
American Finance Company.

Americad Security & Trust C
Hub Furniture Company...__
Automobile Brokers..._... fmmmeteeeeseccetcc e
Major Acceptance Corporation._ _ bas

Hub Furniture Company_....._._.

H. Abramson Company .. .- o.imwiioeens .-

Cameo Furniture. .. - _ . ... . ... -
Cameo Furniture_..___._____ feiielacaoos -
Anacostia Federal Credit Union_._..______. femieaioioo -

-Singer Company............. R -

Automobile Brokers. .. ... ..o iioi il -
Bill Bar Vacuum...... cialzbiilziiecos -
Seaboard Finance____.______.______ll.______ -
Hub Furniture Company ..o oooecve oo .
Colonial Small Loan_._______.... .. .. ... .. -
G.A.C. Finance Corporation.. ... __._______.._._. -
Cameo Furniture Company_..__.____._____..._. -
Speigel's, Inc.._ e -
Kuff Mercantile Agency. ... . ._._..__ -
Atlantic Charge___...._... .
Keily Adjustment Agency
U.S. General Accounting Office.
Interstate Bank Corporation. ... ... .oco......_. .
American Finance Corporation..._._ ... ... -
Financial House..____________.___.____...__... -
Century Finance Company.. ... _ooooomao_ o -
Sears, Roebuck & Company.. ... -
Hecht Company..._.__ .. . .. ....... E
Marylard Cash. ... S .
City Finance Corporation. -
Speigel’s, Inc___ -
7-and 9 Shoppe. -
Hecht Company.
Curtis Brothers.
Franklin Readers____
Woodward & Lothrop._...._.....__
Eugene Finegan___ __ -
John Ready, M.D____
Bernard Placock, M.D_.
Seaboard Acceptance
Investors Loan. .
Colliers, Inc_.
Speigel’s, Inc_
Central Charge__.__._ . -
Capitol Credit Corporation. .
Budget Finance Corporation. .-

Voided—Replaced by money order..
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Check
number

Remarks

E 155219
E 155220
E 155221
E 155222
E 155223
E 155224
£ 155225

E 155226

E 165227
E 155228
£ 155229
E 155230
E 155231
E 155232
E 155233
E 155234

‘E 155235

E 155236
E 155237
E 155238

'E 155239

E 155240
E 155241
E 155242
E 155243
E 155244
‘E 155245
E 155246
E 155247
E 155248
E 155249
E 155250
E 155251
E 155252
E 155253
E 155254
E 165255

'E 155256

E 155257
E 155258
E 155259

‘£ 155260

E 155261

‘E 155262

E 155263

‘E 155264

E 155265

(E 155301

R. Her Finance Company_ ... o e
Rizttk Brass. .. .o oo ccwumenocincmcamancmacaaan

State Loan__. ..
Famous Home Furniture. ______ ...l .
Household Finance Corporation_ ... ... ...
Aldens__ ...l
Beneficial Finance Company. ... ...._.....
Signal Finance Company_____._ ... ...
G.E.C.C

American Finance Corporation. . ...ocoveeeoun

Charge Plan . . s
Williarn McCarthy .......
Sears, Roebuck & Company.. .. oo L.
Ft. Washington Marina___
Jack BluntS_ . i iimmaans

"Household Finance Corporation. ...« .ocooooimiiocanns

Ford Brothers Finance__.....
American Finance Company
Joseph Bahen___.__..__.
Fredmans Hospita!.....

American Finance Corporation

Capital Furniture & Appliance
Woodward & Lothrop._......
Provident National Bank.__
Investors Loan Company.
Maryland Cash._...__.__..
Sears Roebuck & Company._
Chrysler Credit. ... __......
Home Arts Products, Inc.
Atlantic Charge____. ..
Major Acceptance.__..
Hub Furniture Company.
Walker Thomas___......_-
Sears, Roebuck & Company. . .o e eee
Arlington Finance Corporation_ _. .. oceoermroimmaeaaan
New YOrk JeWelry. coueccv oo iciaancmmmcm e aannen
Union Clothing_ _ - . e aeceeicmme e e e me e
Hub Furniture Company.
Woodward & Lothrop...
Seaboard Finance_ . .......
Household Finance Corporation. «coccocoovvomimncnanacnene
Master Credit_ .. . ..o inmmcmccacaienn
Ray Jewelers. oo oooccmiimcenmcmecamem——e e ceccccmean
Speigel’s, INC . oo

Raymond E. Hooper, D.D.S_ e iieens
Cify Finance Corporation_. ... .o i
District Clothing & Furniture. . - oo o ioeiiiaaaaaaen
Hollywood Credit. .o u e oo oo aiac e eaa e
Eastern Credit. .. . iaccceeae
Peoples Furniture_.. ..

Household Furniture Corporation. .
American Finance Corporation__
Lenders, Inc.. ... -

Budget Finance Corporation_ .
{nvestor Discount Corporation.

Berkshire Bank & Trust. .
Commercial Credit Corporation.___._ ... -
Household Finance Corporation. ... o oieimiiianns
Hamifton Mutual Fund..__.__
Central Charge_.__....
Seaboard Finance_
Dr. Douglas__. ..
G. W, Hospital e
Calvert Credit_..._.__.
Atlantic Finance Company._
American Oil Company.._
Dr. William Burdick___.
S. Kann Sons Company
Central Charge....._.
Liberty Loan . . .o e
Liberty Loam. .o
Central Charge._
Federal Credit. .
Calvert Credit. .o -
Atlantic Charge . ... coemooeecccaaaean

Hub Furniture Company.. .
Hecht Company. ...
Central Charge. oo oot ac e
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DEBT ADJUSTING BUSINESS

Check Payee Remarks
number
E 155302  Hecht Company. ... iiiiiieiiee
E 155303  Family Finance. ... .. . eeeees
E 155304  Oxford Loan__. |
E 155305 Worldwive T.V__. \
E 155306  Residence Finance. |
E 155307 JE S ‘
£ 155308  Major A t Corporation______
E 155309  Beneficial Finance_ _....._.._._..._...... |
£ 155310  Sears, Roebuck & Company.__._.. |
E 155311  Micr Investment. ... . . ...o...l. emec e |
E 155312  Bankers Guaranty. ___._._.________ |
E 155313  American Finance Corporation. .. ... .. ... ... . .
E 155314  JamesLones...._........._._._. Voided—Insufficient address. |
E 155315  Hub Furniture Company....._._.... . |
E 155316  Franklin tnvestment Corporation
E 155317  Insurance Company X "
E 155318  Union Trust.__. Voided—Acct. paid in full. |
E 155319  Hub Furniture C ‘
E 155320  Suburban Finance. |
E 155321  John Mathew._ |
E 155322  Major Finance Corporatio \
E 155323  United Community National Bank. |
E 155324  Liberty Loan.__.__________._.__. |
E 155325  Hecht Company. .
E 155326  Aetna Acceptance..
E 155327 AYS. oo
E 155328  Castelbergs Jewelers
E 155329  U.S. Credit Union___...
E 155330  Community Finance__. Voided—Acct. paid in full.
E 155331  State Loan Corporation
E 155332 Lenders, InC. oo oo ommaos
£ 155333 Household Finance Corporation... .
E 155334  Colony Credit Corporation..._.
E 155335 Public Health Service._ ..
E 155336  Citizens Bank.......__
E 155337  Franklin Investment.
E 155338  Oid Dominion
E 155339  State Loan Corporati
E 155340  American Finance Corp
E 155341  Capital Credit Corporation. ..
E 155342  Dr, Lazall ._._._.__.__.
E 155343 - Family Finance......._.
£ 155344 € & P Telephone of Virginia_ _ .. .o ome oo ecemeeean
E 155345  Key Stone Readers Service... ..
E 155346  Speigel’s, 1€ oo oo i cmcmccean
E 155347  Hecht Company___.___
E 155348  Hub Furniture Company..
€ 155349  Montgomery Wards_._ . _
E 155350  Suburban Finance......_.____.
E 155351  Sears, Roebuck & Company_.___
E 155352  American Finance Corporation._
E 155353  Public Finance......c.ouveaun.
E 155354  Ritter Finance...... .
E 155355  Bank of Prince William
E 155356  Old Colony Finance. .
E 156357  National Loan Corp
E 156358  Major Finance
E 158359 3. C. Penney’s__
E 155360  Best & Company. .
E 155361  Riggs National Bank.
E 155362  Central Charge. o oo eene————
E 155363  State Loan Company.......
E 155364 - American Finance (forporaluon ..........................
E 155365  Lenders, Inc...__....._.
E 155366  Colony Credit Corporation__________
E 155367  Hub Furniture Company._.____._.
E 155368  G.A.C. Finance Corporation
E 155369  C.1.T. Finance Corporation____._..
E 155370  Citizens Bank of Maryland..
E 155371  H. Abramson Company...
E 155372  Calvert Credit.___._._. . X L
E 155373  The Crown C | 2SN Voided—Acct. paid in full.
E 155374  Riggs National Bank
£ 155375  Budget Finance Corporation. ..
E 155376  Household Finance Corporation.__
E 165377  Central Charge....o......o....
E 155378  Government Employee Market
E 155379  Hub Furniture Company.. - R
E 155380  Hub Furniture Company. Voided—Error.
E 155381  Speigel’s, INC. e nuo e ot e eccraccccccmiccnne
E 1553 State Loan_.
E 155383  Liberty Loa ecmesiuciecnoeeammmaciasennnnn
F 155384  Major Acceptance Corporation




Check
number

Remarks

155385
155386
155387
155388

#E155435
#E155436
#E155437
#E155438
#E155439
#E155440
#E155441
#E155442

#E155443
#E155444
#E155445
#E155446
#E155447
#E155448
#E155449
#E155450
#E155451
#E155452
#E155453
#E155454
#E155455
#E155456

#E155466

S KIBIN. - oo oot men e
Suburban Finance...
Public Finance. ..
Redisco, Inc...
Speigel’s, Inc_
Interstate Bank Company..
Hub Furniture Company____.
Beneficial Finance Company .
Public Finance._...._....
G. E. Credit Corporation.
City Finance Company. -
Aetna Finance....
Capital Finance_____._

S. Kann & Sons Company.

B

Chrysler Corporation.
Sears & Roebuck Co.
Potomac Valley Bank.....
Commercial Investment Co_ .
Central Charge__......
Eastern Credit.
Lafayette Radio.._.._.
Mt. Vernon National Bank

Central Charge__
S. Kann Sons Co.
Hecht Company....
Lansburgh_._.......
Woodward & Lathrop.
City Post Office Cre it Union
C. Lacey Compton._.._..._.
Investors Loan___.....
John W. Miller .o oot

Kahns Jewelers_ ... cooceooans
Woodward & Lothrop. .eoceeocoae
Kahns Jewelers_______.__ ... ...
Cols Administrative Bureau..__.._.__.
Atlantic Finance.___ ... ...
Signal Finance Loans. .. ..cocoooomocmooanas
State Loan_.........o..o....

City Finance
Trade Commission Tre. Credit Union.....
Hecht Company - .o ccceeoacacaanann
Danker Guaranty.._...._
American Security Bank
American Finance Corporation_. ... . ccccocuoaaan
Alex Hospital Business Office. - ..o oocooooaoan
Interstate Bankers Corporation._... .. ..cooooo.. -
Loans, INC. . oo -
Citizens Bank of Maryland._-_ -
Sears, Roebuck & COMPany ..o wooeococcmacaammecmeanaan
Manufacturers National Bank_ .- - .- - -zoecozoceceomaacacn

I T T T T A S A R S B B BN B

Dr. Peters HamMNA.. . o oo oo
Ben Franklin Reading Club_
A. A. Herr Jr., M.D

Seaboard Acceptance_-_.
G.A.C. Finance Corporation. __
Trans American Credit Corp-.
Kay Jewelers.oo-oocovoeen-
Household Finance Corporation_.
Korvettes. . ococeacncanan

Goodrich Milk.
Dr. Kolkin, M.D___

New York Telepnone
Abbotts Florists

MeNiels Jewelers. .
Automobile Brokers.
Budget Finance. .« oceocooouraiemeammmmaaaac e

Voided—Error.

Voided—error.

_(A/C pd. in full, check returned to
client—Lost in mail.)
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DEBT ADJUSTING BUSINESS

_ Chack Payee Remarks
number

#E155467  Hecht Company. - - e

#E155468  Liberty Loan......

#E155469  Associates, Discount.

#E155470  Household Finance Corporation__._.

#E155471 . Gredit Exchange & Adjustment Bureau-._.......__.__..__.____ Pa ge v':elnt tout of business 11/1966—

. eck lost.

#E155472  Capitol Credit Corporation. . ... oo mee

#E155473 Nation Wide Collection

#E155474  Shi -

#E155475  Dial Finance._.... - ;

#E155476  Sears, Roebuck & Company.... .. . oo iilane

#E155477  Manufacturers National Bank_

#E155478 - Adironeaer Trust Company.

#E155479  National Belles Hess.__.

#E155480  Lenders of Shirl._.

#E155481  Spiegels..__._..

#E155482  Hecht Company._

#E155483  Kaleigh___.___.__

#E155484 -~ Woodward & Lothrop_

#E155485  Lord & Taylor-.._.

#E155486 .

#E155487 li

#E155488  Julius Garfinchel_

#E155489  Seabord Finance.

#E155490  Central Charge______

#E155491 - Hub Furniture Company

#E155492 - Central Charge......

#E155493° - American Finance..

#E155494  Aldens.___.___..________

#E155495  Publishers Acceptance Corp.

#E155496 - Capital Credit_....._._.._

#E155497  Central Charge..

#E155498  Peerless Furniture. .

#E155499  Sears, Roebuck & Company.

#E155500  Central Charge..____._

#E155501  Aetna Finance. .-

#E155502  Seaborad Finance. .

#E155503  Suburban Finance_

#E155504  Atlantic Charge....

#E155505  American Finance.- .

#E155506  City Finance. .

#E155507  G.A.C.. oo o .. ) .

#E155508  Government Employees Mark Check lost in mail.

#E155509  Household Finance Corporation

#E155510  American Oil_.._..._.._.__

#E155511 - Postal Credit Union

#E155512  Beneficial Finance. -

#E155513 - Charleston National Bank.

#E155514  The Greater Metro Collection Agency.

#E155515  Atlantic Finance..._.__.........

#E155516  Coluerl Credit.

#E155517  Harry Walan____

#E155518  Retain Adjustment._.

#E155519  Family Finance Company.

#E155520 G.EC.C._____..._._.

#E155521  Liberty Loan

#E155522  Marvel Cash_._ . 3

#E155523  Vista of Baltimore_ Insufficient address—Voided.

#E155524  U.S. Coast Guard_.__._...

#E155525  Household Finance Corpora

#E155526.  Tops Furniture_...._._.

#E155527 Franklm Investment. .

#E155533  Government Employees Mark Check lost in mail.

#E155534  Government Employees Market Check lost in mail.

#E155535  Sears, Roebuck & Company.

#E155536  G. E. Credlt Corporation_.___..._

#E155537  Major Accept; Corporation

#E155538 Allied Radio._ . .

#E155539  Central Charge_..__..___.

#E155540  Hecht Company.__._.

#E155541  F. L. Van Hooser Agency__ ... __.....

#E155542  Humble Oil..__...._.

#E155543  District Credit..... ..o

#E155544 Century Metal Craft Corporation

#E155545  Ideal Clothing-_...._.....

#E155546 leerty Loan._.___..._.

#E155547 ‘American Security & Tru .-

#E155548 - Kelly Adjustment._ . ... eeaeaan
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Check Payee Remarks
number

#E155549  Creditor Claims of America_. . .. ..ooo oo o oii.

#E155550  Diners Club.. o oo

#E155551  Wagners Cilg0. o c oo oo et nae
#E155552  Leesburg Company . .. .o oo oo
#E155553  First National Bank._._ ... s
#E155554  Atlantic Charge. ... oo oo iain
#E155555  Major Acceptance. . ... icamcacoo-
#E155556  Faris Finance. ... .. ..
#E155557  Beneficial Finance. ...l oo iiiiciiceicicoaa
#E165558  Fairfax Family Fund. ... .. .. .. ...
#E155559  Belhenge Aircraft Credit Ynion_._ .. ____ ... _ .. __.____..
#E185560  Spiegels. . o e
#E155561  General Motors Acceptance Corp.. o oo oooooomeioe e
#E155562  G.A.C. FINanCe. ... . oo iiiaianaan
#E155563  Fairway Loan. . .o oo oo e
#E155564  Associates Biscount...... . . L L. ...l
#EL55565  Crown CompPany oo oo ee oo o e
#E155566  Kay Jewelers. ..o L. il
#E155567  Credit Advisors, 1nC_ . . oo oo ...
#E155568 Seaboard Finante. ... .. oo ... L .o ...
#EI55569  G.A.C. FINANCE_ - o e o oo
#EI55570  GLA.C. FinanCe ... .uco oot
#E155671  Housshold Finance Corporation
#E185672  First Merchant Bank of Leesburg. ... _______________..__.

#E155573  General Motors Acceptance Corp. ... . oo ...

#E155574  Hub Furnituse COmMPaNny ... ..o e

#E155575  Aldens___ L.

#E158576  Richard Barner_....... ..o . ...

#E155577  Ken Albreht________ ...

#E155678  Union Looms Credit.__._________ . ____ . _____ Insufficient address—Voided.
#E155579  General Electric Credit Corp.. ... ... . _ ... _____.

#E155580  Liberty Loan____ ... o ... . . ...

#E195581  First Industrial Bank_..___.__.._.___________________________

#E155582  Hecht Company_. ... _ ... . . ___ ...

#E155583  Columbia Hospital_ ... ____ . ____ ...

#E155584  Government Employees Market___._.__.______________ . _____

#E155585  Sears, Roebuck & Company..
#E155586  G.A.C. Finance______.__..
#E155687  American Security_
#EL155588  Geiza B.K. Toth__.__....__
#E155589 - Major Acceptance Corporation_
#E155590  Del-Ray Furniture Company ... ... ... ________ "~
#E155591  Household Finance Corporation... ... _.______________ .
#E155592  Bank of Virginia___....___..._...___________ 1]
#E155693  Sears, Roebuck & Company._..._.____._._______.___.__
#E155594  Hub Furniture Company_.______ ... ___________ ...
#E155595  American Finance Corporation_._.________._.______
#E155596 B, & W. Acceptance Corporation_________.______._
#E155597  Atena Finance. _.__.........____ ... _________
#E155598  G.A.C. Finance_ . __________._.. ... ______.

#E155600  Peoples National Bank_.__._.__._._____.__
#E155601  Central Charge. ... __.__._.._... . ___
#E155602  OYd Colony Finance Company_...____.___
#E155603  Warrington Furniture. . _________________
#E155604  Washington Hospital Center.______.__

#E155610 ~ Hub Furniture Company._._._._
#E156611  Capitel Furniture_ ...~ . .
#E155612°  Household Finance Company___
#E155613  Sears, Roebuck & Company._...
#E155614  1st Belle Fonte Bank & Trust
Ei556156  Center Thrift. . ___... ...
E155616  Oxford Finance Company
E155617  Budget Finance.___....
E155618  Liberty Finance. .
E155619  Star Credit Cloth.____
#E155620  American Security & Trust.
#E155621  Walker Thomas Furniture. _
E155622  Gea. Refrigeration Supply__
E155623  Suburban Trust Company_ _
££155624  Aldens_ ... ... . ..
Encyclopaedia Americana
E155626 . Central Charge. . ...
E155627  Gelz & Getz___
E185628  University Cit.____.
#E155629  Parry, Batryn, Collins_
#E155630  Paul'A. Leuy_ . .........._._.____.__._____ ... 1777007
#E155631  Jelleffs. ... ..o oo ool llllll]

m
=
17
@
F2}
R3
o
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DEBT ADJUSTING BUSINESS

Check Payee Remarks
number
#E155632  Ka Jewelefs ..............................................
#E155633  Schawtaz...__._ -
£155634  General Credlt Electric. - eonmnan
H#EI55635  SpPiegelS oo oo ccevmemecrccemeceaaae
#E155636 Beneﬁcnal Finance_.._._.___. .
#E155637  Sears, Roebuck & Company. -
E155638  Spieg 1S oo oo memeaoa .
#E155639 Aetna Finance. o ccceemeaccemcuuas -
#E155640  Shell Ol _ .ot -
#E155641  Hall & Williams_ - oot
#E155642  Seaboard Finance..__. -
#E155643  Andersons FUMNItUIe. o ovomimem ool
#E1556 Calvert Credit. ... -
#E155645 - Hecht Company. ... .o..ocoooon .
155646  Woodward & Lathrop ............
#E155647  Central Charge. .o .eo..
E155648  Liberty Loan. ...
#E155649  Mrs. Char les Steffens_.___
#E155650  Pentagon Federal Credit Union
E 155651  Dr. Enna Hughes, M.D_..___.
E 155652  Dr. Morrie C. Dunman, M.D_ -
E 155653 Dr.Bull, M.D____. ... ___.
E 155654 Washlngton Sanitarium Hospital.
E 155655 ). C. Penney Company___._....
E 155656  John's Hardware ... ____....
£ 155657  Dr. Don Willington Bears.......
€ 155658  Dr. Maldonadoo. ... ..o—---
£155659 L. FranK..o.o.oooooooooooon
E 155660 George’s. ... -ovoooooceconnn
E 155661 Cltlzen 's National Bank____....
E. 155662  Calvert Credit Corporation...._.
E 155663  Central Charge.__.._........
E 155664  Allico Radio Corporation...._.
E 155665  Central Charge_...___.........
E 155666  Humbel Oil & Refinner__._.__..
E 155667  Detersburg Auto Parts_
E 155668  Federal Credit Service. .__.__
E 155669  American Finance Corporation.
E 155670 B & B Finance. ...
E 155671  Franklin Furniture._._._.
E 155672  Woodward & Lothrop._. -
E 155673  Liberty Loan ... ... I -
E 155674  City Finance Corporation_ -
E 155675  Crescent Florist_.._.__ -
E 155676  Casuaity Hospital ... _._. -
E 155677  Attorney Bernard D. Lipto _ Payee has no record, check lost.
E 155678  Beneficial Loan..__.__._. R
E 155679  Capital Credit Corporation N
E 155680  Diners Club.. R
£ 155681  Cafritz Hospital__.. .
E 155682  City Finance Corpo .
E 155683  American Finance Corpora -
E 155684  Seaboard Finance. . .
£ 155685  Household Finance Corporation. .. ..____.....__._. .
E 155686  Kay Jewelers ... . .. iaaoooooo- R
E 155687  GOOFZE’Se oo oo cmeccmam e oo .
£ 155688 A AbOt i .
E 155688  S. ). Goodman Collection_ . - - ol oo -
E 155690  S. J. Goodman Collectlon _____________________________ -
E 155691 Montgomery Wards. - .o
E 155692  Central Charge. o
E 155693  Sears Roebuck & Company. . oo oaiooiiaaaaoan
E 155694 - Calvert Credit.._____ ... .- I
E 155695  Sears Roebuck & Company._ ... . ...
E 155696  J. M. Marshall ... .. . .. L Lloeeoiiliias R
E. 155697 - Speigel’s, Inc._. -
E155608  Seaboard FInance. ... "-ecoocooomen- -
E 155699  General Motors Acceptance Corp______.. N
E 155700  Doctors Hospital_._..__....._.. -
E 155701  Sears, Roebuck & Company -
E 155702  RODErt JACQUENS, - ..o omoeoomcocmcmmocmmecmmmmenmenee
F 155703  National Bank of Washington__ ..o ceeemocmo e
£ 155704 Amencan Security & Trust oo
E 155705 G E. €. Co oo i iem e ceme e eeens
E 155706 Whlte & Weeks FUNItUre. .o oo oo e reeeaes
E 155707  Speigel’s, INC_ oo o ool
E 155708 A C. FINANCE. - oo emmnnn
E 155709  Summit Loans, INC. .o
E 155710  0.D. Pounds_.... .
E 155711  Maskins Clothing. .. Stop payment—Lost in mail.
E 155712  Todds Electric Appliance. Stop payment—Lost in mail.
E'155713, State Loan.....ocooceooo. -
E 155714  American Finance Corporation. .o oo ocevnnmoarocaeen
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Check
number

Payee Remarks

E 155715
E 155716
E 155717
E 155718
E 155719
E 165720
E 155721
E 155722
E 15656723

E 155763

E 155769
E 155770
E 155771
E 155772
E 155773
E 155774
E 155775
E 155776
E 155777

E 155792
E 155793

E 155796

Paut Dykes FURNIMUIG. - o v o mceeecm oo naean
Haynans........co.cnc
Allied Radio... . .ooocennan
Woodward & Lothrop. .
Hecht Company_ .. _._...
American Finance Corporation_
East Coast Stainless Steel_.
Bolling A.F.B. Credit Union.
Dr. Fenton ... ocvveocnean
Capital Credit Corporation. ....occomeommoeieemmmcaaacnosinn .
Capital Furniture pany...-
Atlantic Charge Service. . .. owuoooomoaiaricecraeee
Douglas Decorators, Inc
Liberty Loan Company. ...ecceecuaeccconnan

Security Bank ..o e

Parents’ Magazing, InC...o .. ocooeareeaneanns

Midland Finante. - cooovmvmcmnnocmaccaeaan

Maryland Cash LOaN ..o oo
Seaboard FInante. . . o oo oo me e
Sears Roebuck & COMPany . .o cormumeneiacrcem e
Industrial Bank of Washington. ..o
Seaboard ACCEPtaNCe._ - ..o eeiiiinane
M. Goodpasture, Attorney__ . ... ool
Medical Credit Association, InC_ ..o e
Western A0 . o e e ccecimneanne
Appliance Buyers Credit Corp_. ..o
1AVEStOrs LOANS . e v e e e cm e oo mam
FirestONe. - o e e
Farmers Merchants National BanK... ... ceoeoocoioiaiinn

T S

WaARdS oo e e cmmmam e a e o
Ingersall Rand Credit Union. .. oo comnaeaen
American Finance Corporation._ ... o.ooooiioiiaian

Hub Furniture Company....
AAMCO

Investors Discount Corporation
Curtis Brothers Furniture Co.
Union Trust Company......_..
Capital Furniture & Appliance Co.

Voided—Error.

E. J. Korvette, Inc__._....__
State of Maryland, Income Ta
Freeds_ .. ...
Citizens Bank of Maryland..
Sears Roebuck & Company_
C & P Telephone Company._
Hecht Company__.__.....
Hahn Company__.__...._.
Airways Rent-A-Car___.._.
Sun Oil Company_...._...

. I
(Payee stifl has check, payea;
locate client's account.)
Suburban Finanee. oo ceemceamocccccacmamaam e e
Speigel’s, InC.. oo
General Tire..__zo..__...
Columbia Hospital._.._.__
Kay's Jewelers.___.._....
Lincoen Clinic...._......._
American Finance Corporation.
Washington Hospital Center
Woodward & Lothrop...
Falls Church Bank..
Household Finance Corporation. ..o .ooecreoaaomorcenmiaaeae

Subttrban Finance. ... icciiiemama i maaae
Seaboard Finance Company .. .o aeiaaaaea
Liberty Loan. .o
Hub Furniture COMPaNY ..o oo vceumommocaammmmmmeacmmcsnmnn
Central Charge_..___.
Seaboard Finance Company .. ... . ioeieiiiainnnenee
Central Charge. . .o oeeccccmmmmmmemmmm e arc e e
District Credit....__...
Maryland National Bank__ ... o o eeioe
Government Employee Market. - oo oooonemme e
Hub Furniture Company__.__..
Household Finance Corporation
Sanders, Maryland___
Sihowatters, Md_
Stoneburner, Md_
B. L. GE8 GrOCeIY o cmocemcvacmrmmnmmmcvmmccammm e mmmmmne
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Check
number

Payee Remarks

-E 155797

#E155878
#E155879

Public Finance_ . ..........l ....
Louis M. Arthur___________.
Sears, Raebuck & Company....
Calvert Credit...__.___.._..
Merchant}s\ Credit Guldfe ..................... Stop payment—Lost in mail.
tion of Sch ’
Capital Credit Company
Attorney Edward Freeman___
Sears, Roebuck & Company__
Lowes Company____________

Dr.Garcla_ ..o .. Payee didn't receive—-Lost.
City Finance. . ..ol Stop payment—Lest in mail.
Ariington Lean_____.__________._...___. Stop payment—Lost in-mail.

Stop payment—Lost in mail.

Grants Department Store__._____
Stop payment—Lost in mail.

Ben Franklin Reading.Ciub
Dr. Nibley, D.D.S_____..
Kellers Adjustment_
Paschual La Padula.._
Wortd Book Encyclopedia
Fitshughs Florists. ...
Seaboard Finance.
Aetna Finance. ____________
General Mators Acceptance Corp._
Rlverslde Beel Company ....... -

Old Dominion Bank_.__

Hecht Compary .. " Voided—Error.

Ameyican Security & Trust.
Castleberg - . e ——————

City FiNanCe. . .. .. oio ool
émerlcan Finance. ... oo iiireeimm e emacnaaa

Montgomery-Wards. . .- e oeooamr ol ic e ameaeen
Worid Book_......_.
Montgomery-Wards____ o cieemnliaas
Mt. Vernon National Bank.......... .

tnvestors Loan_......-----oo.
Woodward & Lathrop. . . eeoian
Hecht Company
Central Charge...._.._____. o mmm et
Group Health Association. . ... ..o coeooeo.
Lerners ShOPS. e e cemc oo oo iccians
State Loan Corporation....._..._ ...

C & R Auto Service. ... ...l
Greston Avenue Gulf ... .. L. ...
Charlattesuiell Tire_.___._..____
Annapolis Bank & Trust__.___ ..
Libery Loan.___.___._.._
Budget Finance
Interstate Bankers Corporation__._________.____.__
Kents Jewelers_ ... . . oo
Major Acceptance_ ... ... __....
Montgomery-Wards. ... ... .. .._....__
Presto Pride_____-_____.
Major Finance Company
Safeway Federal Credit Union____._....__
Hecht Company._ ... ____._ ...
Thackston Semico_. ... ... .____
Repherger Furniture. .. ... _.______.___
R.-Macklin Smith._.__......___...
Peoples Department Store.____._.__
Southside Motor Company......_.._
Woodward & Lathrop.. ... ...
Riggs National Bank ... _.__________..__
Hecht Company__.____
Calvert Credit__..____..__.
Sears, Roebuck & Company. _.
Sears, Roebuck & Company.___
Credit Bureau__ .
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Check Payee Remarks
number

#E155880  Christian Science Public Sefvice_ ... .. ... ...
#E155881  Dunn & Landovf . ... -
#E155882  Hecht Company J O -
#E155883  High Voltage Insuran
#£155884  Liberty Loan____...___
#E155885 st National Bank of Strasbury. ... ...
#E155886  Arlington Trust Company.
#E155887  Fredericks Flowers, Inc
#E155888  G. Gregg EVeingan_ . .. oo
#E155889  Creditor Claims of America
#F155890  Sears, Roebuck & Company. ..
#E155891  Phiilas Petroleum Company._
#E155892  State Loan of Mt. Ranier.
#E155893  Central Charge. ... _.___ -
#E155894  Suburban Finance.
#£155895  Humble Oif .. ____.__.__ -
#E155896  Sears, Roebuck & Compan -
#E155897  Valley Small Loan.
#E155898  Spotswood Bank ... e iaenaeeen

BE155809 o e eeeaemimmcmemmm e Voided—Error,
#E155900 it e e e

#E155901  Hecht COMPany _ ..o mceee e

#E155902 . C. Pennys Department Store_ ... ..o .o.o-

#E155903
#F155804  Hopkins Furmiture. oL s
#E155905  Montgomery-Wards_ .. e
#E155906 - American Finance COMPany... . .o oooiomiioaiiann
#E155907 |SuAburcban FiNANCE . - - e o oo

Sears, Roebuck & COMPANY oo e
#E155913  Dr. Ayres ___________
#E155914  HeChingers. .- oo
#E155915  Capitol Cred
#E155916  J. C. Penneys Department Store__ ... ...
#£155917 - Federated Credit Corporation. ... ...« o oaaaio
#E155918  Singer COMPaNY . e acccmaona
#£155619  Beneficial FInance. ... oo
#E155920  Montgomery-Wards_ ... .o .l iieiiea
#E155921  Montgomery-Wards. .. .

#E155324  Redesco, Inc_._ ...
#E155925  Major FINANCE . - - o o oo e
#E155926  United Consumers Credit Bureat_. ... ccecmocvecuacccnvncnnn
#E155927  Credit Research COmMPany - - oo ccocrocammmmacmaanac e e e
#E155928  Lenders Loan Company ...
#E155929  American Qil Company.._
#E155930  Good Year Service Stop
#E155931  Dr.Gruver-__....._.
#E155932  District Credit Clothing
#E155933  Suburban Finance. .

#E155935  Capitol Finance_ .. - ......
#E155936  Household Finance Corporation..
#E155937  Hollywood Credit Clothing. ..
#E155938  Calvert Credit..__._._

ge
#E155945  Capitol Credit Corporation.
#E155945  G. A. Finance....___.

#E155948  Hastings Finance.._._.
#E£155949  Freedman’s Hospital..
#E155950  Montgomery-Wards____
#E155951 . Leonard Gross, D.D.S_.

#E155952  Sears, Roebuck & Company,.
#E155953  Dominic Investment. . ... ...
#E155954 Aﬂantlc Finance. .. .....coco--

M.A.C
#E155956 Alex Hospital .. ...
#E155957  Sears, Roebuck & Company...._.
#E155958  Bankers Guaranty_ ... _...-_.
#E155959  Maryland Cash__ ... ___...._.
#E155960  Hub Furniture Company___._._
#£155961  William Thomas_____.._._
#E155962  American FinanCe. . - - e iieaeaaaan

84-181—67——8
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Check Payee Remarks

number

FEISS063 SO LOAN.._ ..o coooomemoecemcreemomeecemeneeanas

#E155969  Electratrix Corporation..
#E155970  Calvert Credit.__....
#E155971  Western Auto. ...
#E155972  Navy Credit Union...
#E155973  Woodward & Lothrop.
#E155974  Spiegels_.......
#E155975 - Hecht Company_
Beneficial Financ
E 155977, State Loan.__._ ...
E 155978 . Lafayette-Federal-Credit Union_
E 155979  Liberty Loan._.. .. _........
E 155980  American’s Catalog Store..
E 155981  Hesco Gas Station_._.__
E 155982 B &T Tire Supply.._ . ......
E 155983  F.C.C. Employment Credit Union. .
E 155984 Central Charge..____............
£ 155985 - Woodward & Lothrop.
E 155986  GEM luternation, Inc
E 155987  Eastern Credit_.

E 155993  Franklin Natjonal Bank_......
E 155994 S.Klein._...__.__._....._.
E 155995  Equity Federal Credit Union._.
E 155996  Waiter Reed Credit Union....
E 155997  Mr. Meals Garage_........__
E 155998  Coionial Jewelers_._......__
E 155099 ~ Farmers Merchants National
E 156000 = S. Kann & Sons Company__

Voided—Paid in full.

Mr. Horranp. One further charge that was made yesterday—and I
might say this is the only charge that I have heard here in the District
that specifically mentioned Credit Advisors, which, as I said, is the
name under which we operate here.

Yesterday it was stated in testimony by one of your witnesses that
one of our clients, a Credit Advisors client, stopped making payments
to us and we sued him. I want to emphatically state that in our ten
years of corporate history we have never sued any client. I make that
emphatically. We have never sued any of our clients. I would request
that Mr. Kneipp present to this committee the evidence he has that
we have filed suit against any of our clients.

I have said before that we choose to represent the debtor. I don’t
believe on one hand we can sit here and say that we represent him and
that we are trying to help him and as soon as he stops making pay-
ments to us we turn around and sue him. I think it would be uncon-
scionable. That is our firm corporate policy. I would like to erase from
the minds of anyone here that we would sue one of our cliengs..

In that connection he used the name Credit Advisors. THat name
has been used by other people in the industry. Quite a bit of conver-
sation was held here yesterday on the case of Ferguson vs. Skrupa.
Mr. Skrupa has, upon occasion, used the name “Credit Advisor” but
not in the District to my knowledge. I emphasize there is no such client.
Mr. Kniepp has no such information. If he does, I would like for him
to present it here, :
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Another thing I would like to say is that it has been said that we
favor certain creditors. I don’t know where that idea arose in the minds
of anyone connected with the industry. We cannot favor any creditor.

Tt would be foreign to our nature to favor any creditor. We must
'fézvgrbour debtor. We must do what we must do to help the debtor out
of debt.

The only time I have seen any favoring of debtors done in the debt
management industry is where debt management is operated on a non-
profit basis. I think one of the statements that has been submitted to
this committee is by Mr. Price A. Patton. Mr. Patton was the Director
of the largest non-profit counselling service in the country, namely,
in the City of Chicago. Mr. Patton, in testimony before the Tydings
Committee of the Senate, said the originally this non-profit corpora-
tion was set up with the help of such individuals as Marshall Field in
Chicago and that the creditors were to take a minority interest in this
operation. But, as they began to open up and operate and seek clients,
the creditors became very much a pressure group; they took control
of it to a large degree, and what would occur is that the creditors would
send certain of their debtors over and by sending them over to the
non-profit organization for counselling service, they are merely saying,
“We would like to be favored on your disbursements.” But, as far as
a commercial debt counsellor is concerned, he would never favor a

creditor.

To go turther, sir, as far as the charges are concerned that have
been made against the industry, I would like to state that Congress-
man Diggs introduced his bill-—and I believe it is because in the State
of Michigan, which is the state he represents, there is licensing for the
debt management industry. The same charges that are made here today
were made jn 1958 and the congress took a look at the debt management
industry in 1958 and they didn’t take any action.

Tn 1963, when Mr. Diggs introduced a similiar bill, congress again
didn’t take action. At that point Michigan had had one full year of
experience under the Debt Managment Act and I can say that that is

‘probably one of the contributing factors to Mr. Diggs taking the

approach of licensing as opposed to prohibition.

Here agin we sit in 1967 and yet in the District there has never
been a true investigation of how reputable counsellors operate and of
the great need for their services. :

T Swould like to ask the debtor, our client, the consumer, the person
who we help, what his opinion is.

T would like to submit as an exhibit (Exhibit 2) to this committee
copies of over 125 letters we received at the time of unfavorable pub-
licity last spring, some of them solicited, some unsoliciated, from our
clients. T think these letters are testimony from people who live right
here of how they feel about our organization and about the help we
have been able to extend to them and how they feel about their own
-debt picture.

T would like to submit this to your committee, sir.

Mr. Sisx. Without objection, & copy of your Exhibit No. 2 will be
made available for the file and subject to inspection by the committee.
If possible, it will become a part of the record.

(The material referred to will be found in the files of the committee.)
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Mr. Horraxp. The debtor is the one for whom these hearings are

convened and I think he should be the one to finally determine whether-

this industry is of need and service to the economy.
Ithank you,sir. - :
. Mr. Sisk. Thank you, Mr. Holland, for keeping your statement so
rief,
As T said, your full statement will be made a part of the record.
(The prepared statement follows :)

STATEMENT oF HLLIOTT HorLAND, GENERAL MANAGER, BARDEN INVESTMENT
: MANAGEMENT CORPORATION
Introduction

I appreciate this opportunity to appear before this Subcommittee on H.R. 8929
and H.R. 9806. My name is Elliott Holland, and I am the General Manager of the
Barden.group of companies. We operate 56 debt counselling offices in the District
of Columbia and elsewhere throughout the country under the Credit Advisors
and other trade names: I hope my testimony can show this Subcommittee how
professional debt counsellors help so many Deople bogged down in debt. I testify
from daily experience in this industry. We know from working with thousands
of debtors that they need our services and that they obtain a practical course in
financial planning as we help them out of debt. Our actual experience disproves
the many unfounded charges made against the debt management industry.

Essential Questions to be Answered

This Subcommittee should obtain answers to the following essential questions.
ag it investigates this industry: What role do professional debt management
companies play in our economy? Are their services useful, and do they satisfy a
need? What are the alternatives to debt counsellors presently, and what are the
alternatives if commercial debt management were to be outlawed? Do non-profit
organizations. fairly represent the debtors, and can they alone serve the needs of
those in debt? How do responsible commercial counsellors operate in this field?
How can the public best be protected from the abuses which have occurred in the
past? Do the facts support the charges leveled against the industry? Which.
abuses are real, and which charges are unfounded ?

Debt Counselling—A Definition

Debt counselling has resulted from the phenomenal growth in consumer
credit—a credit expansion which has contributed dynamically to the growth of
our free enterprise system, but unfortunately has left in its wake large numbers
of victims to such easy credit policies. This body of overburdened debtors can be
accounted for in a number of ways. Most debtors are buyers with little or no-
sales resistance. They buy far beyond their means and their abilities to pay. They
are victims of easy credit policies. Still others make purchases in good faith, but:
because of illness, death, loss of employment or some other unforeseen personal
catastrophe are unable to meet their contracted payments.

Regardless of the reason for default, each class of debtor faces a variety of
pressures, such as demanding telephone ealls, written and persistent duns,
garnishment, the threat of unemployment. As these pressures mount, debtors
often find “that the principal solutions are: bankruptcy * * * or professional
debt counselling and management,

Debt management companies are not loan companies. Fully qualified and
capably trained debt management counsellors have only one objective: To guide
persons in'debt out of the maze of money troubles in which they have trapped
themselves. - Lo : .

~We ‘think that ‘the facts, when known, clearly establish the usefulness of
professional debt counsellors and the need for their services. The United States
Department of Labor stated in several 1966 reports : “If honestly operated, these-
agencies can perform a real service for persons deeply enmeshed in debt.” That,.
of course, is not the entire quote—for the reports g0 on to warn of the serious
abuses that have occurred in the debt management industry. The concern for-
these abuses is a concern the industry shares, and has prompted these hearings
today. I will address myself to such problems, and the solution to them, later.
For now, let us consider the “real service” which my company and other rep-
utable ones in the debt counselling field performs.
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Useful Services Performed

A professional debt counsellor helps debtors to budget and schedule their debt
repayments, while providing relief from unfair or harassing creditor collection
tactics. In so helping the debtor and his wife to budget and to practice financial
discipline, the counsellor chooses sides. He fights for his client, since his basie
responsibility is to their interests—though the end purpose of repaying all debts
benefits the creditors. The usual results of a professional relationship—bills are
paid off, money is returned to the creditor, and the debtor enjoys a learning
experience that he carries with him in the future. He is no longer a financial
refugee, he regains his self-respect by learning what too many other people, too
many of us, take for granted—an ability to control his own finances.

Counselling as an Alternative to Bankrupicy or Additional Debi

Without debt counselling, many are forced into bankruptcy. In the past thirteen
years, while the U.8. economy has enjoyed its most prosperous decade in history,
the annual personal bankruptcy rate has increased 503 percent. Debt counselling
is an alternative to bankruptey, and its disruptive effects on employment, family
life, and loss of pride. Like the lesser known and more costly Chapter 13 wage
earner procedures, it is a method of paying your way out of debt. Much is made
of the fact that debt counsellors do not advance their own money to debtors so as
to pay off existing and past due obligations. That is absolutely correct! We
believe that individuals already overburdened with bills and debts cennol
borrow their way out of debt. It is too costly a solution when the highest interest
charges of consolidation loans are considered. We know, because so many of the
debts included in the schedule of debts we deal in, are consolidation loans.
Furthermore, many debtors are by their very overextended condition poor credit
risks and therefore ineligible for such loans. The many credit interests in this
country prosper by keeping individuals indebt. We can only survive by resisting
these interests and helping the debtor out of debt.

Why Can’t the Debtor Help Himself?

You may wonder, as I did before learning answers through experience with our
clients and creditors, why a debt counsellor can succeed where the individual
debtor . fails., Surprisingly, perhaps, our average clients are not uneducated,
unemployed and poverty-stricken. Nor are the non-white minorities overly
represented. Our “typical” client, fully employed, under 30, average income of
$5,000, and with three or four dependents, is not much different from the cele-
brated profile study made of the average bankrupt. This typical debtor, and the
many far more affluent clients we help, need the services of a counsellor to help
them budget, deal with their creditors, and avoid repeating these problems in the
future. This individual cannot always, or even often, help himself. Where the
debtor himself attempts to rearrange his repayment plan with his many creditors,
he frequently finds that despite the willingness of certain creditors to go along
with him, each one still wants the assurance that no other creditor will receive
preference. Quite frequently, therefore, the creditors will not allow such an
adjustment. Yet, our experience has enabled us to bring about a workable repay-
ment plan.

Debt counselling services in a sense are similar to those performed by em-
ployment agencies. In that field, certain persons will not suffer the embarrass-
ment of applying for a job and being turned down, or of having to accept $1.75
an hour instead of $2.00 because of the relative bargaining positions. The
creditors can exert similar leverage on the debtor, in the absence of experienced
debt counsellors, that an employer can put on a prospective employee. The
professional debt counsellor, like the experienced employment counsellor, can
assist in the search for equality in dealing. Today, you no longer hear talk, so
common only short years ago, of outlawing employment agencies. Yet, the cry
to abolish commercial debt management continues. In the years to come these
voices will also disappear in the wake of satisfactory experience under regu-
latory statutes.

Inadequacy of Non-Profit Counselling

In addition to reasons I've given, it is clear from the very provisions of H.R.
9806 that even proponents of such prohibitory legislation recognize the need
for debt management services. If this bill were passed, commercial debt coun-
sellors would be outlawed—Dbut the services could be performed by attorneys
or by non-profit or charitable organizations. I would like to emphasize that these
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alternatives are as inadequate and unsatisfactory a solution to the overall prob-
lem as the alternative of bankruptcy. (Parenthetically, I oppose those who
counsel bankruptcy as cure-alls or as means of solving social problems. The
stigma and economic consequences are too severe.) Consider attorneys’ services.
Apart from the few lawyers specializing in Chapter 13 proceedings, attorneys
do not want to, and cannot afford to, perform debt management services. 1
doubt that you will find a lawyer who after handling one such case is willing to
take on another.

As for the non-profit organizations, the industry welcomes them for the assist-
ance they potentially can give to debtors. However, experience shows that for
a number of reasons, they cannot and do nol begin to service the needs or
numbers of debtors, as we commercial counsellors can and do. Usually, they are
either creditor-oriented or paternalistic. They are part of the credit establish-
ment, financed and supported by creditors, frequently staffed by former credit
managers, and subjected to creditor pressures. Therefore, they cannot and do
not exist to represent the debtor’s point of view. They choose the creditor’s side.

Furthermore, most debtors are unaware of their existence. Frequently, the non-
profit services are offered on a 9:00 to 5:00 basis with appointments often
required days or weeks in advance. The occasional debtor who is actually aware
of their existence, usually needs immediate assistance—and, even more sig-
nificantly, he and his wife can ill afford time off from work to obtain assistance
during such office hours. Cost comparisons which have been made further
demonstrate that most non-profit agency costs are about the same to the debtor
as those furniished by commercial debt counsellors. Perhaps that explains why
commercial counsellors assist thousands, and non-profit agencies assist only
hundreds or less in the many cities where they exist side-by-side and where
direct comparisons can be made. The charge is made that commercial companies
are driven out when non-profit services are established. The facts are other-
wise—in Fort Wayne, Indianapolis, Des Moines, Bridgeport, Spokane, and the
many cities of California, to mention only a few. The statement submitted to
ithis Subcommittee by Price A. Patton, who runs the Chicago non-profit agency,
offers the best evidence, and actual experience, of the inadequacy of reliance
on non-profit counselling alone.

Professional debt counsellors ask only that the market place judge which
service is preferred by the debtor—and which service better restores his pride.
Our average client does not want welfare-type assistance. The therapy of a
reasonable fee applies to chronic debtors as well as to others needing assistance.

Severael Unfounded Charges

Let me briefly discuss other charges that are unfounded.

The charge—creditors do not go along with us. The facts—in my introduction
to this business years ago as an auditor, I made bank reconciliation analyses
of thousands of checks written each week. These indicated that all major creditors
accepted payments. Cancelled checks from ten years of our history indicate
less than 1409% of our checks are refused. An analysis of 1,000 consecutively
numbered checks recently issued from: our Detroit office indicated that only
one check out of the thousand was returned. We have submitted as an exhibit
the detailed tabulation of 1,000 checks issued in February from our Washingtorn
office. This convincingly shows that none of the major creditors in this -area re-
fuse our checks.

No matter how extensive the opposition to our industry from creditors—and
creditor opposition and pressures can be understood since we stand between them
and the debtor—refusing payment is foreign to creditors and not in their own
interest. In fact, antitrust consequences might attach to any such refusals. More-
over, if a creditor has been notified that a debtor needs counselling in order to
ptoperly support his family, it would be unconscionable for that creditor to de-
stroy the very plan that is established to repay all debts. I might add that how-
ever silent creditors may be in the District on the question of support for com-
mercial debt counselling, or vocal in their opposition, their many letters of
endorsement in support of proposed regulation. in states like Indiana indicate
concrete approval of the usefulness of the role we play. After effertive rrgulat ry
bills have been enacted in numerous states, they have even more readily recog-
nized the benefits they receive from our services.

Another charge—we advertise that we prevent garnishments and wage assign-
ments, when in fact we cannot. The facts—while it is obvious that we do not

have the legal power to compel a creditor not to attach the wages of one of our
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clients, the fact is that debt counsellors have the ability to negotiate with cred-
itors in such a way as to prevent them from taking that final step. It is quite
unusual for a creditor to use 2 wage assignment or a garnishment when he has
assurance that he will be receiving regular payments on behalf of the debtor. In
over ten years of operation I know of not a single case where garnishments and
wage assignments were not avoided after opening an aecount, assuming regular
payments were received. In setting up a repayment plan, we give priority first
to judgments, then to wage assignments and garnishments. In the few cases
where we are unable to make arrangements of this type of debt, we do not retain
the account or any fee, and so advise the client. But once such an account is
accepted and the debtor begins making and keeps up his payments, wage assign-
ments and garnishments do not occur.

Real Abuses Deserve Condemnation

I have been discussing some of the charges that are unfounded. Other charges
have been made about real abuses—here in the District and elsewhere. We are as
concerned as this Subcommittee is with the existence of such abuses—since our
integrity is challenged and our very livelihood threatened through “guilt by
association”. That explains why we, and so many other professional counsellors
in the field, have campaigned for meaningful regulation. The debt adjuster who
takes his entire fee from initial payments should be outlawed! The company
that embezzles or even commingles funds must be stopped! The company that
purchases debts, or doubles as a debt manager and a collection agency, or alters
the contract, or delays distribution of funds for an unreasonably long time
deserves condemnation! Yet each of these abuses is controllable, and has been
controlled or banned in the effective regulatory bills enacted over the last ten
years. In Michigan, California, Colorado, Illinois—to mention only a few-—de-
tailed provisions, comparable to those in the Diggs Bill introduced both this
session and in the 1963 and 1965, prohibit these abuses.

The Creative Legislative Solution is Regulation

In my opinion, abuses which have occurred in the District, and throughout
the country, were the result of debt management activities no? being subject to
regulation. The many state legislatures that passed prohibitory bills back in
1955 and 1956, and afterwards, chose the easy method of dealing with abuses—
they outlawed the business. However, this legislative response is cbviously not
an effective solution because of the unfortunate impact on needy debtors. What
is needed is a creative legislative solution. It is incredible to suggest, as so many
have, that meaningful legislation cannot be drafted to reach problems in this
industry; every session, Congress regulates industries and practices of far
greater complexity in the fields of banking, savings and loan, automobile safety,
and the like. Moreover, it seems contrary to our free enterprise system to pro-
hibit commercial businesses at all, let alone prohibiting them before attempting
to regulate the so-called abuses. Has any detailed factual investigation ever been
made in the District to show the extent of such abuses, or to demonstrate that
regulation would be ineffectual?

The trend in this country has been to regulate the debt management industry,
rather than to outlaw it. Many prohibitory bills passed were not based on factual
investigations and did not fully comprehend the usefulness of the services pro-
vided by reputable professional counsellors. Many were not even opposed. The
thorough legislative investigations in California and Michigan, which had the
support of professional counsellors, demonstrated that regulatory, rather than
prohibitory, legislation, was desirable. The experience since enactment in these
states and others bears out such findings and further demonstrates that the un-
desirable companies disappear after effective regulation is established. This past
year, Arkansas, where the debt management story was not told, and Hawaii,
where there are no dobt counsellors, joined the group of states outlawing the
business. However, during 1967, the states of Iowa, Conneecticut and Washington
all chose the regulatory solution after careful and extensive deliberations of the
sort that Mr. Scalise has previously explained.

From the record of hearings held by other House District Subcommittees in
1958 and 1963, it appears that those Congressmen in attendance recognize that
regulation was preferable to prohibition. We urge this ‘Subcommittee to consider
and recommend effective regulatory legislation for the District of Columbia,
and thereby also recognize the usefulness of, and need for, professional debt
management services.
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Our Customers are Satisfied

Our group of companies is the largest debt counselling enterprise in the coun-
try. Credit Advisors of Washington, D.C., is the largest local debt counselling
concern. Our survival and growth locally and nationally can only be attributable
to satisfied clients. A few statistics about our local operations support this con-
clusion. We have helped thousands of burdened debtors since we began opera-
tions here in 1962, Credit Advisors last year returned on behalf of District debtors
over $800,000 to credit organizations. Without question, we have been the subject
of complaints. In correspondence with the local Better Business Bureau in May,
we were informed that since June, 1962, the Bureau had received 59 written
complaints from our customers-—complaints, incidentally, about which we co-
operated with the Bureau. During that period of time, Credit Advisors of Wash-
ington, D.C. opened over 17,000 accounts! I might also note that after a series
of articles were published here about practices in this industry, we received
more than 125 letters of endorsement from our customers. We have submitted
a sample of those letters, without signature, as an exhibit, and would be pleased
to make the originals of these samples and of other letters received available
on request. Along with the many other professional debt counsellors in this
industry, we are proud to stand on our records of accomplishment and service.

Conclusion

Finally, in the course of these deliberations on debt management, I refer this
Subcommittee to the findings of Professor Edward W. Reed of the Banking and
Financing Department of the University of Oregon, and Professor Robert Dolphin
of Michigan State University. Reed, in commenting on the too easy solution of
bankruptcy, stated : “Adult education courses along with debt counselling services
and debt proration arrangements should be encouraged, but such programs do not
reach sufficient numbers of people. Something is needed in addition to these
very commendable attempts to solve an important economic and social problem.
The need is now.” Dolphin, in a comprehensive study entitled “An Analysis of
Economic and Personal Factors Leading to Consumer Bankruptey” stated: ‘“The
combination of denial of bankruptcy when not financially needed and financial
counselling should be an effective way to curb the rapid growth of personal bank-
ruptcy.”

Just as there are no easy legislative solutions to the urban problems, such as I
recently observed near our main office in Detroit, and which I know so well,
there are no easy solutions in arriving at an equation of debtor needs and debtor
protection, as related to the debt management industry. The oppressed debtor,
suffering from too-ready credit, subject to current creditor campaigns for more
restrictive bankruptey legislation, vulnerable to garnishments, wage assignments,
and confession of judgment notes, should not be denied the fair services of the
professional debt counsellor. This debtor should not be denied his own choice of
who will help him. The availability of the professional debt counsellor, who
serves the debtor’s interest exclusively, offers the debtor a meaningful alterna-
tive.to the so-called helping hand of the credit establishment.

Thank you very much for this opportunity fo testify.

RESUME oF ELLIOTT HOLLAND

1953-1954 : Military Service.

1955-1958 : Northwestern University, B.A. Business Administration.

1958-1960: Auditor, Herbert Schoenbrod & Co., C.P.A.

1960-1961 : Controller, Dormeyer-Webcor. )

1961-1965: Auditor, then Treasurer, Barden Investment Management Corpora-
tion. .

January to November 1966 : Chief of Business Loans, Midwest Area Office Eco-
nomic Development Administration.

November, 1966 to date: General Manager, Barden Investment Management
Corporation.

Mr: Sisg. The Chair recognizes the gentleman from Indiana, Mr.

Jacobs. .
Mr. Jacoss. I might preface my questions, Mr. Holland, by saying

my knowledge about your business is limited to ground zero and, sec-

ondly, I think your extemporaneous statement was most eloquent.
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There are a couple of charges that I have heard—descriptions of
your business may be better. My first question is, in the collection of
the 12.5 per cent fee to which you referred, is it your policy, as it has
been represented, to first collect that fee and then begin paying the
debt, or do you take a part of that 12.5 per cent from each payment
your client makes through your office to the creditor? :

Mr. Horrano. I would like to say emphatically no, we do not attempt
to take our fee off the top as has been charged in many cases. We
write our contracts to extract an individual from debt and we amor-
tize our fee equally over the life of that contract. There is no attempt
to take our fees at the beginning or off the top as it is said.

Mr. Jacoss. By amortization, you mean the practice is to deduct the
12.5 per cent from each payment that is made to you so the complement
of the money paid to you 1s directed, I assume, proportionately to the
creditors of your client?

Mr. Horranp. Yes, sir. For instance, if we were to write a contract
that would extend for 23 months we would amortize our fee equally in
23 equal amounts, or payments.

Mr. Jacoes. I know you have stated this for the record and sooner
or later I can see it in the record, but for my own edification at the
moment, would you repeat the number of accounts that are handled
by an employee of yours during a week’s time ¢

Mr. Hortanp. In different areas it will be a different figure, but I
would say the average is close to 60 in our organization.

Mr. Jacops. Does that mean your average employee puts in up to

60 hours a week working ?

Mr. Horranp., Our average employee puts in, depending on his

stature—our managers certainly do put in a week that 1s even in excess
of that, but our average employee puts in a week that would be 48 hours
on the average. This would be an average of our consultants, our man-
agersand also our clerical help.

Mr. Jacoss. Do yon have figures to show what your per-employee
hourly incomeis ¢

Mr. Horraxp. I could submit those figures. I would be happy to
submit them to the committee.

Mr. Jacoss. T think that would be very belpful. In other words,

what I am talking about is the gross income of your operation per hour,
per employee. I think that might be very helpful and enlightening.

Mr. Jacoss. As I understand it, if you had a client with a $2,000

total debt, your fee, of course, would be $250 for facilitating payment
of that debt.? :

Mr. HoLranp., Yes,sir,

Mr. Jacoes. Over what period of time would you expect that con-
tract to run, or your contract with that client ?

Mr. Horranp. It would be difficult to say because it depends on the
structure of the individual debt. One debtor might come to us for as-
sistance who has debts that are due in a relatively short period of time.
You might be able to work him out of debt in a period of one year.
Another debtor with the exact total amount of debt, but a different
composition of that debt would take much longer. If he comes to you
and he has an automobile and the note on that automobile is due in 36

installments and, let’s say when he comes to us he still has 27 install-
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ments remaining, it would depend on the structure of his debt to deter-
mine the amount of time it would take. Certainly it depends upon his
earnings. : .

You first must set up a budget to allow him to meet his household
expenses. Then, after subtracting the cash that he needs to run his
household, then you come to a figure that is the available cash for
retirement of debt. When you relate that to his debt composition, then
you can determine how many months it would take.

Mr. Jacoss, Does your fee to the client vary with the amount of
security that client has against his debt ¢

Mr. Horranp. No, there is no variance in our fee. It is, as I told you,
12.5 per cent of the gross debt.

Mr. Jacoss. Another question with regard to the intelligence of your
clients. There were some comments made about that. I am just wonder-
ing if a fellow really is as bright as you say, why isn’t he bright enough
to write his own creditors? If he owes eight people a total of $2,000,
why doesn’t he take a slide rule out and determine their proportionate
shares and pay it himself ¢

Mr. Horranp. There is a two part answer to your question. To begin
with, I think you will recall when Sears Roebuck had a catalog that
shows good, better, best. When I was a young man we weren’t exactly
wealthy and we knew we couldn’t afford the best and the better was a
little bit above our ability, so we would normally try to get what was
called good. Sometimes we didn’t have such great luck, but that fact
I am trying to point out that advertising nowada.ys——éears Roebuck
doesn’t advertise good, better, best any more. They advertise their best.
Advertising is on a basis of “best foot forward.” We sit in our living
rooms and we are televised into believing that the average housewife
should really be a movie star instead of a housewife and that all of the
appliances that she has are the best, that they drive the best automo-
bile—I don’t want to use an unfortunate word like “brainwashing”
but it does'after a while sink in.

That is one of the reasons. You do find they are advertised into be-
lieving they can afford it.

Secondly, once they are in this posture, why can’t they help them-
selvesout of debt ?

I think if I could relate it to the employment agency a generation
ago, where people would say, “Why should I pay you to get a job for
me when I can go directly to the plant and get a job myself?” It was
a matter of learning. The employer and the employee. And in dealing
with the employee you might have a person go directly to the employer
and request a job and he might end up earning $1.50 an hour, where
actually he should have earned $2.25. The fact of having someone to
deal for him, someone who can bring more leverage to bear to equalize
the position, he would be able to get a fairer shake.

Let’s relate this to debt management. I might say a generation ago
there was quite a bit of legislation that was going to outlaw employ-
ment agencies. We don’t hear that any longer. We accept them and we
see ithat they do perform a needed function. :

There is the same leverage between a creditor and a debtor. In the
collection department, creditors feel that they have a right to do almost
whatever must be done to collect and when a debtor comes to one par-
ticular creditor, if his composition is let’s say a dozen creditors, and he
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goes to one and says, “I am having difficulty, and instead of paying you
$12.50 a month I would like to pay you $10 a month so at least I am
paying you every month and I can support my household.” )

Of those twelve creditors that creditor is interested in but one: him-
self. He doesn’t want to agree to take $10 from this debtor unless he
has full assurance that other creditors have cut their payments in a
corresponding manner. So we have seen many times—I have a close
personal friend—like myself, a graduate of Northwestern—here
again, an educated man—who attempted to do this with his creditors
buat the first creditor wouldn’t agree to it. Very few will unless they
know all creditors are going to take the same cut.

T think in those two cases—first, the fact that these people, while
educated, they don’t maintain a control of their finances. I doubt if
there is anybody in this room except myself and perhaps Mr. Rabino-
witch, who actually keeps a family budget at home. They don’t do
this. They are televised intoextending themselves.

Secondly, they can’t deal with their creditors on an equal basis;
they need some leverage between themselves and credit.

Mr. Jacoss. I would like you to comment on my suggestion that
your analogy may not be on all fours. The question about whether a
man receives $1.50 or $2.50 is usually not resolved by an employment
agency, but by a union of workers in his job situation. It seems to me
the leverage in that case is not so much that somebody else speaks for
him but because somebody else speaks for him and a thousand other
employees similarly situated. The leverage is that they are collec-
tively bargaining.

In the debt management industry you are not collectively bargain-
ing. Fach time you bargain, I presume, you bargain for one person
or one entity. So the ultimate power, the ultimate counterbalancing
interest to the creditor is no greater than it was before the client came
to you, except in terms of knowledge of the law and the rights of that
individual. Power in the area of bargaining is no greater, regardless
of who represents the individual debtor. So I don’t think that pre-
cisely answers my question.

Tt seems to me that when the debt management company approaches
the creditor for extension of credit, he could say no to the debt man-
agement company just as quickly as he could to the individual debtor
without fear of any greater pressure than the individual debtor could
bring to bear. It seems to me the individual debtor who is well in-
formed, and even further informs himself, could contact the 12 credi-
tors and try to make the same arrangement with all of them at once,
just as easily as the debt management company.

Do you think my criticism of your analysis1s valid ?

Mr. Horraxp. Our experience doesn’t bear that out. I can say in my
first exposure to the industry in 1959 that they had just opened an of-
fice in Chicago and some of the creditors at that point were not
acquainted with the debt management industry, but it was only a
matter of a few weeks where the creditors realized that we, in dealing
with them, were handling the entire debt structure of an individual
and had as our sole purpose to work them out of debt and to_deal
fairly, first with our client, but certainly fairly with the creditors.
And we found that they will cooperate with us where they will not
cooperate with the debtor.
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I can give you a further example that where you have a dozen
creditors some of them may be what I would term reasonable creditors
who will attempt to go along with an individual, but we find that so
many of the creditors believe that the old conflict between the salesman
and the credit department has been won by the salesman. He will sell
them and will collect. They are heavy-handed in their collection pro-
cedures and will not allow the debtor in many cases to cut his payment
one bit. They will tell him if he cuts the payment and there is a garnish-
ment proceeding, they will institute it.

. When they see we have set up an account to deal with all the credi-

tors fairly and not favor any creditor and to make regular payments

on this account, they will deal with us.

Mr. Jacoss. Thank you very much for your testimony.

Mr. Sisk. You mentioned that you have 56 offices. Do you mean
nation-wide?

Mr. Horranp. Yes, sir.

Mr. Sisk. In how many states do you operate?

Mr, HoLranp. At the present time we are in eight states and the
District of Columbia.

Mr. Sisk. How many offices do you have in Washington, D.C.?

Mr. HoLranD, One office in the District.

‘Mr. Sisk. All of your activities for the . District are ca,rrled on
through one office ?

“Mr, Horraxp. Yes, sir. We have four offices in Maryland, but one
office in the District itself.

Mr. Sisx. Where are those oﬂices ]ocated in Maryland?

Mr. Horraxp. We have one in Hagerstown, one in Elkton, one in
Mt. Rainier and the other is in the Marlow Heights Subdivision.

Mr. Sisx. You operate under what name of in the District ?

- Mr. Hor.ranp, In the District, Credit Advisors.

Mr. Stsk. Approximately how many clients do you have in the Dis-
trict of Columbia at the present time?

Mr. Horrann. At the present time just over 900 clients.

_Mr. Sisk. Is this a fair average? I realize when you complete one
client you pick up new clients. What is your annual average?

Mr. Horranp. In the District it would have been closer to 1200 cli-
ents. That would be a fair average over the last two years. When we
started up, of course——

Mr. Sisk. I was going to ask, how long have you been operating in
the District.? »

“Mr. Horr.anp. Since June of 1962.

Mr., Sisk. How many other credit adjustment companies, or con-
solidation companies are operating in the District?

Mr.. Horranp. Mr, Chairmian, I looked in the yellow pages last

night because at last check there were five others, but I believe two of
them have closed their offices due to the recent publicity, or at least
during the last three or four months.

Mr. Sisk. You are familiar with the many criticisms and have com-
mented. this morning on some of the statements that have been made
before this commlttee I presume you were here for the opening state-
ment yesterday morning on this subject.and T am sure you are gen-

_erally familiar with other statements and publicity, partlcularly given

to such agencies existing in the District.
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T understand in answer to Mr: Jacobs your defense primarily goes
to your company, I assume, and its practices; is that right?
Mr. Horranp. Yes, sir. ;
Mr. Sisk. Do you have any comment to make on the fact that
there are and have been abuses here in the District?
“Mr. Horwany. I certainly do. Mr. Chairman, my feeling is and my

experience has been that in the states where debt management is

regulated, states like Michigan, your own home State of California,
Tllinois, Towa, Connecticut, Washington State, that the abuses have

‘disappeared because the licensing acts have required certain financial

information to be submitted on all officers, that a certain financial
responsibility be shown, a certain experience in the industry, certain

‘bonding requirements, licensing requirements, audit by the agency
at the cost of the licensee, and other items that have caused the in-
.dustry to become one that is respected in these states.

Tt operates without the abuses. Michigan prior to the licensing
act had abuses. At the same time, as T stated earlier, that the Federal
Congress was having hearings in 1958, there were abuses in Michigan.
They began to work on a bill. There was an outlawing bill proposed
and there was a licensing bill proposed.

In Michigan they took the standpoint it would be harsh to outlaw
business before giving it a chance to function under licensing. They
licensed the business in Michigan and quite a few of the operators
who are in the business prior to licensing did not apply for licensing.

Now there are not any abuses in Michigan. The same is true in

‘California, as Mr. Rabinowitch testified yesterday. My feeling is that

‘any abuse in any industry should be eliminated, not just debt man-
‘agement but any industry. I feel that the Congress here every day
Jegislates businesses and controls businesses far more complex than

debt management. I feel that once a licensing bill is passed here
that those abuses will completely and totally disappear.

Mr. Sisk. You operate in California ?

Mr. Horranpo. No, we do not.

Mr. Sisg. You do not have any offices in California?

Mr. Horranp. No, we do not.

Mr. Sisx. Do you operated any so-called mail operations?

Mr. Horranp. No, we do not. '

Mr. Sisg. Do you have any direct mail operations of any kind ?

Mr. Horranp. We do on occasion send mail solicitation out. The
local office here might send out a mail item to a client but we will
never do it. For instance, it was mentioned yesterday there are outfits
that had nothing but a mail-drop operation. This is not the case
with us. We have had certain people that might have called in to our

-office and requested help at one time and in discussing their affairs

with them we find that we really can’t help them. We can give them

‘some advice and they can handle their affairs themselves.

This does happen in quite a substantial number of cases. We fol-
low that up in a month with a letter which I term a solicitation

“because it is a solicitation. “If you are having difficulty and we can
help you, come and see us.”

A mail operation such as was described, no.

Mr. Stsx. Since you mentioned that and due to some comments yes-
terday, do you make any charge initially for a prospective client
who comes in and you spend an hour or two with him?
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Mr. Horranp. Unless we are able to in our interview determine that
the client can be helped by our services, and unless we are able to sign
the client and have him become instead of a prospective client an
actual client, there is no charge. There is no interview fee.

Mr. Sisk. When the client comes in and you discuss the situation
with him, after determining that you can help him and he agrees on
the basis of the terms you stipulate, is a contract signed ¢ Do you have
some usual form? , '

Mr. HoLranp. Yes, sir. ‘

Mr. Sisk. Would you furnish to the committee a copy of your con-
tract form ?

Mr. Horraxp. Yes, sir, I will.

Mr. Sisk. It will be made a gart of the record, without objection. We

would appreciate your forwarding that.
Committee insert.) - :
The contract form referred to, subsequently submitted, follows:)
ExHIBIT b
CREDIT ADVISERS, INOC,
Washington, D.C.
Contract No.
AGREEMENT

The undersigned. Customer hereby employs the undersigned Company to act
as Customer’s agent in arranging and making payments to Customer’s creditors,
and the undersigned Company hereby agrees to act as such agent faithfully and
to the best of its ability. It is understood and-agreed. . . :

1. Application. Customer represents that the application made to Company to
employ Company to aid in liquidation of Customer’s debts contains a complete
and accurate list of creditor’s names, addresses, terms and status of indebted-
ness, payment books and statements of accounts available.

2. Balance of debts. Customer represents that Customer’s aggregate present

‘indebtedness is $——————. The following shall be additions to or reductions of

Customer’s aggregate present indebtedness as stated above:

(a) Interest charges, carrying charges, or such other charges as may
be made by creditors, made known to Company after the date thereof.

(b) Creditors’ balance from time to time added on or added to by Customer
to those listed in Customer’s application. - * - .

(¢) Creditors’ balances desired to be eliminated by Customer from those
listed in Customer’s application, provided Company has not contacted cred-
itor to be eliminated.

8. Term. The term of this agreement shall be
date hereof. .

4. Filing fee. Customer agrees to pay Company as a filing fee to cover the cost
of consultation, preparation, processing and reviewing Customer’s application,
contract and account cards, letters to creditors, telephone calls, and incidental
benefits inuring to Customer as a result of Company’s services, the sum of twenty-
five ($25.00) Dollars. Upon completion of this agreement over its full
( ) months’ term and payment of all compensation to Company, Company
agrees to refund said filing fee.

5. Charges. Customer shall pay to Company the sum of $—————— as compen-
sation for services as Customer’s agent for the term of this agreement. Company
shall be entitled to receive one ( ) .of its total compensation for each
month, or fraction thereof, from the date of this agreement to termination or
cancellation thereof. In the event of liquidation of Customer’s aggregate present
indebtedness by regular payments prior to termination or cancellation, this agree-

( ) months from the

‘ment shall be considered terminated and Company shall be entitled to no further

compensation. If Customer makes additions to or reductions of indebtedness as
provided in Paragraph 2, compensation payable to Company shall be adjusted

therefor on a pro rata basis.
, 6. Payment. Customer agrees to make payments to Company as follows:
P .

o - ‘on HR on: H
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on HE: on HE on ;

and the sum of $—————— per promptly each —————— thereafter until
termination of this agreement. Payments shall first be applied to the filing fee
as set forth in Paragraph 4, and then to the liquidation of Customer’s indebt-
edness and charges as specified in Paragraph 5. Company shall distribute funds
received to Customer’s creditors promptly and for the best interest of Customer.

7. Cancellation. This agreement shall be cancellable by either party only upon
thirty (30) days’ written notice to the other party.

8. Renewal. At termination of this agreement if Customer desires the continued
services of Company, Customer shall be entitled to renewal of this agreement
upon execution of renewal agreement, upon the same terms and conditions as
herein contained.

9. Gemeral. Customer agrees to give such cooperation and aid to Company as
Company deems reasonably necessary to successfully accomplish the liquidation
and/or payment of Customer’s debts. Customer understands that Company under-
takes only to perform services to accomplish the liquidation, and/or payment
of Customer’s debts and undertakes in no way to perform legal or other service.

Executed at , -

day of , 19—, at which time
a copy of this agreement was furnished to Customer.
Customer Customer
Company
By:
Authorized agent

Mr. Sisx. Upon signing that contract, and here again if I can just
outline a hypothetical case, let us say that a man owes $3,000 to a vari-
ety of companies. You sign a contract to be of such assisance as you
can. What if anything is the initial charge made by your company ?

Mr. Horranp. We have an initial filing fee in the District. That is
a charge that is made of $25. This is a refundable charge. It is part
of our fee. In many cases we find that we can not fairly deal with his
creditors by charging this fee in the beginning and the acceptance of
our contract. Our contract does provide as part of our total fee a $25
filing fee that is either refunded to the client upon completion of his
agreement with us or becomes the final charge on his contract at its
termination. ’ ' ‘

Mr. Sisk. That $25, as I understand you to say, is actually only a
portion of the 1214 percent charge based on the total contract?

Mr. HoLLanD. Yes,sir. -

Mr. Sisk. In other words, this actually amounts to an advance?

Mr. Horranp. That is exactly what it is for. :

Mr. Sisk. An advance of the fee?

Mr. Horraxp. Yes, sir. .

Mr. Sisx. At the time the contract is signed ?

Mr. HorranD. Yes, sir.

Mr. Sisk. As I understand it, you are representing the Barden In-
vestment Management Corporation. You do have credit adjustment
companies or debt adjustment companies operating under a variety of
names; is that correct ?

Mr. Horranp. Yes, we do.

Mr. Sisx. Would you furnish to the committee for the record the
complete list of the names of the various companies?

Mr. HorLanp. I will.

(The list referred to, subsequently submitted, follows:)
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EXHIBIT 3

BARDEN INVESTMENT MANAGEMENT CORP., LIST OF AFFILIATES

IN THE DISTRICT OF COLUMBIA

Credit Advisors of Washington, D.C., Inc., Second Floor; 1413 “K” Sireet,
N.W., Washington, D.C. 20005. Suite #215, 4165 Branch Avenue;, Marlow Heights
Shopping Center, Washington, S.B. 20023 (not -actually in The District of
Columbia). ) B . N
‘ IN MARYLAND
Credit Advisors of Baltimore, Inc.—Mt. Rainier, Laurel, Hagei'-stown, Eilkton.

"IN COLORADO -

Credit Advisors of Denver, Inc.—Denver, Pueblo, Colorado Springs, Ft. Collins,
Thornton, Lakewood. . .
: IN CONNECTICUT
Credit Advisors of Bridgeport, Inc.—Bridgeport.
Credit Advisors of Hartford, Inc.—Hartford, Waterbury, East Hartford.
Oredit Advisors of New Haven, Inc.—New Haven, New London.

‘ .. IN ILLINOIS
Credit Advisors, Inc.—Peoria, Rockford, Springfield.

Credit Advisors, Ine—Champaign, Decatur, Moline, Chicago Heights, Dan-
ville, Chicago (Southside), Chicago (Westside), Chicago (Loop).

IN INDIANA

Credit Advisors, Inc. of Fort Wayne—¥Fort Wayne, Gary, South Bend, Elkliart,

Hamwmond, East Chicago. )
Credit “Advisors; Inc. of Evansville—REvansville, Terre Haute, New Albany,

.Richmond.
Credit A;dviso,r-s, Ine—Indianapolig, Kokomo.

"IN IOWA

Credit Advisors of Des Moines, Inc.—Des Moines, Sioux City.
Credit Advisors of Davenport, Inc.—Davenport, Cedar Rapids, Waterloo.

IN MICHIGAN

Union Oredit Service, Inc.—Detroit, Inkster, Mt. Clemens, Ann Arbor.
Financial Adjustment Co. of Lansing, Inc.—Jackson.
Financial Adjustment Co. of Grand Rapids, Inc.—Grand Rapids, Saginaw,
Bay City, Flint, Kalamazoo.
IN OREGON -

Financial Adjustment Co. of Portland, Inc.—Portland.

IN WASHINGTON STATE -

E’Unioﬁ Credit :Service of Washington, | Ine..—Seattle, Bremerton, Tacoma,
- Everett. S . :

Financial Adjustment Co. of Spokane, Inc.—Spokane.

Mr. Sisk. How many are there? v c-

Mr. Horranp. There are several corporations but we use only three
names: Credit Advisers, which we use here in the District; Financial
Adjustment Company, which we use: mainly in our home State of
Michigan; and the name Union Credit Service which we use on the
West Coast and Washington State and in Oregon. LY




DEBT ADJUSTING BUSINESS 125

Mr. Sisk. At any time have you had any problems in the regulated
states? In other words, in those states where you operate and where
they do have regulatory laws. Have there been any indictments of any
of your companies?

Mr. Horranp. No, we have never been indicted in any state in which
we ‘have operated.

Mr. Sisx. Have you ever been penalized or paid penalties?

Mr. Horranp. No, we have never paid any penalties for this.

Mr. Sisk. With reference to the California law as to which you heard
testimony on yesterday, would you class it as being induly restrictive
or as being a fair regulatory law?

Have you made a study of, or are you familiar with, the California
Jaw?

Mr. Horrawnp. I am not as familiar as Mr. Rabinowitch who operates
in California. In the industry we normally refer to the California
statute and then the Tllinois statute as the best. The best in the indus-
try from the standpoint of being most restrictive and clearer on what
should be done and what should not be done. Also, they do audit.
I feel that the audit at the expense of the examinee is a very important
part of any debt management act. In both of ithose states they do on
a regular but unanncunced basis audit their licensees.

Mr. Sisk. In view of what you have said, do you favor a regulatory
law ? Do you feel that Congress should take any action with reference
to the regulation of this particular type of industry in the District of
‘Columbia?

Mr. Horranp. I feel that the Congress should pass a regulatory bill.
To go further, I feel that had that bill been passed in 1963, when a
bill quite similar to the one pending before this committee had been
‘passed, that the alleged abuses—and I can not say there were probably
real abuses—would not even be in existence today. We would not be
sitting here now had the Congress passed that law back in 1963,

Mr. Sisk. That leads me to ask why 22 states have passed bills pro-
hibiting or outlawing the debt adjustment business? Why do you feel
‘that these states felt 1s necessary to take that stringent action ?

Mr. Horranp. In many of the states, and this is not from personal
experience as much as from having researched it. In many of the
states this was done in the mid-fifties where admittedly there were
abuses. Instead of having a fair look taken at the industry at thaé
‘point, the advocates of abolition were able to in effect hold the day.

We have found since that where any legislative body will take a
Tair look at the industry and will examine it from the standpoint of the
creditor, debtor, and the members of the industry itself, that the only
«conclusion will be licensing.

I think it has been proven out this year in Towa, in Connecticut,
and in Washington State where regulatory bills were passed.

The trend now is toward a fair look at the industry and licensing
as a result.

Mr. Sisk. What is your attitude, Mr. Holland, toward the non-
profit type of counseling? Yesterday, it was mentioned that a number
of cities and communities across the country are getting into what in

84-181—67—9
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some cases is a completely free counseling service, operated, I suppose,
in connection with welfare departments or legal aid societies.

In some cases these nonprofit groups are organized where they do
charge a so-called nominal fee. What is your feeling with reference to
the fact they would be adequate for a community, and therefore there
‘would be no necessity of commercial-type operation in that area? .

Mr. Horranp. To begin with, we in the industry certainly welcome
the nonprofit operations, nonprofit debt counseling for the help they
could potentially give to their clients. However, in areas like Fort
Wayne, Indiana, which might be a good example, our office is on the
third floor of the Getty Building in Fort Wayne. On that same floor be-
tween our office and the elevator 1s the nonprofit debt counseling service.
‘We have been in Fort Wayne since 1960. They have been in Fort Wayne
since late 1961. We average 25 perhaps new accounts per week in Fort
Wayne. We have five employees. They have one person who is there
part of the day and he handles less than 100 clients. The fact is that
potentially they could help the debtor and we certainly applaud them
for their potentiality. However, we find that when our clients contact
us, they contact us because of an immediate problem. We have to be
available to them. The nonprofit services in Fort Wayne and in
Chicago and many other places where we have come in contact with
them, normally are open on a nine-to-five basis, no Saturdays.

They want the wageearner and his wife to come into the office. They
also have to set appointments for sometimes days but more often
weeks in advance. By the time the potential client might appear his
problem has perhaps predicated him to go to other sources. Some go
to Chapter 13, if available. Some go into bankruptcy when actually
they did not need to.

Earlier I testified to the control that the creditors will normally
exercise over the nonprofit debt counseling service. This is actually the
case in Illinois as Mr. Price Patten’s statement will show. Mr. Patten
was one of the founders of the American Association of Credit
Counselors. When they decided to set up the nonprofit service in
Chicago, they prevailed upon him to operate it. They guaranteed him
that the creditors would take a minor interest in it. This has not been
the experience.

As a matter of fact, right now there was a headline in the Chicago
Tribune that said, “Debt helper needs help,” because they are now out
of funds, actually. I do not believe they are going to be able to meet
their subscription from the creditor. They supported it two years ago,
but not now.

Mr. Sisk. Your statement here reminds me of a question. To what
extent do creditors cooperate ?

Mr. Horranp. Our experience has been that I would say in the
District closer to 95 percent of all creditors will cooperate and those
are the creditors represented on the exhibit I submitted to the com-
mittee by compilation of one thousand consecutive cancelled checks
that have been cashed by these creditors. We find that creditors would
like the ability to deal directly with their debtor because, as I stated
before, they feel that first they can sell them and then their collection
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department can effect collection. Very few of the creditors, many of
them do, but we have letters we could submit showing they will accept
major creditors, creditors who are even greater in this nationwide
operation than we are. Some of them have a policy that they will not
in writing admit that they will accept the payment plan submitted
by a debt adjustor. The basis of it is 1t is not the creditor’s own self-
interest to refuse payment.

First he has made a sale. Secondly, he would like to effect collection.
Where we are offering him this collection on a regular basis, it would
not be in his self-interest to turn it down and they do not turn it down.

Mr. Sisk. That leads me to the next question. This has to do with
some specific charges brought to my attention on which we desire some
other information for the committee; namely, dealing with the fact
that when, say I as an individual in trouble, go to you and you make
a contract with me and I have say, twenty outstanding accounts here:
what assurance can you give me that my creditors are going to co-
operate and they are not going to zero in on me despite the fact that
you have made an agreement? ‘

What kind of a bond or what kind of insurance do I have when I
turn my money over to you that that is going to protect me from direct
action, lawsuits, repossession, et cetera.?

‘What protection does this client have; does he have any protection?

This comes right down to some of the things that have happened
here in the District. I am not charging your company with that di-
rectly in the field involved, but I am sure you are aware of the charges
of thistype.

What can you as a company give me as assurance for turning over
to you the handling and payment of my debts?

Mr. Horraxp. Mr. Sisk, may I read just one paragraph from my
written statement that answers that question adequately ?

Mr. Ssx. Yes.

Mr. HoLranp. I say here:

‘While it is obvious we do not have the legal power to compel a creditor not
to attach the wages of one of our clients, the fact is that debt counselors have
the ability to negotiate with creditors in such a way as to prevent them from
taking that final step.

It is quite unusual for a creditor to use a wage assignment or garnishment
when he has assurance that he will be receiving regular payments on behalf of
the doctor. In over ten years of operation, I know of not a single case where
-garnishments and wage assignments were not avoided after opening an account,
assuming regular payments were received.

What I am saying there is that our experience in over ten years,
while we certainly do not have the legal power to prevent a creditor
from, as you say, attacking the debtor, that in operation this has not
been done. We do not know of a single case where it has been done.

Mr. Stsk. There have been specific cases cited. I am not pointing to
your company, but we do have some citations of specific cases where
actually a person had committed himself or obligated himself with the
debt adjustment company and the creditor refused to cooperate. Of
course, this seemingly places the client in a very untenable position.
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‘When this situation developes, what action do you take in protecting
your client? Do you make a refund or what do you do? Let us say
that in this hypothetical case we have decided to pay monthly pay-
ments of $20 to X company. The X company wants $35 because that
should be the amount of the monthly payment according to a prior
agreement. The company decides to take action even though I’ve made
a contract with you. What action do you take? ‘

Mr. Hotranp. To begin with, I must state again this has not been
our experience. It has not happened to us. Es to the question of
whether or not if it did occur, if the next account we signed this after-
noon this would occur, what I might do, I could only suggest as far as
the company is concerned, certainly there would be no fee involved in
such an arrangement.

If we signed a client and at some time in the future one of his credi-

tors decided not to go along with our program, then we have not really
- helped that client. %t would be unconscionable for us to retain the fee
if we have not helped him. ‘ ,

Mr. Sisk. You are saying that the policy of your company would
be to immediately refund any fees collected from the client?

Mr. Horranp. If this were to happen, yes, sir.

Mr. Sisk. I have one final question. You know some copies of ad-
vertising were placed in the record yesterday. I noted that there was
a rather substantial change in the language of the ad of Credit Ad-
visors, Incorporated, in today’s Washington Post. What was the rea-
son for the change in the language of this ad ?

Mr. Horzaxp. I have not been made aware of any change in our
advertising. However, on a rotating basis our advertising agency in
Detroit does make certain changes. I am not aware of any changes
that were made today. =

Mr. Stsk. I understand that the language in today’s ad is somewhat
different from what you had normally been running. You are not
aware of the reasons for this change?

Mr. Horranp. No, Mr. Sisk. I can say this: Our ads will be changed
on almost a regular basis every two or three weeks. We certainly
would not have the same ad running again and again and again. This
is a national policy in all of our offices. As a matter of fact, if there
were a change from yesterday to today, the ad here would be the same

‘as for our office in Seattle, Washington, Detroit, or Michigan. In other
words, it would be a change for the entire chain. ,

Mr. Sisk. I can understand that there would be certain changes as
this is a normal procedure in business to change or update their ad-
vertising. It seems though that the basic change involved goes to rather
fundamenta] statements as to what you promise the client might gain.

T am making no charges here. This was just called to my attention
in line with what has been rather close perusal of all advertising on
credit adjustors over a period of time. There have been some rather
substantial changes as to commitments or promises made to potential
‘clients in the most recent advertising format. v

Without objection, I am going to ask permission that today’s ad
in the Washington Post be made also a part of the record of the Credit
Advisors, Inc.

(The advertisement referred to follows:)
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[{From the Washington Post, Sept. 15, 1967]
Brirs PRESSING?

WHE WON'T LOAD YOU UP A PENNY, BUT WE WILL HELP YOU PAY
YOUR BILLS. YOU CAN'T GET OUT OF DEBT BY BORROWING, BUT
YOU CAN BY BUDGETING. WE CONTACT YOUR CREDITORS, ADJUST
YOUR FAMILY BUDGET, AND SUPERVISE IT FOR YOU. WE HELP YOU
TO PROMPTLY PAY YOUR BILLS WITHOUT A LOAN. NO CO-SIGNERS.
NO SECURITY. OVER 200 THOUSAND FAMILIES HELPED BY CREDIT
ADVISORS. LET OUR HELPFUL HAND HELP YOU. FREE PVT. HOME

OR OFFICE APPT.
CREDIT ADVISORS, INC.

1413 K St. NW., 2nd Fir.
3937865
4165 Branch Ave. SE.
Marlow Hts. Shopping Ctr.
4234850
3510 Rhode Island Ave.
In Mt. Rainier, Md.
277-8181
Evening Office or Home Appt.

ScasH BILL PAYMENTS

WE BUDGET YOUR INCOME! MANAGE YOUR DEBT PYMTS. AND

CREDIT FIGHTS.
You can change from:
1, Many check payments—TO 1 payment each pay day.
2. Creditor calls at night—To peaceful sleep.
8. Worry over unpaid bills—TO security in paid up bills.
Tear of job and health—TO a carfree happy life.
NO LOANS
NO CO-SIGNERS
NO SECURITIES
FREE-—Private home or office appointments,

CrEDIT ADVISORS, INC.
1413 K St. NW., 24 Flr.
393-7865
4165 Branch Ave, SE.
Marlow His. Shopping Ctr.
423-4850
3510 Rhode Island Ave,
In Mt. Rainier, Md.
277-8181
608 Washington Blvd.
Laurel, Md.

Mr. Sisk. Does the gentleman from New Mexico have any questions?

Mr. Warker. Mr. Chairman, I do not have any questions but I
would like to make this comment or observation. :
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This has been very interesting to me in the last few days. The thing
that interests me and I think the people that have testified so far, even
those in the industry, should be commended for the attitude they have,
regardless of the actions of this committee.

think something should be done, but the thing that I want to
emphasize is the prudent operator seems to be willing to have some
and insists and favors some regulatory action. I think they should be
commended for it. S : :

Mr. Sisk. I thank my colleague from New Mexico for that statement.

I too, Mr. Holland, want to say I enjoyed your testimony this morn-
ing. I think it has been enlightening and informative to the committee.
I particularly want to commend you for your recognition that there
have been abuses by some people and some companies and regulatory
legislation is worthy of consideration. :

I want to assure you that the committee has before it bills having
to do with regulation as well as bills to outlaw the procedure. All that
is in front of us and I appreciate the comments that you have made.

Mr. Horranp. Thank you very much.

Mr. Sisk. Thank you. ,

We have for the record a statement by Mr. Price Patton, Execu-
tive Director of the Family Financial Counseling Service of Greater
Chicago, Illinois, which, along with enclosures, will be made a part of
the record at this point.

(The statement and enclosures referred to follow:)

STATEMENT OF PRICE PATTON, FAMILY FINANCIAL COUNSELING SERVICE OF
GREATER CHICAGO, ILLINOIS

My name is Price Patton, and I am Executive Director of the Family Financial
.Counseling Service of Greater Chicago in Illinois. This is a non-profit service
organized in December, 1965, to provide assistance and consumer education in
conformity with standards set by the American Association of Credit Counsellors,
to families who find themselves in crippling installment debt situations. We
administered ongoing of budget control and debt payment for over 2,000 families’
in the first 12 months.

My background. in this work goes back to 1930 when I became aware of the
widespreading involvement of wage earner families in such problems through
a study made in Chicago by the present Mr. Justice Fortas, then Editor-in-Chief
of the Yale Law Journal. :

My interest in the need for consumer assistance, as established by that study,
led me to leave some graduate work I was engaged in and establish a private
agency to assist overburdened consumers in coping with debt and money manage-
ment problems. .

I believe this was the first, or at least one of the first, attempts to tackle
such problems on an organized basis. I have been engaged in. this work steadily
since 1930, with the exception of five years in Naval Aviation during World
‘War II. I have written two books, published by Citadel Press and David McKay,
on'the subjects of consumer education, family money and debt management, and
have addressed many consumer and credit-oriented groups across the country
over the past 25 years.

In 1950, I worked in the organization of the American Association of Credit
Counsellors which has set professional standards in this field and has steadily
fostered regulatory legislation in the States to implement these standards and
to eradicate abuse.

It should be mentioned here that organized counseling for debt burdened
consumers had its beginning in the Midwest and its main development there
and on the West Coast. There are about 50 licensed agencies in Illinois at present.
I do not know why, in view of the evident need, the East Coast has developed
.80 few agencies for this work. This has never been a lucrative field for the pro-
fé‘sisional counselor and it is surely one of the most trying jobs in the country
today. .
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To give this Subcommittee an authentication of the development of this service
under regulation in my State, for instance, there have been submitted a number
of copies of a survey conducted in Illinois by the Governors’ Advisory Board
for Financial Planning and Management among 1,500 employers, business and
professional interests, lawyers, labor organizations, credit unions, church and
welfare groups.

Briefly, the report of the survey, with 40% of the questionnaires completed
and returned, establishes that the services provided by licensed counselors in
Illinois are considered beneficial by an overwhelming 95% of those surveyed.
This result was reached in spite of the fact that we have had abuses in Illinois
by unqualified people and is evidence that such abuses have been all but elimi-
nated by regulation and by the determined efforts of professional counselors.

The agency of which I am Director is so far the only nonprofit consumer

The agency of which I am Director is so far the only non-profit consumer
counseling agency in Illinois. It was organized with the idea of involving the
broadest community control and participation. As you may know, a number of
not-for-profit services have been set up in the various states within the last few
years, :

In this regard, the troubled consumer is faced with an increasing dilemma be-
cause most of these non-profit agencies are supported and controlled mainly by
installment-creditor interests. Now, I have respect for the economic contribution
of installment credit. I have due regard for its power. But as an analogy to con-
sumer counseling, it is no lack of regard to say that alcoholic clinics should
not come under the control of the liguor dealers. Creditor control of consumer
assistance cannot work and cannot be permitted in the American society. It is
a very great concern to me.

As a matter of fact, I must admit that, in our own agency in Chicago, we face
the problem. We organized with the understanding that credit interests would
remain strictly in the minority of control. However, because the small loan in-
terests took the lead in raising the quarter million dollars needed to launch the
service, control of our Board has gravitated toward those interests and our an-
nounced policy of full service to the low-income debtor is now threatened. Unless
the trend is reversed and this imbalance corrected, we confront the danger of
degenerating to a sort of approved collection agency, serving those clients most
profitable to installment creditor interests, with considerable restrictions on our
freedom to speak out on consumer credit abuses, of which our counseling agen-
cies across the country see possibly the highest concentration of all the orga-
nizations concerned with family financial problems.

That is the concern which brings me to Washington to appear before this
Subcommittee.

If and when qualified and unrestricted consumer counselling services can be
established widely and maintained on a non-profit basis, I am all for such a
development. I believe Federal Reserve figures indicate 409% of our families are
committed for installment payments beyond a safe margin. The consumer needs
all the help he can get.

But it must be recognized that the main body of the effective work in this
field is being carried on today by the private, or what the loan companies call
the “commercial,” counselor-—where both the counselor and the client family are
supported and protected by adequate regulation.

The qualified private counselor must be encouraged in his efforts, of for no
other reason than to have him and his experiences available to us for the estab-
lishment of effective, non-profit community services later on when enough people
become aware of the magnitude of the problem.

The whole matter of the economic health of our families stands in close rela-
tion today to matters of physical and mental health. Guidance toward economic
health is a matter of utmost necessity for rebuilding and preserving family
stability in this society.

When I addressed the national convention of the Legal Aid Societies in Denver
in 1957, in the interests of regulatory and qualifying legislation on consumer
counseling (and was opposed on the platform by a public relations officer of a
giant, small-loan chain), I assured the delegates that the American Association
of Credit Counselors stood ready to assist any community and any state legisla-
tive body in the establishment of controlled and qualified services where such
services did not exist.

Again I take the liberty of referring to Mr. Justice Fortas, then in private law
practice, who was in the convention and whose remarks concerning consumer
assistance were recorded. in part as follows: “I deplore the efforts to eliminate
this service from the roster of services that are available to American families”.
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It is clear in the context that he spoke of proposals to eliminate the private con-
sumer counselor.

The passage of legislation for the District in this struggling field has great

importance for the rest of the country. By eliminating private initiative here,
the Congress might indeed eliminate some abuse. But by the same legislative
process, in setting up adequate controls, the Congress can not only eliminate
any abuses but provide an important gain in consumer assistance for the entire
area. .
It is the essence of my experience over the past 36 years that to deny any
assistance to the overburdened consumer, as long as that assistance is beneficial
and profitable to him, would be just as harsh as it would be to deny him any medi-
cal or legal services, except those provided charitably or non-profitably.

I respectfully petition you to take no action that would tend to discredit and
strike down the sources of assistance which are now giving so much help and hope
to a quarter of a million of the distressed families of our land.

REPORT OF SURVEY BY THE JLLINOIS ADVISORY BOARD ON FINANCIAL PLANNING AND
MANAGEMENT SERVICES, JUNE 1, 1967

A CONSPECTUS

A Total of 1500 Survey Questionaires
mailed to Illinois people representing business, labor, government, religion,
civic groups, law, and edueation.
High Interest Indicated by )
© 40% completed questionaires returned
50.69 requested copies of the results
In Communities Where No Financial Planning Service Is Available
88.29, of those expressing opinions favored establishing such a service
Benefit of Financial Planning and Management Services s
95.3% of those answering felt the services are beneficial to the general com-
munity
‘Who Should Provide This Service?
46.69%, said professional credit counselors
Consumer Economics Instruction in Our Eduecational Institutions
78.8% indicated it was inadequate
Need for Further Development of Family Financial Counseling Services
719, encouraged expansion
For details see tabulations below.

RESULTS OF SURVEY QUESTIONAIRE

Percentage analysis based
on opinions expressed in

583 replies
Yes No
1.. Are family fi ial ling services le in your area?. - 58.4 41.6
2. Have you had occassion to deal with, or observe the work of sucl i
tion 50.9 49.1
If s0, was the service 171 adequate 84 mediocre 52 poor
3.-Are those individuals with financial management problems—and the community in
general—aware of the financial counselor as a.source of help?. ... ... __ 35.7 64.3
4. I there is no service in your community, would you'like to see one established there?. .. 88.2 1.8
5. Would the services of a family fi ial lor be beneficial to—
an individua) with financial & problems?__ 96.8 3.2
the family of that individual?_____.____. 97.1 2.9
thee employer of that individual?_ R 93.7 6.3
the creditor of that individual?________ .. ... 93.9 6.1
6. Which one of the following groups do you feel can, and should, be the major provider ot
family financial counseling services?
151 Social/welfare agencies 100 credit managers 35 lawyers
professional credit fors 50 employers 37 other X
7. Are your educational institutions providing adequate instruction in consumer economics,
and money managememt? ... .o oeeveenan oo crccccc e ceacme e a—————- - 21.2 78.8
8. Are you a 4 labor union 144 employer 186 creditor 11 educator 127 civic/welfare organiza-

gi)n 3‘7 Governmental agencyjofficial 7 communications media 10 church organization
other
. Which development in family financial counseling would you like to see? 321 expanded
55 left as is 76 other .
10, As an employer, or business man, has family financlal counseling been helpful to your 58,5 41,5
firm? was.there a long term effect resulting from this help?_ .. .. .coceoeL_L . 545 . 45,5

©
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Distribution of Questionnaire by Categorics

Chambers of Commerce__-——.—.— 4926 | Consumer Finance Companies.__ 91
Department of Public Aid———.._- 100 | Retail & Department Stores-_..- 96
Township Supervisors ... 101 | Labor Couneils_ oo 26
Credit Bureaus. e 92| Universities and colleges___._.__ 18
NewSpPaAPers - o ce—icomo oo 77 | Collection Agencies .. ——_ 25
Banks _____ _— 76| Credit Unions_ o 23
Manufacturers —e—— oo e 68| Savings & Loan Associations...... 15
Physicians oo 81 | Better Business Bureaus. ... —— 2
Family Service Agencies.....—— 32| Local Government Officials_ .- 2
Ministers e 47| Certified Public Accountants_... 2
Attorneys at law_ 34 | Internal Revenue Office_. . 1
Hospitals e 65

For additional copies of this report write to:
Tllinois Advisory Board
Financial Planning and Management Service
1733 Washington Street
Waukegan, Illinois 60085

STATE oF ITLLINOIS,
DEPARTMENT OF FINANCIAL INSTITUTIONS,
January 18, 1965.

To Licensces Operating in Accordance With the Requirements of the Financial
Planning and Managemont Service Act:

The enclosed standards have been sanctioned jeintly by the Chicago Better
Business Bureau and the Illinois Association of Oredit Counselors and has been
delivered to Chicago Newspapers as a guide to them in accepting material sub-
mitted by advertisers.

We request that you apply the principles of advertising contained in this docu-
ment.

Very truly yours,
Joseru BE. KNIGHT,
Director, Financial Institutions.
Jamrs J. WALSH,
Supervisor, Financial Planning Division.

STANDARDS FOR ADVERTISING THE SERVICES OF CONSUMER CREDIT COUNSELING

Issued jointly by the Better Business Bureau of Metropolitan Chicago, Inc.,
and the Illinois Association of Credit Counselors

Purpose : The intent of these Standards is to encourage and preserve depend-
ability in the advertising and business practices of credit Counselors.

Tt is the spirit of these Standards that advertising shall be accurate and clear;
that representations to clients and creditors shall not have the tendency or capac-
ity to confuse, mislead or deceive them inany way.

It shall be understood these recommendations relate and are applicable to
firms engaged in providing financial counseling and debt payment service to con-
sumers in which the counselors manages the financial affairs of a consumer, re-
ceiving and disbursing funds or evidence thereof to his creditors. Such firms may
also be known as debt counselors, pro-raters, debt consolidators or debt poolers.
However, for the convenience of phrasing these Standards, all firms or persons
g0 engaged will hereinafter be referred to as credit counselors.

1. Representation: No representation, however made, shall be employed by a
credit counselor which tends to mislead the public in any manner with respect
to the gervice offered.

2. Predicted Payment: Since the amount of money a debtor can devote to a

debt management program involves factors which may be determined only after a

detailed study of his family requirements, income and ability to pay, no predicted
amount or period of payment, exact or approximated, can or shall be made prior
to an interview. Therefore, the use of a payment chart or any statement of the
following nature shall be avoided.
Example:

“Do you owe $1000? Pay as low as $25”

“Up to 36 months to pay”

“Qut your payments in half”

“T,ower your payments by as much as $50 per month”
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3. (a) Exaggerations: No expression, however made, shall be used which states
or implies no financial problem or debt is too great for the credit counselor to
solve.

Example :

“No more financial worries”

“We’ll solve all your debt problems”
“Torget your debts”
-“Good-by to garnishments”

““Owe only one debt”

“Getout of debt today”

“Bills paid for you”

“Debts disappear like magic”

These and all other similar expressions which represent that funds other than
the consumers will be used to pay creditors are prohibited.

(b) Misleading Expressions: Statements, phrases or words which may be
literally accurate but which might confuse readers, or which may have a mis-
leading implication shall not be used.

Typical of such objectionable statement is:

“Consolidate your debts”

Recommended expressions:

“Debt grouping’’
“Consolidate your payments”
“Combine your payments”

4. Cash Advance: Since it is generally recognized by industry members as an
unsound business practice, no representation, however made, shall be used which
states or creates the impression any amount of cash or an advance in money
is offered or can be provided by a ecredit counselor.

No word or phrase may be used which could be interpreted as offering a loan
unless completely clarified by explanatory language.

Example:

“No co-signers”
“No collateral”
“No security needed”

Recommenided expression :

“No co-signers—No eollateral——Because we do not lend you money”

5. Identity : All advertising shall contain the firm’s true name and true address. »

‘If a trade style is used, other than a registered corporate name and which is
not the name of the owner or owners, it shall be registered as required by local
statute.

6. Subterfuge: It shall be an unfair practice for a credit counselor to use a
dummy or fictitious firm to secure clients, nor may referrals be received from a
bona fide firm ereated for this purpose.

Advertising which appears to offer loans, or a subterfuge to steer applicants
to the advertiser is condemned.

7. Charges: Where service fees are regulated by statute, reference to such fees
in advertising, if made, shall conform to the statute. Where not regulated by
statute, no deceptive wording shall be used which would tend to confuse or mis-
- lead the debtor as to the cost of the service.

8. Scare Approach: No veiled of scare techniques or representation of any
nature shall be used which seeks to alarm the unknowing individual.

HExample:

“Urgent, call me immediately, Glona”

“Are you in trouble? Call me. Jean”
It should be understood that these standards may be supplemented, or revised,
to encompass. practices not presently anticipated or to conform with any juris-
dictional regulation, statutory or otherwise.

Mr. Sisk. T have just been informed that Linn Twinem, the Ameri-
can Bar representative, who was supposed to be the next witness this
morning was called out of town. Without objection, his statement will
be made a part of the record. The committee is sorry that Mr. Twinem
wasnot able to make an appearance in person.

Mr. Sisk. Without, objection, the National Better Business Bureau
of the City of New York will be permitted to file a statement.

(Subsequently, the following letter and exhibits were received for
the record :)
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NATIONAL BEFTER BUSINESS BUREAU, INC,,
‘OFTFICE OF THE PRESIDENT,
New York, N.Y., September 18, 1967.
My, DoNALD J. TUBRIDY,
House District Commidttee,
Longworth House Office Building,
Washington, D.C.

DrAR Mr. Tusripy : The National Better Business Bureau wighes to go on
record as supporting the legislation now pending in the House of Representa-
tives which would prohibit the business of debt adjusting in the District of
Columbia except as an incident to the lawful practice of law or as an activity
engaged in by a non-profit corporation or alssociation.

The alternative, regulation of the debt adjusting business, would appear to
lend dignity to the debt adjusters as “licensed” organizations while affording
little real protection to the public.

The activities of debt adjusters have been known to the National Better Busi-
ness Bureau for many years. Attached is a bulletin entitled “Debt Adjusters—
Boon or Burden?’ which was issued by the National Better Business Bureau in
July, 1955. All of the information reaching the Bureau since the publication of
that bulletin has tended to confirm the statements made and the conclusions
reached in the bulletin. A subsequent release, issued in April, 1865, is also
attached.

In many cases, having collected fees in advance, debt adjusters have gone out
of business, leaving the debtor more impoverished than ever.

The debt adjuster is not in a position to render effective relief without the
consent of the creditors. The files of local Better Business Bureaws are replete
with examples where such iconsent has not been given and where the debtor’s
property has been seized or his salary attached.

The commercial debt adjuster must charge a fee for his mervices and this has
the effect of simply adding another debt to the many already owed by the over-
burdened debtor,

In contrast are the non-profit family credit counseling services which are
operating in more than 50 communities in the United States today with many
more communities in the planning stages. These credit counseling services oper-
ate at a professional level and with a high degree of efficiency. They make no
charge to the debtor for their services or a very nominal charge in some cases.

At its February, 1961 meeting, the Executive Council of the AFL-CIO went on
record as stating that ‘“The debt adjusting business, regulated or unregulated, is
not economically or socially desirable as a commercial activity and should be
eliminated.”

Statutes outlawing the commercial debt pooling business have already been
passed in 22 states as noted in the attached bulletin dated July, 1967.

As you will note from this bulletin, some states have sought to regulate this
business. However, the National Better Business Bureau believes that regulation
is not sufficient. The best course would seem to be the outright prohibition of a
practice that seldom gives the promised relief and often victimizes the suffering
debtor.

Sincerely yours,
K. B. WILLSON.

NATIONAL BETTER BUSINESS BUREATU,
DivisioN OF PUBRLIC INFORMATION,
New York, N.Y.

SPOTLIGHT ON SCHEMES; A SPECIAL NEWS REPORT

Debt Adjusting—How To Add to Your Financial Woes
(By Kenneth B, Willson, President, National Better Business Bureaun)

One of the cruelest deceptions played on the debt-ridden citizen has many
aliases:

“Debt adjusting,” “debt pooling,” “debt liquidation,” “budget planning,” *“pro-
rating,” “debt lumping.”

They’re all misnomers. More accurately, the name of the racket is “debt
accumulation,” and its chief vietimms are wage earners in the lower income
brackets.
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. Whatever it’s called, the scheme has the effect of sinking the person already
heavily burdened with debt into a financial quagmire. It prompted one official to
comment :

“We have never run across as many pitiful cases of preying on public misery
and difficulties as in thiy scheme.”

The business of debt pooling has existed for 25 years and reports received by
the National Better Business Bureau indicate that it continues to flourish despite
legislative action by some states.

There are licensed, reputable firms in the business of “credit counseling” and
they are not to be confused with the many unregulated debt adjusters who sup-
‘posedly pro-rate the income of a debtor to his creditors for an outlandish fee
or service charge, !

It works this way:

The financially-strapped wage earner agrees to turn over part of his income
to the debt adjuster, who then doles cut the money to creditors who have allegedly
consented to the distribution plan.

For this service the adjuster charges a fee which ranges from 10% to 35% of
the total amount of the debt.

One debt pooling company reported that its fees are 109% of the total indebted-
ness. An analysis of complaints from dissatisfied clients who withdrew from
the plan showed that, to these people at least, charges actually ranged from
169, to 589%.

The major difficulty is that almost never is the plan carried to a successful
conclusion. Either the creditors fail to go along with the arrangement or the
debtor finds it impossible to live with.

The end result is that the debtor winds up with another debt—the adjuster’s
fee. This charge becomes due and payable regardless of the success of the plan.

Debt adjusters do not lend money nor do they assume legal responsibility for
any money owed by clients. That obligation remains the responsibility of the
customer.

The adjuster lures his victim with such seductive advertising as this:

“If installment payments or past-due bills are troubling you, let us consolidate
and arrange to pay all your bills, past due or not, with one low payment you
can afford.

“If you owe $1,000, you may pay as little as $15 per week; $2,000, $25 per
week, and $3,000, $35 per week.” .

The adjuster may add these soothing words :

“Keep your creditors satisfied,” “avoid garnishments,” “obtain peace of mind.”

In one typical case, a now defunct debt pooling company collected $214 from
one client, but made only a single payment of $38 to a lone creditor.

The premises of one Chicago firm was found suddenly closed and the office
abandoned, stranding 97 clients who had paid in sizable amounts. The owner had
skipped town and customers were unable to get an accounting of money paid in
or out.

The National Bureau has actively campaigned against debt pooling for many
years. In a 1955 bulletin it warned that “these operations are well on their way
to becoming a national scandal.” ’

Since that time, 14 states have outlawed commercial debt adjusting outright.
Three others prohibit the activity on the basis that is constitutes the practice of
law. Six states attempt to regulate it by statute.

These are a few guidelines for hard-pressed consumers :

For a debt consolidation plan to work, creditors must agree to accept
smaller payments than they are now getting. They often refuse.

If you do business with a “credit counselor,” etc., be sure he is responsible.
Check with the local Better Business Bureau for a factual report.

If your debts have been turned over to a collection agency, discuss your
financial problems with them. Tell them the truth and ask for their help.
Usually a solution can be reached.

Avoid taking any steps which would pile debt on top of debt and bear in
mind that there is much the debtor can do for himself.

In many cities, family welfare agencies, legal aid societies, retail credit bu-
reaus, etc., are willing to assume the burden'of debt adjustment for the deserv-
ing debtor at little or no expense to him.
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National Better Business Bureau, Inc,, New York, N.Y.
DEBT ADJUSTERS—BOON OR BURDEN??
Unregulated Pro-Rating Companies Are Subject of Many Complaints

Debt adjusters are individuals or companies engaged in the business of pro-
rating the income of a debtor to his creditors for a fee or service charge.

Ideally, the service they render to debt-laden members of society would include
setting up a budget on a workable basis. It would allocate a definite amount of
income to debt retirement purposes, including payment of the adjuster’s fee as
defined by contract. The adjuster would then prepare a plan for distributing the
available income periodically to the various creditors on a pro-rata basis. This
would usually require obtaining substantial concessions from some creditors.
However, if satisfactory arrangements could be eifected, the debtor would make
regular payment of the total amount budgeted for debt retirement to the adjuster
who would then disburse it to himself and the creditors in accordance with the
agreed formula. The ultimate objective would be final emancipation of the family
from its debts and the re-establishment of its credit.

COMPLAINTS ACCOMPANY GROWTH

The business is not a new one. Known variously as pro-raters, debt poolers, debt
managers, credit counsellors, budget systems, funding agencies, etc., this type of
company has functioned in some cities for more than two decades. Within the past
year or two, however, their number has multiplied and the geographic scope of
their operations has increased at a prodigious rate.

Some operators extend or transfer their activities from one city to another. In
Tebruary, a Federal grand jury in Chicago indicted several companies and indi-
viduals charging fraud by radio advertisement, mail fraud and conspiracy in the
operation of a debt adjustment scheme. Two of these individuals were formerly
identified with a pro-rata business in ‘Columbus, Ohio, which had been the subject
of numerous complaints to the Columbus Better Business Bureau. During the
past year, criminal warrants have likewise been issued in Detroit, Michigan
against one “budget system” operator who had previously promoted similar busi-
nesses in a number of Bastern cities. The charges resulted from numerous com-
plaints to the Detroit Better Business Bureau and the authorities alleging “bait”
advertising and failure of this promoter to perform promised debt adjustment
services after collecting his fees in advance.

There are debt adjusters who have operated in some communities for many
years, free of justified criticism or complaint to the Better Business Bureau. Cer-
tainly, it would be unfair to condemn a newcomer solely on the grounds of new-
ness. Tt is nevertheless true that those who have swarmed into the debt adjust-
ment field recently have included a large proportion of unserupulous or incom-
petent opportunists whose activities have spread misery throughout the land.
They have used extravagant and deceptive advertising to claim far more than
they were in position to deliver. They have made false promises to persons whom
they knew, or should have known, were beyond redemption, credit-wise. They
have withheld their own fees from the debtors’ payments but have failed promptly
to make agreed payments to creditors or fo obtain creditors’ accession to the
pro-rata plan devised. The net result of their activities, in many cases, has been
to leave already desperate people more hopelessly mired in debt and litigation

than before.
SITUATION SERIOUS IN MANY CITIES

That these practices do not exist in isolated cases only is indicated by a survey
which the National Better Business Bureau recently made of Better Business
Bureau experience with pro-raters in forty cities in all sections of the United
States. In seven of these cities, pro-raters have been operating, mostly on a limited
scale, without serious complaint to the Bureaus. In five others, sufficient time had
not elapsed to permit a significant aceumulation of customer experience in Bureau
files. In the remaining twenty-eight cities, Better Business Bureau experience
with pro-raters has been, on the whole, unfavorable. Most of the larger cities are
included in this category and, in more than half, complaints have increased so
rapidly within the past year as to create serious problems.
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It should not be inferred that every pro-rater in each of these cities has been
the subject of justified criticism. But the tactics employed by a majority of the
pro-raters have made the complaint picture so black that some Bureaus have
been forced to the conclusion that continued uncontrolled operation of these
services in their communities would not be in the public interest.

MISLEADING ADVERTISEMENTS

Many complaints have their inception in printed or broadcast advertising claims
such as “Forget Your Debts,” “Rid yourself of the worries and troubles of all your
creditors,” “Pay Us What You Can Afford,”.and similar representations calcu-
lated falsely to imply that, once the debt adjustment company is employed, the
debtor has no further responsibility or obligation to his creditors.

Other advertising statements—*“Bills Paid For You,” “We Pay Them For You,”
“Do you need financial assistance and have no collateral?”, “Pay your bills with-
out borrowing with single payment,” etc.—have had the capacity to deceive as
to the true and limited service which the debt adjuster can offer. Some adver-
tising has misled debtors to believe that they can get a loan or credit which the
pro-rater will use to pay off all their debts. The Cleveland Better Business Bureau
reports the case of one company using the word “Finance” as part of its title.
Some debt adjustment services have even advertised in classified columns under
the heading of ‘“Loans.” Of course, the pro-rater performs no such function, a
truth which some complainants have not discovered until after they have signed
. agreements which they did not understand, and paid fees for non-existent loans.

LIMITATIONS OF SERVICE

At best, the pro-rater offers a means whereby an individual may retire his total
indebtedness, although automatically increased to the extent of the pro-rater’s
fees, in regular amounts over a period of time which will be consistent with his
capacity. to pay. The complete success of such an expedient would depend upon
the honesty of the pro-rater and his qualifications to analyze his client’s financial
and budgetary problems, the character of the client and his ability to carry

- through on the agreement reached, and the willingness of creditors to accept
proffered plans for reduced or. extended payments, among other factors. The
experience of Better Business Bureaus suggests that the proportion of cases
in which these circumstances ideally co-exist may be very small.

TAKING ALL COMERS

Advertisements of some debt adjustment companies have implied an ability
to solve the problems of any or all debt ridden persons regardless of their cir-
cumstances, character or reputation.

On the contrary, it is generally recognized by informed sources that the pro-
portion of over-indebted persons who can be helped by a debt adjustment service

“ig limited. A mid-west firm which has operated without complaint to the local
Better Business Bureau for many years, has advised NBBB that it finds it nec-
-essary to turn down six out of every ten applications, “mainly because of (1) a
desire to keep some-item that is entirely out of proportion, such as an expensive
automobile .or other luxury item. that could be turned back or, (2) reduced
income to.the point where it barely does more than cover the living budget or, (3)
lack of the feeling that they are in serious trouble and determination to live on
a meager budget to pull themselves out.” A west coast organization, whose record
is equally free of complaint, has stated that it will accept as clients only those
overindebted persons whose income allows monies to be applied toward the
liquidation of their obligations over an extended period of time. This organization
takes the position that no pro-rate office has the moral right to accept persons who
can pay off their obligations by liquidating assets or by securing a loan, or those
whose earnings-are currently insufficient to do more than meet barest living
expenses regardless of the nature of their debts.

It has beeh the experience of many Better Business Bureaus that there are
other pro-raters who do not concern themselves with the fitness of applicants
for service, In many cases, the only test applied appears to have beén the
applicant’s ability to pay the debt adjuster’s fee.
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AGREEMENTS FAVOR PRO-RATERS

“No interest. No co-signers. No security needed. No reference check,” is an
advertising theme employed by many pro-raters. What is not disclosed is that
while interest is not charged, there are substantial service charges, often as high
as 359 of total indebtedness, added to the debtor’s already overwhelming financial
pburden. Nor is it disclosed that references, co-signers and security are not required
because the debt pooling company assumes no financial risk.

Customarily, the debtor is induced to sign a contract legally binding on him.
1t, because of non-fulfillnient of promises or other cause of dissatistaction, the dis-
illusioned client seeks to withdraw from a pro-rating plan, he frequently finds that
he can do so only at the sacrifice of most, if not all, of the money that he has paid
in. He may even face supplementary collection proceedings by the pro-rater. Many
such complainants do not have a copy of the agreement that they signed, but
investigation by a Better Business Bureau has generally developed that the
document is weighted in favor of the pro-rater’s receiving the full amount of
his fees at the expense of the client and creditors. There is no uniformity in the
amount of fees charged by debt adjustment companies or in the method of their
exaction. The same company may charge different rates to different clients. In
many cases, however, the pro-rater demands the full amount of fees contemplated
for the entire life of the agreement, regardless of how long it may be in effect.

Generally, the fee is based on a percentage of the client’s total indebtedness
which may be augmented by “bookkeeping charges” based on the number of
accounts involved. Total charges may amount to from 10% to 35%, or more, of the
total indebtedness. They may be considerably more than what prospective clients
may anticipate. A New York company, for example, has represented that its fees
are 109 of the total indebtedness. An analysis by the Better Business Bureau of
New York City of complaints from dissatisfied clients who withdraw from the
plan showed that, to these people, charges actually ranged from 16% to 58%.

PILING DEBT ON DEBT

The agreement has sometimes permitted the pro-rater to deduct all or most
of his fee from the client’s initial payments. In other cases, a percentage is to
be deducted from each payment during the life of the agreement, but, under these
circumstances, some pro-raters have set up ‘“‘reserve funds” by the expedient of
postponing payments to creditors. If a client cancels the agreement before it has
run its course, the pro-rater applies the “reserve” toward the satisfaction of the
total fees he would have collected had the agreement been completed. If sufficient
funds are not on hand for this purpose, the client is presented with a bill for
the balance. It he fails to pay, the debt adjuster may institute legal proceedings
to collect. There is an example of an Ohio company which induced its clients to
sigh cognovit notes for the full amount of its fees. Such notes are, in effect, a
confession of judgment and the Better Business Bureau of Akron recently re-
ported that 21 judgments, totalling $1,896.83, had been taken against one debt
adjuster’s clients who had signed such notes. Similar judgments totalling $497.13
were reported as to five customers of another debt pooling firm. In many cases,
where judgments are taken, the holder of the note may garnishee the debtor’s
wages.

"There is a strong suspicion that some pro-raters so conduct their operations as
deliberately to encourage clients to withdraw from agreements during the early
life thereof. In such cases, the unfortunate client discovers that, at considerable
expense to himself, he has not only failed to improve his position vis @ vis his
creditors, but has acquired a new creditor, i.e., the pro-rater.

RELATION TO CREDITORS MISREPRESENTED

Many complaints have arisen from sales representations in advertising and at
interviews calculated to lead the debtor to believe that all of the sales credit
organizations, banks, loan companies and others to whom he is indebted will
automatically agree to whatever plan for payment the pro-rater may devise. The
Boston Better Business Bureau, which has pioneered in educating the public on
this subject, has pointed out that creditors are under no requirement so to soften
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the contractual obligations of heir debtors and many creditors decline to accept
agreements offered by debt adjustment companies.

These facts are not disclosed to prospective customers by the unserupulous
debt adjuster. It is not explained that some creditors, whether accepting the pro-
rata arrangement or not, may add additional finance or interest charges, if their
accounts are not paid aceording to the original terms. If legal aetion has been
or. is instituted by a creditor against a debtor, only an attorney can provide legal
service, if required. ‘A debt adjustment plan does not preclude nor prevent a

ereditor from taking his usual action to eollect, including legal action,

THE ST. LOULS SUERVEY

In February, 1955, the St. Louis Better Business Bureau published the results
of a questionnaire to several hundreds of its members in those fields of business
most likely to be involved in any attempt by debt adjusters to represent creditors
of business firms. Replies, of which 609 were from retail merchants selling on
charge or installment plan, and 409% from banks, loan companies and sales finance
and discount companies, are tabulated as follows:

[in percent]
Yes No
Do Debt Adjusters Serve 2 Useful PHIPOSe? i eeaas 10 90
Do You Accept Agreements From Debt Adjusters? . - - 30 70
Do Debt Adjusters Pay Promptly? . ___________________ 1214 8715
Do Debt Adjusters Usually Pay Off the Entire Amount?__ 0 100
Are Clients Excessively Debt Ridden?._______ .. 67 33

Returns from another questionnaire distributed by the Memphis Better Busi-
ness Bureau indicated that approximately the same situation existed in that city.
Recently, the Better Business Bureau of Baton Rouge, La., surveyed the prin-
c¢ipal firms doing an installment business in its area and discovered that less than

109 had any working arrangement with the debt adjustment company operating
in that city.

In its bulletin, the St. Louis Bureau pointed out that respondents to its ques-
tionnaire did not rate all proraters in that city uniformly as to reliability ; based
on past experience, the creditors might negotiate more readily with a few of the
existing debt adjustment companies than they would with others. However, the
overall picture presented by the above tabulation is not such as to justify con-
fidence in the employment of pro-raters generally as a means of extricating ex-
cessively debt-ridden persons from their financial difficulties.

MISERY COMPOUNDED

Having been led to believe that through employment of a pro-rater, they had
solved all problems relating to their excessive accumulation of debts, some clients
are encouraged to ignore direct demands for payment by creditors. Complainants
to Better Business Bureaus include many whose sojourn in such a fool’s paradise
has been interrupted by the intrusion of lawsuits, garnishee proceedings, repos-
sessions, or other legal steps taken by creditors who have lost patience. Similar
denouements have sometimes followed failure of the pro-rater to make prompt
payments to creditors as agreed, even though the client has faithfully met his
obligations to the debt adjustment company.

Some short-lived debt adjustment companies have closed their doors after
paying only a fraction of the amount collected to creditors, leaving their clients
in worse financial straits than before. The Rochester Better Business Bureau re-
ports a typical case where a now defunct prorating company collected $214.00
from one client, but made a lone payment of only $38.00 to a single creditor. If

. the operators are not bonded and leave no assets behind them, there is little that
can be done for the victims in these cases.

ALTERNATIVES AVAILABLE

There are many, including some Better Business Bureaus, who believe that
there is no need or economic justification for the existence of the pro-rater; that
he does not offer a service of genuine value to debtor and creditor, or that his
functions are, or could be, performed more satisfactorily by some other kind of
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agency. These critics point out that there is much that the debtor can do for him-
self and that, in many cities, family welfare agencies, Legal Aid Societies and
retail credit bureaus are willing to assume the burden of debt adjustment for the
deserving debtor at little or no expense to him.

Under an Ohio law, a debtor can set up a trusteeship through a municipal
court which will pre-rate a portion of his income to his debtors at nominal cost.
A recent Wisconsin statute enables wage earners to amortize their debts through
the state courts Chapter XIII of the Federal Bankruptcy Act permits wage
earners less than $5,000 a year to establish trusteeships for the liquidation of
their debts, without resort to bankruptey, over a period of three years, if neces-
sary. Nearly 10,000 such proceedings were filed during 1954.

LACK OF REGULATION

In Wisconsin, there is a licensing law supplemented by rules and regulations
governing debt adjustment companies, only one of which operates in that state.
Minnesota also has a licensing law. A recent Maine statute prohibits anyone
other than an attorney from engaging in this business. In Pennsylvania, the
courts have construed the collection agency law so as to prohibit debt adjusters
from taking fees from debtors; hence, there are no pro-rate companies in
Pennsylvania. So far as NBBB is aware, in other jurisdictions, any individual,
hower ill-qualified may set himself up in business as a pro-rater without any
restriction or regulation of his operations whatever.

Legislation has been proposed in other states which would prohibit the opera-
tion of a debt adjustment business for profit or which would seek to license
and regulate the business. The net effect of some of the proposed laws which
NBBB has seen would appear to be to lend dignity to debt adjusters as state-
licensed organizations while affording little real protection to the public. That
would seem to be true of any legislation which:

a) would permit unqualified or unscrupulous individuals to accept money
from desperately involved debtors without obtaining the agreement of
creditors to participate in a workable pro-rate plan ;

b) would permit the adjuster to exact exhorbitant fees, openly or by
subterfuge ;

¢) would permit the adjuster to deduct all or a substantial portion of
his Tees in advance rather than on a pro-rata basis as service is performed;
or which

d) did not provide for competent supervision by a state agency adequately
financed and staffed.

A

A NATIONAL SCANDAL

In this bulletin, the sole purpose of the National Better Business Bureau has
been to draw attention to a situation that is fast approaching a national scandal.
We do not suggest that all debt adjusters are charlatans, Better Business
Bureaus in those cities where debt adjusters have fulfilled their promises to
the public to the satisfaction of debtors and the creditor community alike have
not questioned the value of the service which this type of business offers.

It is for the lawmakers to decide whether the activities of pro-rate companies
should be prohibited, whether they should be regulated and whether the states
should provide other facilities for performing debt adjustment services, ay in
Ohio and Wisconsin, Without presuming to decide these questions, the National
Better Business Bureau offers the following observations:

Tn a vocation which offers any individual the opportunity to handle other
peoples’ money without regard to his reputation, financial responsibility, experi-
ence and other qualifications, and without regulation by or accountability ‘to
any public agency, the potentiality for evil is great. The evidence is more than
ample to support the view that this potential has been realized by an alarm-
ingly high proportion of debt adjusters under existing cireumstances.

Service Bulletin—Prepared for Chamber of Commerce Members of the National
Better Buginess Bureau, Inc., New York, N.Y., July 1967

HAWATI BECOMES 228D STATE To PROHIBIT COMMERCIAL DEBT ADJUSTING

On March 30, 1967, Hawaii became the twenty-second state to prohibit the
commercial practice of debt adjusting when Governor Burng approved House
Bill No. 33. The bill was introdued by State Representative George W. T, Loo of
Honolulu.

84-181—67——10
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“Debt Adjuster” is defined to mean a person who for a profit engages in the ‘
business of acting as an intermediary between a debtor and his creditors for the .‘
purpose of settling, compromising or in any way altering the terms of payment |
of ‘any debts of the debtor, and who:

1. Receives money, or property or other thing of value from the debtor,
or on behalf of the debtor, for distribution among the creditors of the debtor,
or

2. Otherwise arranges for payment to, or distribution among, the creditors
of the debtor.

House Bill No. 33 exempts “a nonprofit or charitable corporation or association
who acts as an adjuster of a debtor’s debts, even though the nonprofit corpora-
tion or association may charge and collect nominal sums as reimbursement for
expenses in connection with such services.”

. According to Mr, Loo, House Bill No. 33 is patterned after the Kansas Act and |

is essentially the Kansas Act except for Sections 4 and 5. In Section 4, Legal ;

Aid Society was included in the definition of attorney; the exemption for a

creditor of the debtor or an agent of one or more creditors was deleted ; the ex-

emption for a person who makes a loan to the debtor and acts as an adjuster

for debtor’s loan in the disbursement of the proceeds of the loan, was deleted.

Section 5 was added to make clear that money lenders are not effected by this |

Act. |
STATES WHICH BAN DEBT POOLING l

The twenty-two states which have outlawed debt pooling are:

Arkansas 1967 New York 1956
Delaware 1966 | North Carolina 1963
Florida . 1959 | Ohio 1957
Georgia 1956 Oklahoma _ 1957
Hawaii 1967 Pennsylvania . ______ 1955
Kansas 1961 Rhode Island 1964
Maine 1955 South Carolina 1963
Massachusetts —._______._.____ 1955 | Texas 1965
Missouri -- 1963 | Virginia 1956
New. Jersey 1961 West: Virginia 1957
New MeXiCOmu oo 1965 ‘Wyoming 1957

STATE WHICH REGULATE DEBT POOLING BY STATUTE

Six states, while not prohibiting commercial debt pooling, attempt to regulate
it by statute They are: California, Illinois, Mlchlgan, Minnesota, Oregon and
‘Wisconsin.

Mr. Sisk. We also have letters from Finance Management Com-

any of Rock Island, Illinois and Consumers Credit Counselors,

ecatur, Illinois, Whlch without objection, will be made a part of the
record.

(The letters referred to follow:)

FINANCE MANAGEMENT COMPAXNY,
. tock Island, Ill., August 18, 1967.
Hon. B. F. S18K,
House of Representatives,
Washington, D.C.
" .DEAR MR. Sisk: It is my understanding that Subcommittee number five, of
the House, will be holding hearings on credit counselling and debt adjusting
in the near future.

I am presently engaged in this business and feel that myself and other per-
gons in our industry should be given an opportunity to speak before your com-
mittee, and answer any questions that may arise. I know that there is quite
a controversy about our business, and will, also, acknowledge the fact that there
are people in this business, as in any other business, who create bad situations.
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As a member of the Illinois Association of Credit Counselors, and the Ameri-
can Association, for several years we have been very instrumental in trying to
rid the industry of the bad operator.

I am sure that if your committee would take time to interview and guestion
the authorities in the states that hold regulation, you will find that the viola-
tions created are very, very few, and that in the areas where our members op-
erate they are held in very high regard.

I would appreciate any consideration your committee could show to our in-
dustry.

Respectfully,
R. A. BOWERS,
General Manager.

ConsUMER CREDIT ‘COUNSELORS,
A DI1vISION OF THE CREDIT BUREAU,
Decatur, Il., August 14, 1967.

Hon. B. F. SIsK,
House of Representatives,
Washington, D.O.

Dear MR. Sisk: All members of our industry are most concerned at plans to
regulate or prohibit professional credit counseling in the District of Columbia.

Our firm has been in the business of consumer credit counseling and financial
budgeting for almost thirty years. We enjoy an excellent reputation with Decatur

credit grantors, including retailers, medical professions and financial institutions

and the Association of Commerce.

However, many years ago there was a great deal of abuse in our area by firms
going into some type of prorating service and being interested only in retiring
their fee, which was projected in advance for their service. This type of thing
is now completely stopped. All our industry is licensed and bonded to the State
of Illinois; the Director of Financial Institutions enforces the regulations con-
cerning their licensees. We are completely audited, much the same as the con-
sumer finance industry in Illinois, at least once a year, and the cost is assessed
to us by the State of Illinois. Our receipts, payment checks, and counseling fees
are thoroughly checked. This has driven the unethical operator from the field.

Previous to the time that such services were licensed and bonded in the ‘State
of Illinois we had performed this service for families for the past twenty-five
vears on about the same fee basis, 1t is not, nor is it intended to be, a lucrative
type of business, but is set up for the good of the families and their creditors.
‘We are enclosing a copy of our Annual Report for 1966. If you will check our
pages you will find that we assisted 404 families last year. ‘Our debt liguidation
through counseling was $196,532.

‘We believe that you will be doing a disservice to commerce, which is carried
on through the channels of credit and whose life blood is credit, if you prohibit
credit counseling by ethical, responsible firms in Washington, D.C. We are certain
that machinery for bona fide firms can be established just as it was in the State
of Illinois.

Thank you for your attention to this letter, and we hope that you will consider
our statements in favor of credit counseling through a licensing and bonding law.

Sincerely,
Mrs. JOSEPHINE F. SHAFER,
Assistant General Manager.

Mr. S1sx. The next witness will be Mr. Ronald L. Snellings, Navy
Federal Credit Union, Washington, D.C.

Mr. Snellings, will you take the witness stand.

Ishe here? (No response.)

Without objection, Mr. Snellings’ statement, which I believe we
already have, will be made a part of the record.

{'The statement follows:)
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STATEMENT OF RONALD L. SNELLINGS, DIRECTOR, MEMBER SERVICES DIvISION, NAVY
FEDERAL CREDIT UNION

BIOGRAPHY

For. the record, my name is Ronald L. Snellings. I am the Director of the
Member Services Division of the Navy Federal Credit Union and have served
in this capacity since July 1961. Prior to that time, I served as Assistant Branch
Manager of the American Security and Trust Company. I am a member of
the Board of Directors of the Metropolitan Area Credit Union Management As-
sociation, a member of the board of directors of the Consumer Credit Associa-
tion of Greater Washington, and an associate member of the International Con-
sumer Credit Association. I am also Certified Consumer Credit Executive and a
Certified Public Accountant.

I have worked in the field of consumer finance in Washington, D.C. for more
than 15 years and have had considerable exposure to the local consumers’ debt
problems. I am a native Washingtonian.

I.. INTRODUCTION

As an expérieneed credit grantor and counselor in consumer finance in the
District of Columbia, I wish to give favorable testimony on behalf of House Bill

H.R. 9806.
II. REASONS FOR ELIMINATION

* There are ten reasons for prohibiting the business of debt adjusting in the
District of Columbia as proposed by House Bill H.R. 9806.

1. The fee charged for such services—often 10 or 12 percent of each payment
in addition to an initial conference fee of $25—adds to the burden the debtor
already bears and actually postpones the date when he will be debt-free.

2. The benefits received by the consumer from this arrangement are extremely
questionable, Debt adjustors lend no money; make no attempt to counsel; do-
not assure that the debt plan devised will leave their victims enough money to.
live on.

8. By promising quick results which can’t be delivered, the debt adjustor de--
ters the debtor from seeking the financial counsel which he so badly needs.

4. Educational efforts are nonexistent by the professional pro-rater in Wash-
ington.

5. Deceptive and misleading advertising are used to obtain clients.

8. Credit grantors will not cooperate with professional debt adjustors due
to the lack of adequate counseling and the reputation maintained in the com-
munity.

It will be stated by opposers to your bill that credit grantors cooperate
because they accept the professional debt adjustors remittances. It is true
that my organization accepts these checks. However, we do this because our
attorney has instructed us to accept remiftances from “all third parties for
partial payments” as it is -a normal business practice of the credit union such
as—wives remittances for husbands, mothers for sons, insurance companies,.
banks, attorneys and many others.

7. 25% of the consumers need counseling only, as opposed to pro-rating.
The paid professional is interested in pro-rating only since his fees are based
on the amount of debt funds he handles.

8. Licensing of professional debt adjustors brings to mind some concern.
Almost every skilled or professional person requires some experience and/or
education before he can be licensed. Qualifications of “trained counselors” in
use by the professionl debt adjustor is questionable.

9. Reformulation of family financial money management is not possible
through the professional debt adjustor without detailed budgetary counseling,
educational efforts, and a direct contributory effort by the consumer. The con-
sumer without improving his spending habits, will redevelop the same problem
since he has learned little from his professional debt adjustor.

10. The District of Columbia represents a safe refuge for two professional debt
adjuster due to the many surrounding states which have outlawed the profes-
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sional pro-rater. (See U.S. Map, Enclosure 1—dark area represents states out-
lawing professional pro-raters; the light area is D.C. and Maryland.)

What I have observed while counseling credit union members and other con-
sumer borrowers has led me to conclude that legislation which would merely
regulate the professional debt adjustor would not really protect the consumer.

TII. DIFFICULTY OF REASONABLE REGULATIONS OF PROFESSIONAL DEBT COUNSELING

Let’s consider the matter of false or misleading advertising. (Enclosure 2).
On 18 August, classified ads appearing in a local newspaper encouraged debtors
to “pay all your overdue bills in one easy weekly payment”. “Let us help you out
of debt fast!” one ad promised. Another ad told debtors that they could avoid
garnishment if they would only allow the advertiser to “consolidate your bills,
past due or not, into one low payment you can afford”.

Intended or not, the implication between the lines was that the debt consoli-
dator would pay off the debtor’s bills immediately and collect from the debtor -
later in e-a-s-y installments.

Significantly, the ad did not specify the number of installments to be paid, the
amount of each installment that would be applied to the debt, or the amount of
the service charge that would be imposed for “credit management”.

Moreover, the ad contained sample weekly payments which, to the unsophisti-
cated debtor, would appear to be approximately four times lower than the monthily
payments of a licensed loan company, a bank or a credit union lending an identical
sum of money.

Since the Senate hearings on August 25, 1967, note how the complexion of the
ad for credit advisers has changed. There are no more statements of consolida-
tion, no payment examples and still no statement of fees which are charged at a
rate of 129%. There is a law in effect in the District of Columbia which governs
fraudulent advertising (Bnclosure 3). The first series of ads previously cited
bordered on violating this statute.

When laws which purport to control misleading advertising cannot eliminate
such practices, one doubts that legislation could regulate debt adjustors effec-
tively.

1IV. EXPERIENCES

From what 1 have observed, I would say, categorically, that commercial debt
adjustors make little, if any, attempt to counsel their clients, teach them the
fundamentals of sound money management, or show them, really, how to selve
their financial problems. On the contrary, the debt adjustor aggravates financial
distress ; he doesn’t alleviate it.

One credit union member who patronized a debt adjustor told me that her
bills were totaled to determine how much each creditor was to receive per
month. The debt adjustor advised the member that the amount of monthly salary
remaining would be used for monthly living expenses.

There was no attempt to set up a budget; no attempt to advise the member
how she could cut down on expenses ; no attempt to suggest means of increasing
her $5800 per year income.

A debt adjustor could perhaps argue that he spends his time on his clients,
and that for this, he deserves 12% of the client’s weekly payment, but the time
expended is short and the service, superficial.

Once having determined how much the debtor owes, the debt adjustor fills out a
few simple forms, sends them off periodically to the debtor’s creditors and ignores
the circumstances which contributed to the debtor’s financial distress. For the
record, I would like to submit Exhibits 4, 5, and 6 to illustrate the dearth of
effort the debt adjustor expends on his clients. These are samples of the forms
used by one D.C. pro-rater.

Sadly, the people who fall for the debt adjustor’s spiel are usually those who
can least afford it. A random sample of NFCU members who were patronizing
debt adjustors include: one GS-T7, two GS-6's, one GS-5, one GS—4.

Their combined salaries total $28,967. Their combined debt $28,850. While
some people who resort to the debt adjustor are led to do so because of legiti-
mate, but burdensome, expenses, it is evident, from reading their records, that
most have lost the ability to manage their funds. They have no idea how to plan
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their expenses, nor do they know the proper percentage of their incomes which
they can reasonably allot to such needs as food, shelter, clothing and transporta-
tion, much less how much they can afford to spend on non-essentials such as color
television sets or trips to Hawaii.

‘What these people need is counseling to reestablish good financial habits, and
I would like to present an example of what counseling can accomplish.

In May of this year, a 26 year old, single government girl earning $6,451 a
year fell behind on her payments to the Navy federal Credit Union. Subsequent
conversation with the girl revealed that she owed a total of $4,346.34,—$2,269.22
of which was owed on a 1966 model sports car and $2,077.12 on miscellaneous
bills to local department stores,—the credit captive of a major manufacturer, a
bank and a credit union.

The girl had already contacted a debt adjustor and had forwarded him $158,—
or nearly balf a month’s pay,—for disbursement to her creditors. Only $49 of
the $158 was ever disbursed and no attempt whatsoever was made to assist the
girl in handling her finances realistically. One of our counselors talked with the
girl in the: case history just cited. He helped her to set up a realistic budget,
advised her to seek part-time employment and locate a roommate to share ex-
penses, personally contacted her. creditors, and made arrangements partial
payments where necessary.

Currently, this individual has located a rooramate to begin sharing expenses,
is making regular payments on her debts, and expects to be debt-free by June
1968.

It is difficult to say what might have happened to the girl in the case history
had she continued to patronize the debt adjustor and had she not been counseled.
But I would doubt very much that she would ever have found herself in a posi-
tion to meet her financial obligations. Counseling is a “must” in assisting the
overburdened debtor, and debt adjustors do not counsel. Similar experiences were
cited in the recent series in the Evening Star newspaper of Washington titled
“Debtor Beware” (Exhibit 7).

Thirty-one other hardship cases handled in my -office reflect the following
results:

Original debts—prior to counseling $263, 505. 56
Debt balances as of 8/1/67—after counseling through pro-rating____ 133, 357. 48

Amount of debt paid-.-- - $130, 148. 08
Percentage of original debt paid 499,
Cost to consumer for counseling serviece ——— :(;:

V. SOLUTION

The problems of professional debt adjustors have been cited. It must be recog-
nized there is an apparent need for:counseling service, therefore, a replacement
for the professional debt adjustor is necessary if the proposed legislation is
passed. .

If the consumers of this commumity are to be taught how to handle their
finances, then a non-profit, consumer credit counseling service center should be
established. And I might interject that other major metropolitan areas have
alrdady established such centers.

In other cities, centers now in operation are helping debtors in developing
common sense plans for the orderly liguidation of debts and they are finding that
one-fourth .of the people requesting assistance need only counseling—and not
supervised pro-rating—io restore financial health.

This fact is of major significance and I feel it should be most carefully con-
sidered by this committee.

I have tried to give you reasons why mere regulations of professional debt
adjustors is not feasible, I have also tried to present the facts which have led me
t0 conclude that debt adjustors must be eliminated in the District of Columbia.

I believe that financial counseling is the only way that overburdened debtors
can be helped effectively and I would urge the local business community to give
serious thought to the establishment of a community supported consumer credit
counseling' center.

Thank you.
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ExHIBIT 4

] 9 . 1
| Credit SFdvicons, Tue.
SFINANCIAL MANAGEMENT
308 EVANS B8LDG.
1420 NEW YORK AVE., N. W,

| WASHINGTON D.C.
EX 3-78463

BONDED PROTECTION

set forth herein by CREDIT ADVISORS. INC.. so that we can resolve
eur financial affairs,

A review of our indebtedness indicates that we may make a dis-

tribution to all our crediters by ADAN=-\d5 your part being $ "
NNxy

Your cooperation in participating in this arrangement will be
appreciated. This will enable all of our creditors to receive their share
of our income monthly until such time as our indebtedness may be re-
financed or liquidated.

If this arrangement is unsatisfactory, please contact CREDIT
ADVISORS, INC.

A YA
NG Cona Nocos
AN ¥ }\\A\

|
\
|
We the undersigned do hereby request that you accept the terms

ADDRESS

s
QOur Account #m. Clip here and return lower section

"\s\\m\ AwdD Oxedie M

Our present balance s

Our records have been posted

Initialed by

#203

147
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ExHIBIT 6

W EERE - 02

[J ¢
Credet Aduisons, Tue.
FINANCIAL MANAGEMENT
30t EVANS BLODG.

1420 NEW YORK AV  N.W. ...
WASHINGTON O .[T;;?;\ 5 i 2 23
EX 3-7863

BONDED PROTECTION

We the updersigned do hereby request that you accept the terms
set forth herein by CREDIT ADVISORS. INC., so that we can resolve
our financial affairs. '

A review of our indebtedness indicates that we may make a dis-
tribution to all our creditors by _’Z‘_;_Z.your part being S_22.
. e

Your cooperation in participating in this arrangement will be
appreciateﬂ. This will enable all of our creditors to receive their share’
of our income monthly until such time 3s our indebtedness may be re-
“financed or liquidated. :

- {f this arrangement is unsatisfactory, please contact CREDIT
ADYVISORS, INC.

Janp_Gromesy
450} 8 pou reyrd @ Runn B
i _AXfomess

7‘7@7, B (2l t e

Qur present balance 3

Our records have been posted — e

Initialed by
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ExXHIBIT 3

Vi ZA T Y

[J 4
Credit s3duisons. Dece.
FINANCIAL MANAGEMENT
308 EVANS BLODG.
1420 NEW YORK AVE., N.W.
WASHINGTON D.C.
EX 3-7865

BONDED PROTECTION

We the undersigned do hereby request that you accept the terms
set forth herein by CREDIT ADVISORS. INC., so that we can resolve
our financial affairs.

A review of our indebtedness indicates that we may make agus-
tribution to al! our creditors by .‘:{___?_._your part being $

“Your cooperation in participating in ‘this arrangement will be.
appreciated. This will enable all of our creditors to receive their share
of our income monthly until such time as our indebtedness may be re-
financed or liquidated.

{f this arrangement is unsatisfactory, please contact CREDIT
ADVISORS,_INC.
1 GROMOES
4591 SF’o“r«mr‘e Run. T
At = Wress

Qur Account #’91]_7__3_03_. Clip here and return lower section.

Our present balance $

Our records have been posted

lnitiated by
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4482 Secured Transactions—Commercial Code Number 137—63
2-2-67 ‘

o

Introducod [=53

No Action

Uniform Commercial Code Status

[Table of Contents for Uniform Commerciul Code begins on page 4481.)

@© 1967, Commerce Clearing House, Inc.
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ENCLOSURE 3
FRAUDULENT ADVERTISING

It shall be unlawful in the Distriat of Columbia for any person, firm, associa-
tion, corporation, or advertising agency, either directly or indirectly, to display
or exhibit to the public in any manner whatever, whether by handbill, placard,
poster, picture, film, or otherwise; or to insert or cause to be inserted in any
newspaper, magazine, or other publication printed in the District of Columbia;
or to issue, exhibit, or in any way distribute or disseminate to the public; or
to deliver, exhibit, mail, or send to any person, firm, association, or corporation
any false, untrue, or misleéading statement, representation, or advertisement
with intent to sell, barter, or exchange any goods, wares, or merchandise or any-
thing of value or to deceive, misiead, or induce any person, firm, association or
corporation to purchase, discount, or in any way invest in or accept as collateral
security any bonds, bill, share of stock, note, warehouse receipt, or any security ;
or with the purpose to deceive, mislead, or induce any person, firm, association,
or corporation to purchase, make any loan upon or invest in any property of any
kind ; or use any of the aforesaid methods with the intent or purpose to deceive,
mislead, or induce any other person, firm or corporation for a valuable con-
sideration to employ the services of any person, firm, association or corporation
so advertising such services,

(May 29, 1916, 89 Stat. 165, ch. 130 #1.)

Mr. Sisk. Do we have a representative from the Metropolitan Wash-
ington Board of Trade? The witness will state his name for the benefit

of the reporter.

STATEMENT OF RALPH E. BECKER, GENERAL COUNSEL, METRO-
POLITAN WASHINGTON BOARD OF TRADE, PRESENTED BY
CHARLES C. COON, ASSISTANT EXECUTIVE VICE PRESIDENT

Mr. Coon. Thank you, Mr. Chairman.

My name is Charles Coon, Mr. Chairman, and I am the Assistant
'll*l‘xegutive‘ Vice President of the Metropolitan Washington Board of

rade.

Mr. Sisk. If there is anyone you would like to bring to the witness
table with you, you may do so.

Mr. Coon. We have a problem here this morning Mr. Chairman.
The gentleman who was to present the testimony for the Board of
Trade was the general counsel of our organization, Mr. Ralph E.
Becker. Mr. Becker at the last moment found himself unable to be
here this morning. If I have the Chalirman’s permission, I would like
to read the statement that he would make.

Mr. Sisx. All right.

Mr. Coox. Thank you.

My brief statement supporting passage of H.R. 98086, a bill to pro-
- hibit the business of debt adjusting in the District of Columbia ex-
cept as an incident to the lawful practice of law or as an activity
engaged ‘in by a nonprofit corporation or association, is in accordance
with the policy of the Board of Directors of the Board of Trade.

Committees of the Board of Trade have studied and reviewed the
matter of “budget planners” and “debt adjusting services” on severul
occasions during the last ten or twelve years. Policy to prohibit the
operation of these services was first adopted in 1958 despite, as might
be expected, the general basic attitude of business people in opposition
to outlawing businesses of any kind.

Inasmuch as Miriam Ottenberg of the Washington Star earlier this
year wrote a series of comprehensive articles on the operations of debt
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consolidating firms in the Washington area which have been reviewed
by the committee, I will not take the time to discuss the modus operandi
of such firms. Let me just say that in our judgment their services are
unnecessarily costly and often fail to solve the problem since reputable
business firms do not usually care to deal with them.

According to Miss Ottenberg, 21 states, including neighboring Vir-
ginia and the City of Baltimore, prohibit the operation of debt con-
solidating firms. This is an increase of six states in the last nine years.

We are also informed that debt consolidating firms are prohibited in
the Dominion of Canada. Since we understand there are twelve states
which regulate such operations in some way, it is perfectly clear that
the operation of debt consolidating firms has been a matter of national
concern.

In our judgment there are other and far more dependable services
available to those who are in debt. Banks, credit unions and small loan
companies operating under state or Federal control can be helpful
either in making cash loans to relieve pressures or counseling concern-
ing debt settlement without charge. The Legal Aid Society is also
available at nocost.

We recognize, however, that most of these agencies are not generally
used by our low-income people. Therefore 1t seems perfectly clear
that a free credit counseling service operated as a community agency
should be established here as it has been in many other large cities
of America.

In cooperation with District Government, we have joined with the
D.C. Chamber of Commerce in a study of alleged exploitive practices
by retailers. We are reviewing the possibility of the organizing of a
free consumer education service, similar to services established in other
cities. We have asked the Federal Trade Commission, District Gov-
ernment agencies, Better Business Bureau, Legal Aid Society and
the Neighborhood Legal Services to give us evidence of overpricing,
misrepresentation and bad credit practices in disadvantaged neigh-
borhoods to determine what recommendations can be developed for
lessening or eliminating such practices. The District Commissioners
have already announced that they will initiate free consumer coun-
seling service in the near future and this should include credit
counseling.

Tt is therefore apparent that steps are under way to provide the
kind of counseling services that are needed by people of modest means
who are in debt and there would therefore seem to be no possible need
for these commereial debt-adjusting operations.

That is the conclusion of his statement, Mr. Chairman.

Mr. Sisx. Thank you, Mr. Coon, for the statement this morning.

As T understand ‘your statement, there is a proposal to establish
some type of counseling or consumer service here in the District; is
that correct ?

Mr. Coon. Yes, sir.

Mr. Sisk. How far along is that effort at this time?

Mr. Coox. The District Commissioners have expressed their intent
to do this. We are cooperating with them and the District of Columbia
Chamber of Commerce by examining the evidences that we can get
of these kinds of practicesand trying to determine what the problems
would be in the establishment of a service of this kind. We only just
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within the last month or so came to this agreement with the District
Commissioners totry to be helpful in this.

There have been some meetings on this but we have got some distance
to go before we have any recommendations to make on this matter.

Mr. Sisk. Has the Board of Trade made any study or any specific
report on the activities of the Credit Adjustors in this area? Are you
or the Board knowledgeable of the experiences in this area in the
past few years? I notice your statement does not include any particular
mformation along that line. Knowing generally and having high re-
gard for the Board of Trade and your activities, I was wondering
1f you had a study committee looking into this matter.

Mr. Coon. I do not think so for séme time, Mr. Chairman. This state-
ment, I am sure, reflects a policy of the Board that has been established
for some years and has been periodically reviewed and in the judg-

‘ment of the members of our Board there has not been reason to change-

~.it, On that basis I would be glad to let the committee know further

on that, but I am not aware of any recent study of the kind that you
mentioned.

Mr. Swisk. The overwhelming majority of the business houses, par-

ticularly in downtown Washington are members of the Board of

Trade, are they not?
Mr. Coon. Yes, sir.
Mcr. Sisk. Are you aware as an individual or in 