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SATURDAY, AUGUST 24, 1963

U.S. SENATE
CO~irmf E oN BANKING AND CURRENCY,

SUBCOM31rht' ON PRODUCTIOX AND STABILIZATION,
L0 il/e, 'Ky.

The subcommittee met, pursuant to notice, at 10 a in' in the court-.room of the Federal Referee in Bankruptcy, Senator Paul Douglas,
chairman of the subcommittee, presiding.

Present: Senators Douglas (chairman), Bennett, and Simpson.
The CHAIRMAN. I would like to make a preliminary statement ortwo. I am going to request that there be no smoking in the r oom 'andsecond, no expressions of approval or disapproval. This is not a for-inal judicial hearing. It is a congressional hearing. We wanit to haveit as informal as possible so that the people will not feel overawed by.the surroundings, but we want to have it dignified. ' We'ask that thewitnesses be treated courteously and the Senators be treated with

Courtesy.
We will begin in just a minute or two.''

'I may say also it is our intention to hold an afternoon hearing aswell, and I think we are all staying over until tomorrow so that anywitnesses that aren't heard in the afternoon may have the opportunity
of being heard in the evening.

We would like to begin the hearing, if the photographers will tell us
'When they are ready.

Senator BBNNETr. 'While we are waiting for the!'photograph6rs,
since we are not under the pressure we were under yesterday, couldwe decide now about when we might break up for lunch, and for howlong a period? -The CrAir a. I would suggest, if it's satisfactory to my col-

leagues, that we break up at 12 :30 and convene at 2 o'clock.
Senator BENNE'rr. I'm sure that is all right.
The CHAIRMUM. The committee will come to order, The full Coin-'Mittee on Banking and Currency as well as the Subcominittee on Pro-duction and Stabilization has a-athorized the 'subcommittee to hold;hearings'in four cities outside of Washingtoji, D.C., subject to the

restriction that we will spend n ft more thail $4,100 in holding these
.hearings. , . ' . ",..'Last week wo held two hearings in New Yoirk Cit. on'Friday ,nd
Saturday. Yesterday we hei almost seven and a half hours 'of hear-ings in Pittsburgh, and today w6 airo fhdting in the verdant' city of
Louisville.
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We will hold hearings in a 'fourth city to be determined at a later
time, probably sometime in the fall.

We shall try to conduct these hearings with fairness. It is well
known that my colleagues and I differ on the merits of Senate 750, and
Perhaps at times this attitude may be displayed in the qu ioning or
comments which We may moke. '4t I want to assure both'sides that
we want to have them given the opportunity to presnt thei case, afid
we do not question the motives of-anyone who appears as a witness,
and indeed I cannot question the motives of my colleagues. I highly
value them personally.

Proponents of the bill have given us a list of some 13 witnesses, the
opponents a list of 6. but I understand the first 4 of those are coin.
bifed in panels of 2 each. But I guess we have as of now, four appear.
ances, but there may be a fifth.

It is my intention, therefore unless my colleagues object, to have
the proponents first, as is usually the case, but haVo them cut off their
testimony after the first three or four have testified, and then the op.
points this morning may have the floor and may put on two
appearances.

SenatorB3NNF,-ir. Do you think wo can do all of this this morning?
The CHAIRMAIT. We hope so.
Senator BENNMVr. I think we would like to have part of our testi.

mony on this morning because of the newspaper situation.
The CjI4ARMAX.- I may say that I always try to follow the principle

tlmit thopponents will haie' chance both morning and tlt ribon, so
that they may have full access to the news. This is what we did in
New York and in Pittsburgh. and it is, what we will do in Louisville.

I have no statement to make. If there are no further statements,
we will .ask the first witness, Mr. Patrick Kirwan, to take the stand.

Mr. 1irwan.
Is Mr.Kirwan here? Will someone go in the hallway. an1 call Mr.

Kirwan. please I
A SP'ECTATOR. Senator, may I make a suggestion, sir? There are

quite a few of us who, of course, would like to hear the proceedings but
because of the limitations of space in this room, the people in the hall
can't get in. uhe

Would it be amiss to suggest that we move to a courtroom?
The CHAIRMAN. I appreciate that suggestion and the spirit with

which it is made.
We wanted to hold the hearing in an informal courtroom. If. you

hold it in a huge courtroom, the witnesses might be overawed. We are
glad there is such a great interest in this bill, as evidenced by the large
crowd that has come out, and which we did not anticipate,'but all ar-
rangements have bken made to hold the hearing in this room, and we
sholl continue to hold the hearing in this room. .

Thank you very much.
Mr. Kirwan we are very glad to have you here. There are no

microphones, Isee, for you. I wondered if you would speak up so as
,many people as possible can hear you. .

702



TRUTH t IN, JDNG,--r19.03 _10.3

It is our custom in all of these hearing to havo the wit.w ses idetify
themselves first, with their name and addrfsa.,, ,, i

Senator BENN 1L'F, Is there an Otra ,microphOne, over ther t..
The CI]wiAN.- Do you have prep rdstatemet? ,) .,;

Mr. KIRWAN., Yes. .~

The CHAIRMAN. May we have copies ditr te. ...

(STATEENT .0! PATRIK K!RWAI*,- A T,: 4QKR J'q iAvs
HIGH SOH00IL LOUISVILLE, KY..

Mr, KmwAN, My name is Patrick Kirwan. : live here inLomus-
ville where I teach English at J. M. Atherton High School. I am
appearing here today as a consumer, a regular customer of a number
of merchants in town. - " . ...

Contrary to the statement a'le by the loc;-l c l r of commerce,
there is a lot of interest the hearings being held herb 'tday by, this
sujommittee. The hitter of full disclosure of interest costs has in-
terested me to the ppfnt where I started irqtigating the vars plans
available here in t6wn. .,-,,It is my conclusion that wpcnsu ers \oild all e better se v by
the enactment gi Senate ill 750. I4t me give yp 1(an example of, y
I say so. of Ky

During th course of my iv " -ns , creit p ns, I ca e
across two offered by Sears, Re &(0. esetwO plans provi
convincing evidence of te neea isclosure o rest ts in term
of a simple annual ii erest rat 6si this yr tick, I ave corn
up with sonr i g figr o ra he tWo-plans offered

consumer= the1963 ears su er fala,
In a minu I shall g to that, h t anda w low ..hat I mean. You

can see that n the lef Sears is laiiji revolving charge a}-
count plan, paragrah 2(A)(2,) ptei1n states c mrsi)ll
be charged 1Y2 recent per month on IM pid balance. e ll W
this represents annual rate of-17percet r ear.

On the right, e next page from the S c ta)og is repro lficed.
This is their "no ey down" p whicbI w s ow has som pretty
interesting credit ch es. ..

Incidentally, to get interest rate figures shown on chart you
have to use a pretty comp ted formula known as t constant ratio
formula. Then you have to &-onitpge the acth.J'm [mber o til thly
payments, which, you get by addingMW'credit charge. tlle/cash
price and dividing by the monthly payment. Once you do a you
plug in tho figures and come up with the interest expressed in terms
of a simple annual rate.

I might add that I used the lower price figures in, each category to
get the maximum charge payable.

Now lot me go.to the chart and explain the different credit costs,
and what I think-

The CIAIRMAN. May I come with you, too I
Mr. KIRWAN. Yes.
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'Now I am no authority on what is the proper interest' rate that
should be charged, and I don't intend to try to set .myself tip as an
expert on what should be an equitable interest charge. -

The CHAIRMAN. Mr. Kirwan, this bill does not attempt to find it
either. It does not fix any maximum rate.

Mr. KIRWAN. Yes.
But here we have these figures, starting with a lower principal

amoulinf up to $10, aninterest rate of 51A percefit;then $10 to $12.50
jumps to 63 percelit then from $12.51 to $15, it bounces down to 50.8
percent; and $15 to $20, to 48 percent interest. There is a gradual
reduction then as the 'amount of the loan or tli6 principal of the
finfanci "g-

Senator BEN Em%,. Will you tell the audience what that lowe.S rate
is? It's up to $10.

Mr. KiRWAN. Yes. Up to $10--
Senator BENNE-m-r. Total loan; with all the bookkeeping that has

to go into handle the total obligation against which you can only col-
lect or charge against $10.

At another point I'd like to-I'm not up at the chart., but another
point I'd like to get clear: Do you consider this interest?

Mr. KIRWAN. I consider it interest. Well, it's also interest and
what you want to call it, carrying charge ?

Seiiator BrNE'rr. But as you explained these, you have been saying
this is a 51 percent interest rate; this is a 48 percent interest rate. And
I assume that you consider all these charges interest.

Mr. KIRwAN. Senator,' I'm inclined to think that. the average con-
sumer would consider it on interest rate. In other words, if I bor.
rowed $10 and paid back $12, I consider that. the $2 P'mpaying back
is interest. I don't care whAt they call it. For all practical pur-
poses it is interest, at least, it is to me. ,

Senator BENNETr. That's the point I wanted to be sure of.'Mr. KIRw.%x. What fascinates me;most about these figures is ap-
parently when they worked out the rates, they indulge in quite a
bit of caprice. I cannot gee why there should be these charges of 51
percent, 63 percent, 50.8 percent; why there couldn't be some con-
sistency about the charges, interest or otherwise, that go into this
chart that they have.

The C 11AIRMAN. Here's one that's 24.2 percent?
fl. KIRWAN. 27.9.

The CATATRMAn. Here's one that adjusts to 27, goes down to 23.6,
goes u p to 23.5, 26.5.

Mr. KwmRA. In almost each category here where'the dividing line
are, the rate jumps up on the first one and then comes back down as
the nmonnt increased in each bracket.

The CIAIRMAX. What's the final interest rate?
Mr. KIRWAN. The firjal interest. rate gets down to 17 percent..,
The CHAIRMAN. Or finance charge ?
Mr. KmRwaN. Yes: 17.2.
The CHAMfAN'. That's for-
M. KIRwAx. That's for anything until P280.
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Another interesting thing about this Sears plan which I found in
going over these things-and incidentally I am a regular customer
of Sears; I have dealt with them for years and have no doubt that I
shall continue to be a good customer of Sears. But this plan, the one
that I mentioned in my prepared statement., is actually a much better
plan for the average consumer if h is going to be financing anything
in the neighborh'Od of $100 or $150 on down, because on this plan
it is only 18 percent, whereas on this plan, it rims as high as 50 per-
cent. After. you pass roughly, oh, $180 for financing, then this plan
becomes a better plan because it is a little bit less than 18 percent that
you pay back.

oThe CHAIRMAN; Mr. Kirwan, may I ask: have you ,checked your
figures? Are you certain that these percentages are accurate?

Mr. KRWAN. Yes, sir.
I'm not a mathematics teacher; I'm an English teacher. But I

believe I can compute these.
The CIIAR1AN., Have you gone over them twice?
Mr. KIRwAN. Yes.
The CHAIRMAN.: And the results are the same?
Mr. KIRWAN. Yes.
The CIIAMRA\N. And what about these others?
Mr. KIRWAN. Well, the same general principle applies in these

others. These of course-this plan for 24 months, up to 24 montlls
to pay; you might not take that long, of cou-se, on some of the smaller
loans. This is up to36 months.

Senator SIMtPso.N. When you say "this one," would you say-use
an expression like "homefurnishings" accounts and then for the other
one, use "applicance" terms, so we can differentiate between tho types
of accounts?

Mr. KIRWAN. All right, sir.
This one over here, 'up to 36 months, of course involVes the 'larger

appliances, the thing that costs, well, costs upto $500 on 'this chart.
Of course, it can be for amounts in addition to $500. If you want to,
Sears will furnish you with those figures.

The CHAIRMAN. Would you like to have this exhibit mado a part of
the record?

Mr. KIRWAN. Yes, sir; I would.
The CIARNirA-.. Without objection, they will become committee

insert.
Senator BBNNE' 1r. I want the record to clearly show that the an-

nual interest rates which appear on the exhibits (pp. 706 and 709) are
not part of the material in Sears catalog.

(The exhibits are reproduced as follows:)
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FOIR SEARIS ]RIEVOLVING

SEARS, ROEBUCK AND CO., PHILADELPHIA 32, PA.

In consideration of your selling merchandise to me on Sears Revolv- I will pay each monthly Installment computed ac-

ing CHARGE ACCOUNT, I agree to the following regarding all cording to the schedule at left upon the receipt

purchases made by me or on my Sears Revolving CHARGE ACCOUNT of each statement. If I fail to pay any installment

Identification* in full when due, at your option the full balance

1. I have the privilege of a 30-day charge account, in which case shall become immediately due.

I will pay the full amount for all merchandise purchased within 30 (C) You are to send me a statement each month which

days from the date of each billing statement. will show the unpaid balance for merchandise pur-

2. If I do not pay the full amount for all merchandise purchased chased, your time price differential computed on

within 30 days from the date of each billing statement, the fol- the balance at the beginning of each monthly bill-

lowing terms shall be-in effect: OIng period, and the amount of the monthly install-

(A) I will pay the time sale price for each item purchased con- 7/0 ment coming due.

sisting of: (D) I have the right to pay in advance.
(1) The cash sale price, and

(2) An amount of time price differential computed at of

the balance at the beginning of each monthly billinlriod,
until the full amount of all purchases and time price differ-

entials thereon are' paid in full.
(B) I will pay for the merchandise purchased in monthly install-

ments which shall bI computed according to the following (CUSTOMER'S SIGNATURE)

schedule:

If the unpaid The scheduled monthly

balance is: payment will be: Ar'P-DTrn

BALANCE
$10.00
15.00
20.00
25.00
30.00
35.00

1/10 of account balance

SEARS, ROEBUCK AND CO.

By

Date

z

$ .01-$ 10.00
10.01- 100.00

100.01- 150.00
150.01- 200.00
200.01- 250.00
250.01- 300.00
300.01- 350.00
Over $350.00



Print names of other members of family
NAME authorized to buy on your account
(PLS.ES PRINT) Duplicate identification will-be issued.

CITY 7ONE. STATE 2.
IS ACCOUNT DATS FINAL AT WHAT

PREVIOUS SEAE$ ACCOUNT? PAID IIJ FULL? ... J AYMENT MA0DE SEARS STORE?
WIFE'S NUMBER OF

AGE? MARRIED? FIRST NAME _ D EPENDENTS?

NOW LONG AT BOARD 0 MONTHLY RENT OR
PRESENT ADDRESS? OWN [ RENT [3 MORTGAGE PAYMENT $.. PHONQ NO._........____

FORMER ADDRESS (IP LESS THAN HOW
2 YEARS AT FRESeNT ADORES) LONG?

STET CITY
EMPLOYER .. ADORESS ANO STATE_ _ _ _

WEEKLY
NOW LONG? kocCUPATIOm? --EARNINGS $

FORMER EMPLOYER HOW
(IF LESS THAN 1 YR. WITH Pl*ENT EMPLOYER) LO"? Z__

NAME OP ADDRESS Or WIPE'
WIFE'S EMPLOYER WIFE'S EMPLOYER WSRTIY INCSMI $0

STREET CITY SAVINGS [

NAME OF YOUR SANK ADDRESS AND STATE_ CHECKING

IF A FARMER, HOW LARGE IS YQUR PARM? ACRES. - HOW MANY ACRES UNDER CULTIVATION?.

coo
EXPLAIN OTHER INCOME, IF ANY______

GIVE EELOW THE NAMES AND ADDRESSSS OF TWO STORES WITH WHICH YOU HAVE HAD Q.R EDiT DEALINGS OR TWO SUSINESS MEN WHO KNOW YOU

STREET CITY
NAME ADDRESS -0I STATE

STREET CITY
NAME --R-S - ND STATE

The information, above w ll be'kept strictly confidentM .
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no Money Down!1
BUY ANYTHING SEARS SELLS ON CREDIT-

AND MAKE NO DOWN PAYMENT WHATEVER

It's . Easy to
open an account

Simply answer the questions on back
of order blank, have the head of the
household sign it and mail to Sears
Or inquire at your nearest Sears
Catalog Sales Office or Retail Store
Catalog Sales Department. Just be
sure your order totals $20 or more.
Reiemn;br. there is no down pay-
ment required on anything you buy
from thi or any other Sears Catalogs.

It's Easy to "add-on"
to your account

No down payment and in many in-
stances no increase in monthly pay-
ments when you "add-on" orders to
your open account. "Add-on orders
must total $5 or more. Write on your
order "Add to my account" Show
account number and sign agreement
on back of order blank. Or, phone or
visit your Catalog Sales Office or Re-

.tail Catalog Sales Department

Use several aocountt
at once It you wish

You can use several Sears Easy
Terms Accounts at the same time -
each one is tailored to fit your partic-
ular needs
I Whichever you use, don't forget to
open a Sears Revolving CHARGE
ACCOUNT for your everyday neteds
(no minimum purchase required).
See preceding pages for all informa-
tion and special application form

On orders hpped by Parcel PoS. Irelat or erem spping car are added to your SearaYohg CbaM or Zas Payment Acmmt-

No so to u traimportatio Charge& for service or Installation of Sears merhandise-May also be added to your credit accomt.

-SEARS EASY TERMS -Up to 18, 24 or 36 months to pay

Up to 18 months to pay.
on anything you buy from Seai

MINIMUM PURCHASE
- 'TO OPEN AN ACCOUNT

s20oo

MINIMUM "ADO-ON"
PURCHASE,

$500

Up to 24 months to pay
on Home Furniahing;and these Items.'

AdiMaifeehio Os'S. pow -Teals
Afte weldma VISPOWN" Rumm aw psm
AtUe 7%= 0~ W.. a.. .d

AWU IPm Gat Trats OSYAWafIS
Cabinet fla" Nearing Aide 3mw PlOWe
Oullsm MNwepial Been TfleIwrter
D~imda JmwledWala Vaenqtsa 51D&
Dbw~aS M.UMo Vltef chala.
Draper-As MKlk (Owil Water Nqeahw
wwwwwsU' (.1004W) Waist Aaftaners

010.15 - Wiim tfe"IPI
Fand Fmiade Pbet.UbsauWll
Fw0mte V.~ Nmv -Fus~ an Ieb

tUp to 36 months to pay
on Appliances and these Items:

aM DOW.e

anon 11.1aW 5

and nomusist

43dm sad 3MW
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...---.. .............................



tTold CM mPis
(Il., Iy slo, ltOx

ond shipping choge,
less amw deo"ll

-m -1o 0Iato

to Ii
42%'

63.2
5 0.

to 48.'

36.

36.31.1

24.4

27.

26
23.

25.'
23.
22.

21.19.5
"28.2

18.9
18.1

17.4
1'7.4

17.:

p
6

t4

o
1

8

0

3
0

2
4
9
6

30.01 so 35.00
35.01 1o 40.0
40.01 tO 45.00
45.01 to 50.00

50.0110 55,00
5o.01 to 60.00

we Shall
AMd IFo

Pric
tAmount

Payable
Monthly, i If

If Total Cub roo
(plus any sales tax

and shipping charge,
1.1 Otty decousl)

we ohmlt
Add lor
Creditwe"

Au*Mt
Payable

Monthly is

i.E q~.
if Told Calk M
fplv, agny sales faxand shiplng charOe,

sless ny depolI i

We ShallAddI for,.

Credit
Prce

,, " I ...- "- ii_ _. I I

$1.25
1.50
2.00

2.50
3.00

3.50
4.00
4.-0
5.00

6.00

5 40.0110 4S.00 79.:
0 65.01 so 70.00 7. 18.

6 80.01 so 90.00 9.00 3.6 27.5

0 90.01 to I00.00 10.00 9.00 17.-
17.0

a 100.01 to 110.00 11.00 10.00 16.1
110.01 to 120.00 12.0 10.00 26."

2 120,01 so M30.00 13.00 10.00 26.'
1 16.€

S 40.01 so 140.00 16,00 1 M.6 0

160.01 to 13D.00 19.00 12_W 16.
2 180.01 to 200.00 21.00 O14.0 16.!
1 200.01 to 220.00 23.00 15.00 16.!

16.!
2 2.01 so 240.00 26.00 16. 00 .6.
240.01 to 260.00 30.00 17.002 60.01 to 2M0 33.00 -17.M 16::

Write for term. over $280.00

50.01 to 555.0
55.01 to 40.00 L

60.01 lb 65.00
65.01 10 70.00

70.01 to 80.00
80.01to 90.00
90.01 to 100.00

100.01 to 1O.
110.01 to 120.00
120.01 to 130.00

130.01 10140.00
140.01 to 1*0.00
160.01 to 180.00
I0.01 to 200.00
200.01 to 220.00

220.01 to 240.00
240.01 to 260.00
260.01 to 280.00
280.01 to 300.00
300.01 to 320.00
320.01 to 340.00
340.01 so 360.00
360.01 so 38000

380.01 to 400.00
40Q.01 to 420.00
420.01 to 440.00
440.01 to 460.00
440.01 to 480.00

480.01 to 500.00

56.50
7.00

7.50
o.00

10.00
12.00

14.00

5.00
17.00
19.00

21.00
24.00
28OD
32.00
35&00

41.50
45.00
48.00
51.00O
54-V
5720
.61.00

64.00
67.00
70.50

77.00

5.00

5.00

5.00
6.00
6.0
7.00

7.21
3.00
9.00
910-10.60

13.30
14.00
15.00
16.00
17.00
18.00

2,0O

21.0
23A00

'80.00'2400

Write for terms over $500.00

M5.01 so $55.00
55.01 to 40.0

$6.50
7.0

A-.-ns

Payable
MmIhly IS

-$5.00
5.00~

upD to $10.00 1
$10.01 so 12.50

12.51 to 15.00
15.01 to 20.00,

20.01 to 25.00
25.01 to 30.00

0.0 to 65.00 7.50
65.01 to 70.00 8.00 ,.00

70.01 to 8o.00 10.0o 5.00
30.01 o 90.00 12.M
90.01 o 100.00 14.00 5,0

100.011 0110.00 .16.50 5

120.01 to 130,00 21.00 4-,.0

130.01 to 140.00 '23.00 7.00
140.01 to 160.00 2.0' 7.M0
140.01 to 180.00 30.00 86
180.01 o 200.00 35.00 1900
200.01 to 220.00 39.50 10.0

220.01 to 240.00 44.00 10 ..
240.01 1o 260.00 49.00 I1.00
260.01 to 290.00 54.0o 11.M0
280.01 to 300.00 59.00 1200
300.01 so 320.00 64.00 13.00
320.01 to 340.00 70.00 2lm6
340.01 to 360.00 75.50 14.w0
360.03 Jo 380.00 81.50 14.0

380.01 so 400.00 87.% ?AM
400.01 to 40.0 9.50 15,60
420.01 to 440.00 100.00 16.00
440.01 to 460.00 206.50 16.60
460.01 so 480.00 113.00 17M

480.01 tso o.o 120.o 17O

Write for terms over to50.0

i

I . PI J

iI I

I 4 ,,, [15-1

1
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Mr. KIRWAN. Of course Sears put this out. I got these figures from
Sears.

Senator BENNEr. No objection.
I think both these pages are in the records, but I have no objection

to putting them in again.
The CHAIRMA N. Thank you very much.
One point I want to make: the home office of Sears, Roebuck is, of

course, my city of Chicago. It is a very honored company. In our
city a great many of the officers and principal owners of Sears,
Roebuck are personal friends of mine, and very honorable people.

One of the big revolutions in the retail trade, mail-order houses,
was when Julius Rosenwald in 1896, I believe, insisted that the catalog
be accurate and describe the quality of the goods. Up to that time, the
mail-order catalogs had notbeen very reliable, and it is a matter of
record that Sears, Roebuck, up until that time, had not been very
honorable.

In this mail-order catalog, Mr. Rosenwald insisted on a truthful
catalog and an accurate description of goods. It was predicted that
he would fail, and since then it has gone on to a great success.

Now I've been trying to convince the officials of Sears, Roebuck
for some time that they should do the same thing on their credit
charges that they have done on the quality of goods. Thus far, I
have been unsuccessful, but I have hopes that I may be successful in
the future. I hope that Sears, Roebuck will lead the procession for
the definition of true credit charges in both dollars and true annual
interest rate on the outstanding unpaid balance.

Mr. KIRWAN. I might add, Senator, that I consider myself a good
customer of Sears, because I think Sears does put out very high-class
merchandise, and I intend to remain a customer of Sears. But I
don't know of any reason why anyone should object to my knowing
or anyone else knowing what they are having to pay for financing
their purchases.

The CHAIRMAN. Do you have some questions, Senator Bennett?
Senator BENN Tr. Yes, I've got a nminber of questions, Mr. Kirwan.
Turning first to the chart to which you first referred, the customer

is told in dollars, is lie not?
Mr. KIRWAN. Yes, he's told. Well, lie can figure it in dollars.
Senator BENNETr. He doesn't have to figure. lie Just reads the

chart and he is told in dollars how much lie has to pay for the service.
Then Sears, for whatever reason, makes the same

Wait a minute. I could be wrong.
It says: We shall add for credit price a certain number of dollars,

except in the lowest category (from $1 to $10) where they say we'll
add 10 percent, so if'it's $9 they will add 90 cents; if it's $5 they will
add 50 cents. And they said, if it is $19 to $12 they'll add $1.25. And
if it's $12.51 to $15, they will add $1.50. So the chart does tell the
customer how much he will pay iii dollars for that service, lie
doesn't have to figure as far as dollars are concerned; le is told.

Do you agree with that?
Mr. KIRWAN. Yes, I do.
Senator BENN-IT. OK.
Now, you are a n English teacher?
Mr. KIRwAN. Yes, sir.-
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Senator BNx-r. I graduated in English. That was my major
and so we at least have that background. And I taught in high school
the first year I was out of college.

As an English teacher, I am sure you have frequent opportunity to
use a dictionary.

Mr. KIRwAN. Yes, sir.
Senator BEigNN1r. Have you ever looked up the word "interest"

in a dictionary?
Air. KIRWAN. I don't recall whether I have or not, Senator.
Senator BENwwTr. If I were to read you what Webster's new inter-

national 1944 edition says on interest, you would think this might be
a pretty good place to go?

AMr. IRawAN. I have plenty of confidence in Mr. Webster; yes, sir.
Senator BENrNrE. Page 1294 in that dictionary says this:
Most economists agree that int-rest has two meanings, a certain relatively

fixed rate representing pure payment for the loan of money which Is called net
Interest--

Now, isn't this the thing you are thinking about when you say
"interest," when you say Sears is charging 50-percelt interest? Once
your tongue slipped and you said that Sears will loan you money at
these rates. They don't loan you money but they'll certainly sell you
merchandise.

But when you're thinking of interest you are thinking of interest
in terms of a saving and loan association paying a depositor, which
is a pure payment for the use of money. Is that right?

Mr. KMWAN. Yes, I think that is true.
Senator BENwNmr. But when you are talking about Sears you are

also thinking the same way; but let me go on with the definition:
"and the larger and more variable sum"-which the dictionary calls
"gross interest," which includes one or more things beyond a rate for
the loan of money, and the dictionary says: "including payments for
risk, depreciation, et cetera."

In other words, there is a difference between interest which is only
for the use of money-and I'm afraid that's what most people think
about-and interest as you used the term, and as Senator Douglas
used the term this moring-

The CHAIRMAN. Now just a minute.
Senator BENNmTT. He corrected himself. His tongue slipped and

he said 'interest," then he went back and said "simple annual rate."
The -oCAnMAN. Since my name has been brought into it, let me say

it is not the intention of this bill, nor is it the intention of the spon-
sors of the bill to decide on the question of net profit or net interest-

Senator BENNIMr. I didn't say "net profit."
The CHAIRMAN. Just a minute. [Continuing :]-to the lender. It

is our purpose to find out what the gross charges are to the borrower
or the buyer.

Senator BENNm'-r. Well, will you allow me to complete my investi-
gation?

The CHAIRMAN. Certainly.
Senator BENNETr. He's just confusing it now. But the record will

show that up to this point, both the witness and the Senator, looking
at the Sears chart., have referred to these charges as "interest." The
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Senator corrected himself and said it meant finance charges, but the
witness did not correct himself f.

Now let me read it to you from the bill. The bill says:
Any creditor agreeing to extend credit to any persons-

well, this is revolving charge. What you were looking at was not re-
volving charges. It is on page 3:

Except as provided in subsection (b), any creditor shall furnish to each person
to whom credit is extended, prior to the consummation of the transaction, a clear
statement in writing setting forth, to the extent applicable and in accordance with
rules and regulations prescribed by the Board, the following information-

(1) The cash price or 'lelivered price of the property or service to be acquired;
(2) The amounts, if any, to be credited as downpayment and/or trade-in;
(3) The difference between the amounts set forth under clauses (1) and (2);
(4) The charges, Individually itemized, which are paid or to be paid by such

person In connection with the transaction but which are not Incident to the
extension of credit-

Now stop and listen to that again:
You must add to the figure which eventually will be figured as the

simple annual rate, all charges, individually itemized, which are paid
or to be paid by such person in connection with the transaction but
which are not incident to the extension of credit.

The CHARMAN. Senator, may I say that-
Senator BENNETr. Yes.
The CHATRMA'. Of course those charges which are not incident to

the extension of credit are not used in the computation of ti true aver-
age annual rate on the outstanding balance. It is only those charges
which are incident to the credit transaction.

Senator BENxE'1'. Well, will you tell me where those charges are
taken out of the total? You must itemize them.

The CIHAMMAN. No. 6 is finance charge. The finance charge works
in terms of dollars and cents. And then farther back, at the bottom of
page 2:

"Finance charge" means the sum of all the charges (including but not limited
to Interest, fees, service charges, and discounts)-

Senator BENNCrr. All right, then. This is a better place for me to
work from.

The CHAIRMAN. Just a moment. [Continuing:]
which any person to whom credit is extended incurs in connection with, and as
an incident to, the extension of such credit.

But if it is not incident to the extension of the credit, then it is not
included.

Senator BENNrr. All right, then, the bottom of page 2:
"Finance harge" means the sum of all the charges (Including, but not limited

to interest, fees, service charges, and discounts) which any person to whom
credit is extended Incurs In connection with, and as incident to, the extension
of such credit.

Now my point, and I am sure the Senator will not agree with me,
is that Sears incurs a lot of other charges in extending this credit
which are not simple interest. They incur charges for posting the
account; they incure charges for mailing your statement every month,
which, with today's stamp, costs a nickel; and they incur charges
to maintain a credit bureau, a credit service inside the store to know
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whether you are worthy of being trusted with this amount. It isn't
everybody that walks in off the street and just says: "I want to buy
this for that purpose." These are charges incident to the extension
of the credit.

And I submit that it is not truth to say that these charges that are
found on our first chart are simple interest. They are rather, by Air.
Webster's definition gross interest.

Mr. KIRWAN. Weil, Senator, I don't think many consumers are going
to get out Mr. Webster's dictionary when they go in to buy an item.
If the item costs $100, and that is what the advertised price of it is,
and they finance it, and they pay a total cost of-I don't care whether
you call it interest or what you call it-if they pay $110, they figure
they have paid $10 in interest, carrying charge, whatever you want.
That's what they are interested in.

The CHAIRMAN. This is the point I wanted to make. This is the
thing that confuses the person who relies on what the Senator calls a
"simple annual rate." He figures that Sears should be able to furnish
all these charges on the same basis that a credit union or a bank loans
him money, and that it is fair to compare a charge made in a store
which has all these additional services to furnish, with a charge made
when someone comes in and borrows a very large amount in one par-
ticular installment.

Now Sears tells you the number of dollars that you are required
to pay. The Kentucky law tells you the number of dollars that you
a.e required to pay, and you can make your decision. Many witnesses
have said in the many hearings we have held-

Senator B NNmv. Didn't the witness just say that if you are inter-
ested in dollars you are required to pay, Sears tell you, and if you
think they are too many dollars, you can go and check somewhere e so

fy point is, and I'm glad you brought this up early, thqt it is not
truth to compare, as most people do, automatically, because I agree
they don't go to Webster's; they are not conscious of the fact that
this bill requires the seller to include in the figure which he transfers
to a rate, a lot of charges that the bank does not, or the credit union.
It doesn t figure in because it doesn't have them. Now let's go to the
other side.

I would like to come up here to the exhibit so I can be sure of read-
ing the Iinguage we are talking about. For the people who haven't
been tra ,eling around with us, may I say there have been hours of
discussion between Senator Douglas and me and between us and
our witnesses as to the meaning of "revolving charge account." Lot
me read the language that's here in the exhibit. It says:

I will pay the time sale price for each item purchased consisting of: (1)
The cash sale price, and (2) an amount of time price differential.

Now what is "time price differential"? Is that interest?
fr. KIRWAN. Areyou asking me, sir?

Senator BENN=T. Yes.
fr. .KIRWAN. I think to the average consumer that's what it is

going to be. But have you read the Kentucky law? That very care-
fulliy sets forth that the time price differential is not interest.

The CHAnrAN. May I interject.
Senator BENNYEIT. Sure. I knew you would.

713



714 TRUTH IN LENDING-1963

The CHAIRMAN. The time price differential was designed as a, means
of avoiding the usury laws which fix 6 percent in most States as the
maximum rate. Now- [Laughter.]

Senator BziNrr. But it is not interest. All right. Let me go
back. This is an English teacher who is used to the exact meanings
of words, and one of the basic sources of disagreement on this bill
rises out of the point I am trying to make. fany people feel that
a merchant should be able to provide all his services at a price which
can be compared with the price a bank charges for a fairly large single
credit transaction.

Let's read more of this:
The amount of time price differential computed at-

This is the way 0, time price differential is computed-
1% percent of the balance at the beginning of each monthly billing period, until
the full amount of all purchases apid time price differentials thereon are paid
in full.

This doesn't say 1 percent for the privilege of using credit for 1
month because, in a revolving charge account, the balance changes
from Jay to day. The balance at the end of the month is not the same
all through the month as is the case in a credit union loan which is
paid. One payment is made once a month and no additions are made
to the charge.

Now, getting down to semantics we are getting down to the point, as
I say, over which we have argued. You can't argue 11/ percent, you
can't multiply 1 times 12 and get 18 percent and have a true state-
ment of the actual charge the customer pays for the simple use of
money or credit during the time this account is running, because he
can buy at his own choice, he can pay at his own choice.

Yesterday we had a demonstration, or I put into the record a dem-
onstration of the amount of the actual rate the customer pays on a
revolving charge account, which rate depends on the day of the month
on which the account comes up to be balanced. So I think when you
say we assume that 11/2 times 12 is interest, and then when we assume
that 1 times 12 automatically produces 18 percent, that you are
making an assumption that is false. Under the bill, ii it is adopted,
every lender must himself prove the cost to every customer, because
under the bill, assuming that he agrees with Senator Douglas, and he
makes the statement at the beginning of the time, or when he opens the
account, that 11 percent a month is 18 percent a year, then under the
bill, at the end of every month he has to send the customer a statement,
and that statement has to be calculated not before the fact, but after
it. And that is to show the actual simple annual rate created by the
transactions inside the month.

In the examples we used yesterday 4f the particular account had be-
longed to a man whose initial was ?D" and it came on the third or
fourth day of the month in the cycle billing, his statement would have
shown a true interest earning of 9 percent. But without any change
in the figures, if his name began with "P" and it came in another
point in the cycle billing, the true interest rate was 121/g percent.

The CHAIRMAN. Senator, I hope you will forgive me if I say I'm
not quite certain whether Mr. Kirwan is the witness or whether you
are the witness. [Laughter.]
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I thought we reached an informP.1 agreement that no witness was to
take more than 15 minutes. I believe Mr. Kirwan took 7 minutes, and
I believe you took something like 20 minutes.

We would like to have permission to put on the proponents rather
than have the proponents time taken over by excessively long state-
ments by the opponents. I say that with courtesy.

Senator BENNET. I know. [Laughter.]
I feel the same way.
If this testimony were left unchallenged, it just makes these flat

assumptions. It says we all know that this represents 18 percent.
Mkfr. KIRWAN. You haven't convinced m4 yet that it doesn't, Senator.
Senator BENNmrr. I don't expect to, because as my father used to

say, "A woman convinced against her will is of the same opinion still."
But I don't know what more definite evidence can be shown. If, you
can be shown on a single account, without varying, except by vtiryig
the day of the month on which the account is totaled and the bill is
rendered, you make a change in the rate from 9 to 12 percent, this
should indicate that it is not 18.

Mr. KIRWAN. One final remark I'd like to make, and I'd like you
to think about: Why is there so much caprice in these various items?
Why can't there be a consistent,-

Senator BENNL=r. I think I can giveyou the answer.
In developing a chart like that, they try to round it out, in this

case, in the small end of the chart, to 25 cents, $1.25, $1.50, $2. Then
they round it out to $2.50, $3, $3.50, $4. That is where the "caprice"
comes in. It's an attempt to round out the amount. I think the cus-
tomer would be confused if you say to him, if you buy something for
$25 your annual charge is $2.57, and if you buy $23, why your annual
charge is $2.31, or something to that effect. People think in round
terms, and that I'm quite sure is why it is that way; and these two
charges are simply bracketed together for convenience and simplicity.

Senator Sn3rPsow. Mr. Chairman, just one question.
Mr. Kirwan, are you intimating that the 11/2 percent charged iscapricious? Is that your point?
fr. KIWAN. Oh, no. I'm talking about the other charts, where it

varies up and down.
Senator SiMPsoN. There is no contention about what the 1/ 2 -percent

charge is?
Mr. KnRWAN. Oh, no. I think that is one thing- it's perfectly clear

to the customer-in the revolving account it's quite clear to him what
he is paying.

Senator ENNErr. Let me point out, too, if you tried to apply ex-
actly the same rate to ever possible variation, you would not have
a chart that doesn't fill a little less than half a page. You would
have a chart bigger than a Sears, Roebuck catalog itself.

The CHTArRMAN. Thank you very much, Mr. Kirwan.
Our second witness will be the very distinguished citizen of Louis-

ville, Judge S. W. Kellerman.
I'm afraid we kept the judge out in the hallway.
Senator BENwNErr. Let's clear out because this is his court.
The CIAn AN. I hoped that we had a seat for you here. I repret

that you had to stand outside. We are here by your courtesy, and we
appreciate your presence very much.
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Judge K ERmAw. That's all right.
I don't know if you are having any trouble with the acoustics. I

hold court in this room. Perhaps some of these people back here
can't hear.

It would be my suggestion, and you can check, that if I move around
on that side all you gentlemen could hear me, and the people here
could hear.

The GCIAMrMAN. Do as you wish.
Senator BENNETt. That's much better.
Judge ILLERMAN. I think everyone will hear better.

STATEMENT OF S. W. KELLERMAN, IR., REFEREE IN BANKRUPTCY
FOR THE U.S. DISTRICT COURT FOR THE WESTERN DISTRICT
OF KENTUCKY

Judge KELLERMAN. My name is Kellerman. I am S. W. Kellerman,
Jr. I am a referee in bankruptcy for the U.S. District Court for the
Western District of Kentucky. My area encompasses an area of 55
miles on each side of the straight line, running from Louisville to
Bowling Green, Ky., and encompasses 28 adjacent counties. I was ap-
pointed referee in bankruptcy in July 1962.

I graduated from the University of Louisville School of Law in
February of 1950, and entered the general practice of law in October
of 1950. Since 1950, I have been associated with this court in various
capacities; as attorney for the trustee, as a trustee, as attorney for the
bankrupt, and as attorney for creditors. Now during that time I have
handled approximaely 4,700 cases.

Now since I became referee in 1962, I have presided over approxi-
mately 1,600 cases. I have been intimately acquainted with 6,300
cases that have been filed here in this district.

Now our records go back to 1898. We have had roughly 29,500 files,
so since that time I have participated in some 22 percent of all cases
filed here in this district.

Tle records of this court indicate that in 1950, when I became ref-
eree, 214 cases were filed in the entire year. If the present caseload
continues and we project the number of cases that we will hear this
year as well as those already filed, it is conceivable that we will have
approximately 2,300 cases filed here.

The CHAIRMAN. Judge, 7 months of 1963 have passed. Could you
give us a rough figure of the number of cases filedthus far?

Judge KELLERMAN. A approximately 1,400. In the month of May
we had 207 cases filed andkeeping in mind that in all 1950 we had 214,
we are running almost as many cases a month now as we did the en-
tire year in 1950.

The CHAIRMAN. Now let's nail that down a little-200 cases a month,
12 months in a year; you estimate that it would be approximately
2,400 cases?

Judge IFLLIERMAW. I think 2,300. There ar seasonal adjustments
from time to time.

The CnAI11[Aw. As compared to 214 in 1950 for the entire year?
Judge KELLERMAN. Yes.
The CHAMAN. So it will be roughly from 11 to 12 times as many

cases now as in 1950?
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Judge KELLERIAW. That's right. And we can only project these

figures into the future. We have nothing to go on definitely.
The CIIAIRMA. What percentage of these cases are personal bank-

ruptcy cases as compared to business bankruptcy cases I
Judge KELLERMAN. Approximately 95 percent.
The CHAIRMAMN. Ninety-five percent are personal bankruptcy cases?
Judge IELLERMAN. Yes.
The CHITMAw. Not business bankrupty?
Judge KELLERMAN. Wo call them nonbusiness bankruptcy.
The CHAIRMAN. Ninety-five percent?
Judge KELLERMAN. Yes.
The CAIRMIAN. Thank you.
Judge KELLERMAN. All right, sir.
As you gentlemen will realize, the bankruptcy law was promul-

gated by the U.S. Congress which relieves a person of all legal obliga-
tions for payment of all indebtedness he has.

In my experience in this court, approximately 60 percent of all
bankrupts are under 35 years of age, approximately, and I might add
are either unskilled or semiskilled laborers. Approximately 60 per-
cent of the petitioners lack a completed high schbol education, and
40 percent of these men lack a grade school education; that is, after the
eighth grade. Many of these indicate to me that they have less than
a fourth grade education.

The CHAIRMAN. Now are these people with less than an eighth
1rade education or less than a fourth grade education confined to the
foreign born?
Judgo KELLERMAN. No, sir. They are native born. I'd say native.

We have a rural community that gravitates toward Louisville.
Senator BFNNEVr. You have a very small foreign born population

in Kentucky, I would think.
Judge KELLERMAN. In my opinion; yes, sir.
The CITAMIAN. These are mostly native born ?
Judge K1mCrAw. Kentuckians, but very few of them are from

Louisville. These are all opinions.
The CHAiMAN. Based on wide knowledge.
Judge KELLERMAN. Yes, sir.
As you readily see, a good many petitioners lack a formal education

and consequently are easy prey to persons exploiting them through
sharp business practices.

Senator SInpsoN. May I ask right there, Judge Kellerman. are
some of those practices so flagrant as to be violations of interstate law?

Judge KELLERMAN. In my opinion they are not,, Senator.
For example, our interest rates for small-loan companies are set by

State law. That's a hard figure.
Senator BENNYI'T. But people go bankrupt even though they bor-

row at rates permitted by State laws ?
Judge KELLERMAN. That's right,
Senator BLNN=T. You know this bill sets no limits on rates.
Judge KELLERMAN. That's right.
Now I'm not concerned with the actions of the stupid, I mean to

this extent: If I were to lend a man $1 today and lie were to agree to
pay me back $2 toro-ow, that's his prerogative. If, however, a per-
son who is ignorant borrows money and because of a lack of education
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is tricked into signing a document calling for a high interest rate, that
person must and should be protected by an appropriate law.

Senator SnIpsoN. If he is tricked into it then the trickster would be
subject to criminal law there, would le not i

Judge KELLERMAN. It's a question of trickery, Senator, and it is
a question of lack of knowledge, and it is a question of the language
being couched in language even an educated man couldn't ascertain
the true interest charge.

You indicate to me when you want me to proceed. I don't want to
interrupt your questions.

Senator SrrtsoN. You go ahead.
The CiAiiAN. You're doing fine, Judge. Go right ahead.

[Laughter.]
Judge KELLERMAN. My personal opinion is that the most unfor-

givable of all crimes is to extract an unfair profit from the sweat of
the workingman's brow by exploiting his ignorance.

Bucau,% the Board of Aldermen of the City of Louisville has failed
to enact a truth-in-lending ordinance, and because the Kentucky Legis-
lature has failed to enact a similar State statute, I believe that the
Federal Government should enact a law requiring truth in lending.

Approximately 95 percent of the bankrupts in this court list at
least one lending agency. Approximately 50 percent of the bankrupts
list from two to four. And just last week one man appeared who had
nine lendingagencies that were creditors of his.

Senator BENNeTT. Maybe they'll go bankrupt. [Laughter.]
Judge KELLERMAN. By simple calculation he had take-home pay of

$214 a month and his payments ran $216 a month. However, I think
the man must have figured on living on fresh air and excitement.
[Laughter.]

Senator BENNE2r. But you say you are not concerned with the
stupid?

Judge KELLERMAN. That's right.
Senator BENNErr. You don't think this man was stupid?
Judge KELLERMAN. I do think he was.
The CHAIRMAN. Now wait a minute.
Judge KELLERMAN. You sit here and you weigh, Senator, who was

more stupid, the man who buys,'the ignorant man that buys, or the
learned seller who sells to a man who knows he can't pay? You have
mixed emotions. [Laughter.]

Senator B.NNr. Just in that same case, this man may have been
stupid, but I cannot believe he was able to conceal from the people
who loaned him money the fact that he owed money to eight other
finance companies.

Judge KELLERMAN. Senator, I-
Senator BENNET. You don't know and neither do I.
Judge KELLERMAN. When I practice law I get into things like that,

but as I sit on the bench, I confine my statements to testimony.
I wish I had known the question would be propounded, I might

have inquired and I would have given you an answer.
Senator BENMr. I think itis a natural assumption that there was

some breakdown in communications because no businessman would
put himself in a position where he was expecting to be paid out of
income which was $100 a month less than the obligation.

Judge KELLERMAN. Yes.
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The CrAMrMA. Judge, do any of these lending agencies tell' them
what the true annual rate of the finance charge is on the unpaid
balance?

Judge KELLJERMAN. They indicated to me that they signed these
documents. Many documents are signed in blank.

Senator BENNErr. That's a violation of Kentucky law.
Judge KELLERMAN. It may be. I'm not acquainted with that.
Now the following statements were actually made in this court by

bankrupts. The names of the creditors and the bankrupts are omitted
for very obvious reasons. I hope you will bear with me, but here's
one case now.

This man came in and this is sworn testimony that developed from
the stand here:

An official of a small loan company told this bankrupt that the in-
terest was 3 percent. What lie was not told was that this was a
31 2-percent per month deal rather than per year. The bankrupt had
a sixth grade education. Xnd he stated that he would not have bor-
rowed the money had he known the true interest rate.

The C-nrAM'Al. Judge, at 12 months in a year, this meant that the
true rate was 42 percent a year. 13 that correct?

Judge KELLERM AN. Yes, it is.
Now that's graduated. I think when it is over $150 it is 3 per-

cent; then when it drops down to less than $150, it becomes 1 per-
cent. I may be corrected there.

Senator ISEN Nr. It is the other way around.
Judge KELLERMAN. Reverse. Excuse me.
Senator BENNET. When he borrows a small amount, his rate is

high. Then when he gets up higher, it reduces.
Judge KELLERMAN. Yes; I stand corrected. I'm sorry.
The CHAMRMAN. Is this common, do you think, Judge, of people

paying the full rate of 31/2 percent a month, or 42 percent a year?
Judge KELLErTAN. In most of cur small loans that's the set rate.
The CHTAIRMAN. In other words the maximum rate becomes the

verbatim rate?
Judge KELLERMAN. Yes, sir.
The CHAIRMAN. In other words, it's not merldy a feeling which a

few finance companies reach but it's the prevailing rate which the fi-
nance companies charge. Is that correct?

Judge KELLERMAN. Yes.
Senator, if I might say, these are statements which have come to me

in the past several years. But may I make the point that the Ken-
tucky law puts a limit of 20 percent as the highest charge that can be
made.

The CHAIRMAN. In small loan companies?
Senator BENNmr. The petty loan act provides that on loans up to

$150 the maximum rate is 20 percent..
The CHAIRMAN. A year?
Senator B rr. Yes, sir.
The C AIRMAN. Add on or discount?
Senator Bt.TNF-r. This is just a loan. You go in the bank and

borrow the money.
The CHAIRMAN. Well, an add-on loan or a discount rate, as you

know, where the rate is charged on the original amount of the obliga-
tion and not on the unpaid balance, such a rate is only one-half, ap-
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roxiinately, of what the txma annual rate is on the outstanding unpaid
alance. So an add-on or discount rate of 20 percent is aa approx-

imate rate of 40 percent; isn't that right?
Senator BErNmr. I'm wrong. This is computed on the hill amount

of cash advance, though repayable in installments, so thigq is 40 pzr-
cent.

The CHATIRAN. I'm very glad we brought that pointe up. [Laugh.
ter.]

Senator BENNrT. You see, I'm trying to get truth even tliough my
face might be momentarily red. [Laughter.]

The CHAOIRMA. This i s something we all try to do, and I will try
to follow your example. [Laughter.]

Senator SIMpsoN.. Judge Kellerman, I was interested in what you
are saying about these people not understanding. If the words are not
intelligible to them, would percentages or dollars be more meaningful?

Judge KELTA MAN. In my opinion-I always have to say "in my
opinion," most people realize 6 percent is an ordinary interest rate, and
most p ople borrowing money are willing to pay the 6 percent a year.
In my opinion, if this is inserted in this contract that it would put
this man on notice that he is paying a higher interest rate per annum
than he expected to pay.

Senator SIMrso,. In your work you haven't had the time to assist
in following up violations of the lav, for instance, in the bankruptcy
field?

Judge KILLERMAN. We are interested in administering adjudication
of this nature in a judicial manner and the men who come in here as
petitioners all have attorneys, and if the attorney feels that there has
been a violation, then we feel it is up to him to report the irregularity
to the State banking committee.

The CH AI ,MAN. Please continue.
Judge KELLERMAN. Now the next case concerns a man who owed a

loan company, and he asked how much the interest rate was. And the
ma. told him that it was 6 percent, plus a little more.

The CHAIRMAN. How nuch is a little more, Judge?
Judge KELLERMAN. It was a small lending agency and iu would be

extended out to your 20-percent figure or your 42-percent figure.
The CHAIRMAN. In other words, not at 6 percent but at 40 or 42

percent; is that right?
Judge KELL.ERMAN. That's right.
The CHAIMAN. So the "plus a little more" was 34 percent?
Judge KELLER M A. That's right.
TheCHAIR-MAN. 1 would say there is lots of "plus" in there but not

nmch "little more." .Judge KL.PrAw. The above examples are repeated time and

time again. I have two cases here irl which I have discussed those
two points.

Now in our office here we have approximately 3,500 cases and we
can just take these 2. There is very little difference between these
2 and any 1 of the other 3,500 cases which I have.

At this int, would ,ou-
Senator BENNFT . : onu want your testimony to indicate that

3,500 people went bankmpt because they borro' 'd money at rates
higher than they thought they were paying?

BEST AVAILABLE COPY
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Judge KELLERMAN. Yes, sir, because I feel this-way-
Now wait a minute, Senator. I don't want to get off base here.

[Laughter.] There are certain things that cause bankruptcies.
Senator BENNmET. That's right.
Judge KELLER AN. One of them is marital difficulty. Another one

is an abnormal medical expense; they are abnormally high. There
are such things as sickness and layoffs and thing like that. But once
these things take place, they start to trek to the loan company and
that borrowing money to pay off this indebtedness is like drinking
yourself sober. Itcantbe done.

Senator BENNjEr. Are you speaking about that-
Judge KELLERMAN. Of the 3,500 cases I have to state that with the

exception of those with marital problems, and those with abnormal
medical expenses and strikes and layoffs and things like that, I would
say that at least 2,200 of these cases here, I would say-I have no way
of checking-but 2,200 are caused by abnormally high interest rates.

The CHAIRMAN. That's 40 percent of the total number.
Judge KELLERMAN. Yes, sir.
Senator BENNM-r. You didn't say anything about the garnishment

laws in Kentucky. Do you think this contributes to the bankruptcy
situation?

Judge KELLERMAN. In my opinion it does, because the garnishment
laws were written in 1892. Our entire exemption statutes were written
then and where, for example, we can't find anywhere in the law that
a refrigerator is exempt-it is 'xempt., the homestead exemption in
Kentucky only applies for $1,000. In 1892, the entire house cost
$1,000.

Our wage exemption law-incidentally, we still exempt oxen and
so many chickens. [Laughter.]

Senator BENNETT. A man who goes bankrupt better go and buy
some oxen.

The CDAIR.MAN. Where would he keep them in Louisville?
[Laughter.]

Senator BE]3NNmv. At Churchill Downs. [Laughter.]
Judge KELLEMAN. As to your question, the wage exemption in

1892 was probably the most advanced exemption statute in the United
States because it allowed a $67.50 wage exemption per month. Now
it is conceivable that much can be made in half a week. So because
of our antiquated statutes, a good number of these cases are the result,
the direct result of garnishment.

Senator BENNE-T. If the garnishment statute in Kentucky were
brought up to date and made more comparable, for instance, with the
statutes we faced yesterday in Pennsylvania, would that change the
number of bankruptcies?

Judge KEALEIMAN. Yes, sir.
Anything we could give this men-supposa we go back and bring

this exemption statute so it is as tzdvanced today as it was in 1892.
We would exempt $125 a week, or $600 a month. There would be no
garnishment and in my opinion it would diminish the bankruptcy law
entirely. It depends upon what the exemption statute for wages
would be, but if it is advanced and it keeps up with the cost of living
as it has changed from 1892 to the present, it would diminish the
bahlkruptcies, in my opinion, at least 50 percent.
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Senator BEiNN-r. Wouldn't it b,.ve a much more beneficial effect
to change the garnishment law theit to pass the Douglas billI

Judge KAM.RMAN. In my opinion, both should be done,
Senator BENNmEr. You are a good politician. [Laughter.]
Judge KELLERJMAN. No, sir; I'm not. I'm the world worst,
The CHAIMMAN. May I say this? We want to get through the

morning, and as my colleagues told the witness, I still have some time
to complete. We want to have a chance for the remaining proponents
and for the opponents to be heard. I wonder if we could hold our
questioning to a minimum.

Judge KLuRL RAx. All right, sir.
Senator SiMPSON. Mr. Chairman, I seldom consume as much of

the time as you or my colleagues do.
The C'IAMMA. That's right.
Senator SiMPsoN. I would like to be entitled to one.
The CHAIRMA . Certainly.
Seantor SIMPSON. I noticed the distinguished background and I

have a high regard for this gentleman's testimony. I was going to
ask, Judge, do you have any right under the bankruptcy statutes of
Kentucky to declare contracts void that are in violation of State
statutes?

Judge KFLLERMAN. We have none. We have to take the bankrupt
as we find him with the documents that he has signed.

Senator SiMPSON. Do you think it would be helpful to you if you
had the right to declare it null and void?

Judge KELLER3AN. I think not.
Senator SIMPsoN. You don't think so?
Tudge lKEMEMAN. No, sir.
Senator SIMPSON. I know in some States it works out very well.
Judge KELLERMAN. It may in some States, but I don't, believe that it

would here at all.
Senator SImPsoN. Thank you, Mr. Chairman.
You were up near the top of the page.
Judge KELLRMAN. All right, sir.
Even though the interest charges are printed in the note which the

debtor signs here in Kentucky, the language in many cases is evasive or
it is uncertain, and even an educated person will have great difficulty
in ascertaining the true interest rate.

I believe that the true interest rate should be set forth in exact yearly
percentages and in exact dollar amounts above the signature of the
borrower, and in ink of a contrasting color to that used to print the
document and the color of the document itself.

As to the penalties of the bill, I believe that the wrongdoer should be
fined not more than $5,000, or imprisoned for not more than 1 year, or
both.

The CHAIRMAN. Only for willful violation ?
Judge KELLERMAN. Only for willful violation.
The passage of this proposed act can work no possible hardship upon

any legitimate businei who seeks only to sell his merchandise and to
exact a fair carrying charge for carrying this account over a period
of months or years. In fact, such fair dealings with creditors would
help immeasurable in carrying on a, eputablebusiness.

Only those already exploiting the weak and the ignorant can be
heard to cry.
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In conclusion, I believe that it would be to the best interest of the
naority of most persons concerned to introduce and to urge passage

of bill S. 750, known as the truth-in-lending bill not with the idea of
assisting the stupid, but with the sole purpose of helping the weak and
the ignorant know under what facts and under what circumstances
they are borrowing money, or are financing the purchase of goods.

Senator SIMpsoN. May I ask, Judge, do you think there is more
need for education of these people in that group?

Judge KELLERMAN. In my opinion, there is, sir. It seers like--in
my opinion, somewhere along the line, the schools have not taught the
basic economics. Now since these people, a good number of them, are
dropouts, it is my opinion-and most of them are union people-that
the unions should get these men who are now 25 or 30 ydars old and
discuss with them the facts of economic life. Somewhere along the
line they didn't learn in the home, and they didn't learn in the schools,
and they are here now, and the union must take up the slack.

Senator BENNETr. That's OK for those men who are members of
unions. There are still many people in Kentucky who are not, who
probably face the same problem.

Judge KELLERMAN. It can be done, I believe.
Somebody referred to the TV program as a waste area. Perhaps

for one-half hour some night they could put on a basic economics class
and acquaint people with these things. The TV people could do this,
Maybe other communities could do a great service by doing for them
now what they didn't learn to do as youngsters, as teenagers, and as
young people.

The CHAIR-MAN. Judge, do you think the city has the responsibility
to have credit counseling for citizens?

Judge KELLERMAN. Senator Douglas, I believe that our agency for
legal aid here would take care of any situation, that they would go to
them and acquaint them with what their problem is.

The CHAn-MiAN. Legal aid helps people once they are in trouble,
but it doesn't keep them out of trouble.

Judge KELLERMAN. That's right. And sometimes we lawyers, we're
kind of like a doctor; people come to us too late. But when they
come in advance and at the proper time, in my opinion they can receive
assistance.

Senator BENNETT. If I understand what you are saying, you would
welcome any reputable, well-trained organization that would take on
the responsibility of providing economic education?

The CHAIRMAN. I- would say: So would I.
Senator BENNET. So would I.
Judge KELLERMAN. I would say first it must begin in the home, then

it must continue in the school, and I think the union has an obligation
to its people.

The CHAIRMAN. A statement of its annual rates in contracts would
also be an important item in education.

Judge KEILRMAN. Yes, sir.
The CHAIRMAN. It would be part of education.
Judge KELLERMAN. Somehow economics in the schools is an enigma,

but it is a basio necessity that should be taught just like reading,
writing-

Senator BENNEf. Hear! Hear!
Judge KELLERMIAN. Do you have any questions, sir?
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Senator BENNmnr. No further questions.
The CHAIRMAN. I want to thank you for your testimony, which I

think has been amongst the best testimony we have received in a long
program of hearings, and it is the first testimony from a referee of
bankruptcy. And it makes me feel in the remaining hearings that we
have that we should try to get hold of one of the referees of bankruptcy
in this other city andget testimony from him.

And I wonder if you would be willing to show me some of the cases
in the file that you have. I understand that you have a file of many
thousands of cases.

Judge KELLERMAN. Seventeen file cabinets.
The CHARMAN. I don't promise to read all of them, but I'd like to

go in and pick out a few at random during the noon hour.
Judge KELLERMAN. Yes, sir.
The CHAMMAN. Would you let me do that?
Judge KELLERMAN. The office is available to you and the other good

Senators if you so desire.
The CHAIRMAN. Thank you very much.
Judge KELLERMAN. I want to say in summary that I have no ax to

grind. I come here as an individual that has seen these various things
and I call them to your attention.

The CHAIRMAN. 1 realize you have no ax to grind. I am delighted
at having no ax to grind and that your honest experience has lei you
to endorse Senate bill 750.

Thank you very much.
Judge KELLERTMAN. Thank you very much.
The CHAIRMAN. Wait a minute. Perhaps one of my colleagues

might have a question.
S Senator BENNiTr. No; I think the Senator should be allowed the

last space for his own witness. [Laughter.]
The CHAIRMAN. Thank you very much.
Judge KELLERM AN. All right.
(The complete statement of Judge Kellerman follows:)

STATEMENT OF S. W. KELLERMAN, JR., REFEREE IN BANKRUPTCY FOR THE U.S.
D:'ITRICT COURT FOR TY - WESTERN DiSTRiCT OF KENTUCKY

I am S. W. Kellerman, Jr., referee in bankruptcy for the U.S. District Court for
the Western District of Kentucky. Thu jurisdiction of this bankruptcy court
extends roughly 55 miles on either side of a straight line, running from Louis-
ville to Bowling Green, Ky., and encompasses 28 adjacent counties. I was ap-
pointed referee in bankruptcy in July 1962.

I graduated from the University of Louisville School of Law in February 1950,
and entered the general practice of law in October of 1950. Since 1950, and
until my appointment as referee in 1962, I, personally, handled approximately
4,700 cases, as a trustee and as an attorney for either bankrupts or creditors.

Since I became referee in 1962, I have presided over approximately 1,600 cases,
all told, as referee In bankruptcy, as an attorney, and as a trustee I have, person-
ally, handled a total of approxImately 6,300 bankruptcy cases.

The records in the U.S. district court here in Louisville reflect that in 1950,
214 cases were filed in the jurisdiction over which I presently preside as referee.
If the present caseload coltinu2s, it is not beyond the realm of probability that
a total of 2,300 bankruptcy cases will be filed in this jurisdiction for the year
ending December 31, 1903; a record number for any one year.

As you gentlemen realize, the Bankruptcy Act Is a law promulgated by the
U.S. Congress, which relieves a petitioner of all legal obligations ,)r payment
of his indebtedness.

In my experience in this court approximately 60 percent of all 0tnkrupts are
under the age of 35 years and are either unskilled, or semiskilled workers.
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Approximately 60 percent of all the petitioners lack a completed high school
education. Approximately 40 percent of all petitioners lack a completed formal
grade school education; many of those having attended the fourth grade or lcss,

As you can readily see, a good many petitioners lack a formal education and
consequently, are easy prey to persons exploiting them through sharp business
practices.

I am not concerned with the actions of the stupid. My sole concern is that
the ignorant have full knowledge of what they are doing.

If a person is stupid enough to pay a high interest rate on money lent to him;
and he has knoweldge of the fact that the interest rate is a high percentage, he
has nO complaint and can seek no pity.If, however, a person, who is ignorant, borrows money and because of a lack
of education, Is tricked into signing a document calling for high interest rates;
that person must and should be protected by an appropriate law.

My personal opinion is that the most unforgivable of all crimes is to extract
an unfair profit from the sweat of the workingman's brow by exploiting his
ignorance.

Because the Board of Aldermen of the city of Louisville have failed to enact
truth-in-lending ordinance, and because the Kentucky Legislature has failed to
enact a similar State statute, I believe that the Federal Government should
enact a law requiring truth in lending.

Approximately 95 percent of the bankrupts in this court list at least one lending
agency as a creditor. Approximately 50 percent of the bankrupts list from two
to four lending agencies as creditors, and one recent petitioner listing nine
lending agencies to whom he was indebted.

The following statements were actually made in this court of bankrupts. The
names of the creditors and the bankrupts are omitted for a very obvious reason:

(1) An official of a small loan company told him that the interest was 3
percent. What he was not told was that this 3 percent was for a month,
rather than for a year. This bankrupt had a sixth grade education. lie
would not have borrowed the money hid he known the true interest rate.

(2) This man owed a loan company and was told by an agent of the
loan company that the interest rate was "6 percent plus a little more."

The above examples are repeated time and time again In this court.
I am fully convinced that If debtors had true knowledge of the Interest rate

and carrying charges attached to a purchase, or to a loan; many loans would
have never been made, nor would many purchases have been made.

Even though the interest charges are printed in note, which the debtor signs,
the language Is so evasive that even an educated person will have great difficulty
ascertaining the true interest rate.

I believe that the true interest rate should be set forth in exact yearly per-
centages and in exact dollar amounts above the signature of the borrower, and
in ink of a contrasting color to that used in the print of the document and in
the document itself.

As to the penalties in such a bill, I believe that the wrongdoer should be fined
not more than $5,000, or imprisoned for not more than 1 year, or both.

The passage of this proposed act can work no possible hardship upon a legiti-
mate business, who seeks only to sell his merchandise, and to exact a fair carry-
ing charge for carrying this account over a period of months or years. In fact,
such fair dealings with creditors would help immeasurably in carrying on a
roputable business.

Only those already exploiting the weak and the Ignorant can be heard to cry.
In conclusion, I believe that it would be to the best interest of the majority

of most persons concerned to introduce and to urge passage of bill S. 750,
known as the Truth in Lending Act, not with the idea of helping the stupid,
but with the sole purpose of helping the weak and the Ignorant know under
what facts and under what circumstances they are borrowing money, or one
financing the purchase of goods.

Senator BNNErr. I think the location of that chair was a very
happy thing, and I would suggest other witnesses use it.

Can you hear better back their V
VOICES. Yes.
The CHAIR AN. Our next witness is the Reverend Dr. John S.

Chambers of Lexington, Ky.. representing.the Kentucky Federato-i,
of Churches.

Wo are very glad to have you, Doctor.
23-902- 64-pt. 2----4
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STATEMENT OF SOHN S. CHAMBERS, EXECUTIVE DIRECTOR,
KENTUCKY COUNCIL OF CHURCHES

Dr. CHAMBERS. Thank you, Senator.
I think they can hear me very well anyhow, I believe. If it is

satisfactory to the floor I can move the chair.
The CHAIRMAN. Go ahead, Doctor.
Dr. CHAMBERS. My name is John S. Chambers. I am the executive

director of the Kentucky Council of Churches, an interdenominational
organization representing 17 Protes-ant denominational judicatories,
and 2,600 churches with 600,000 members in the State of Kentucky.
The social action department of the council has long been interested
in the kind of legislation being considered here today.

Mbry I say that I am very happy to have this opportunity to testify
befom this Senate subcommittee. It is my first appearance before one.

It is a great credit to the chairman, the distinguished Senator from
Illinois, that this congressional committee has journeyed into the
heartland of America to hear testimony on S. '5i0. I ihink such
regional hearings provide a rma.jor service to large numbers of Ameri-
cans who may never before have Lad a chance to learn about the legisla-
tive process in such detail. I think the hearings will be of value in
Kentucky long after the distinguished members of the committee
have returned to Washington.

I should also like to say that my appearance here is in accordance
with the policy of the assembly of the Kentucky Council of Churches.
The assembly is the governing body of the council. Not long ago it
passed a resolution on consumer credit which relates directly to the
subject matter of S. 750. A part of the resolution reads in part, and
I quote:.

That we urge all businessmen, in view of their moral and social responsibility,
to operate their consumer credit services so that when money is borrowed the
borrower shall be given a clear statement in writing setting forth two facts:

(1) The total charges for the cost of the money he borrows; and
(2) An expression of these charges as the simple annual interest rate on the

unpaid balance.

You will note that this portion of the resolution coincides with the
main thrust of the disclosure sections of S. 750.

The CHAIRMAN. When was that resolution adopted?
Dr. CHAMBERS. In November of 1961, a year ago last November. It

has not been altered in any way since.
The resolution passed by the assembly of the Kentucky Council of

Churches was based on the belief that it is now impossible for the con-
sumer to compare costs between competing sellers of credit since the
true cost, that is the cost related to the usage of credits, can be de-
termined by only a few. In fact, most persons able to compute true
credit charges are themselves involved in the consumer credit business,
and have this knowledge. This is a result of their vocations.

We all know that in medieval times an interest charge of more than
6 percent interest, computed on an annual basis, was considered by
many to be usuri.us. Nowadays of course, interest charges double the
medieval rate are not considered excessive for some types of credit,-
notably consumer credit. That does not mean, however, that no
interest charge can termed usurious. Some protection must be afforded
the consumer.
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The modern concept of morality in the extention of credit depends
upon full disclosure to the borrower of the cost oY credit in terms that
he, the borrower, can understand. If full, uniform disclosure of credit
is made, then the various costs of credit can be assessed by the con-
sumer and a judgment can be made by him, using the dual criteria of
his need measured against the cost of the credit. Possession of infor-
mation about the true costs of credit in simple form is essential for
the consumer to make his judgment. Without this information, the
consumer cannot exercise his sovereignty, and it is this sovereignty
which is the basis of a free market economy.

Deceptive and misleading methods of stating credit costs are cer-
tainly not in the public interest. Those deceived and misled, unfortu-
nately, are often those who can least afford the pressures of burden-
some debt. Groups in the population, such as Negroes, Mexicans, and
Puerto Ricans, and others, lacking social experience, can be assisted im-
measurably by the system of full disclosure in clear and unmistakable
terms such as those outlined in this bill.

Others we belief e who can be helped by such legislation include the
young families, where the head of the household is under 30 years old,
and a large group which has been characterized as the "debt prone" or
the "emotionally immature," Ideally, th& social responsibility exer-
cised by the business community would make this type of legislation
unnecessary. But laws of this kind become essential when there is an
absence of voluntary social justice.

Experienced ministers of all churches know the heartaches, the
anxieties, and the grave dangers to the solidarity of the family and the
harmony of the home, all of which can be caused by the unwise use of
credit. We sincerely hope that disclosure will arouse a greater aware-
ness of the relative value of credit, enable more rational decisionmak-
hig, and result generally in more provident and productive uses of
credit.

I am happy to have the opportunity to express those views that are
shared by a large segment of the religious community of our State.
As we are concerned with the total welfare of our society we endeavor
to give moral support to whatever measures we believe will contribute
to its well-being. We believe that this particular kind of legislation
is both morally right and economically sound, that it will aid a large
number of people and can injure none. We urge that it be enacted.
The CHAIMAN. Thank you very much, Dr. Chambers. That is a

splendid statement, not only on a very high ethical level, but with a
great deal of practical understanding of the world as it is, with an
awareness of the difficulties.

I have no questions, but I wish to commend you tremendously.
Senator BENNEYr. I'm not going to ask any questions, Doctor, but

since you represent a group of churches whose fundamental interest is
in truth, I am sure you will be concerned with the problems that the
practical men face as to whether or not, in fact, it is possible to com-
pute the simple annual rate as the bill requires. I would agree with
you that if it were practical and simple, as some of the people seem to
feel it is, there wouldn't be the objection that is being made to the bill.

I would like to- -I said I have no questions, but are you familiar
with the Kentucky laN s affecting credit?

. . . .... .. .. ..MMMM np
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Dr. CIAMBEBRs. There are many degrees of familiarity. I know
something about it, but not a great deal.

Senator BzNxirr. Did you appear before the Kentucky Legislature
urging them to include in the Kentucky laws the calculation of a
simple annual rate or anybody representing your organization?

Dr. CHAMtBERS. Individuals within the organization did. I did not.
The organization did not send a statement to the legislature other than
that the members of the legislature, individually, iweeived copies of
this resolution.

Snator BE N E'=. I have no further questions.
The CHAIRMAN. This question of truth: You may remember how

there was a Roman procurator by the name of Pontius Pilate who,
when Jesus was brought before him, asked the question, "What is
truth %" And Pontius Pilate would not stay for an answer.

Senator BENNETr. We have stayed 4 years to try to find an answer
to the question, "What is truth? " and we are still groping for it.

I appreciate your testimony. No further comments.
Senator Si3isoN. I would like to compliment you on your

testimony.
I would like to say, you wouldn't go as far as to recommend, would

you, the Federal Government take over the field of consumer credit?
Dr. CHAMBERS. I don't know. I'm not making recommendations

of that kind. The Kentucky Council of Churches passed this resolu-
tion addressed to the business community into the Legislature of Ken-
tucky. It coincides with the same type of legislation embraced in this
bill, and, therefore, I felt compelled to speak.

Senator Si3ipsoN. Thank you.
With respect to your colloquy with Senator Bennett, do I understand

there was a bill in the Kentucky Legislature that sought to establish
the annual rate of intrest?

Dr. CHAMBERS. There either were three or four bills dealing with
different phases of this.

Senator S1iPso N. They were not passed?
Dr. CHAMBERS. No.
Senator Siipso.,;. Were there any hearings on this bill?
Dr. CHAMBERS. I cannot answer that.
Senator SIMPSON. Thank you.
The CHAIRMAN. Thank you very much.
Now who do you have?
Senator BN-i E'r. Mr. John Masterson and Mr. Willenbrink.
The CHI\mrAN Then the first witness for the opposition is Mr.

John Masterson, representing the Louisville Retail Merchants Associa-
tion, accompanied by Mr. Lawrence Willenbrink of the Kentucky Re-
tail Merchants Association.

Will those gentlemen please come forward?
Senator BENNErr. They are out in the hall, apparently.
Mr. MASTERSON. We are sorry we took so much tine. Wo had to

come in out of a crowded bullpen.

. ... . .. . . . ..-..
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STATEMENT OF 3. LAWRENCE WILLENBRINK, CHAIRMAN OF THE
BOARD OF THE KENTUCKY MERCHANTS ASSOCIATION

Mfr. W ILLENBINK, I am J. Lawrence Willenbrink &.id I am chair-
man of the board of the Kentucky Merchants Association with a mem-
bership of over 2,800.

The Kentucky Merchants Association is on record w-th a resolution
of the board of directors opposing this particular legislation.

I don't intend to take up valuable time in collaborating and Mr.
Masterson will cover any questions.

STATEMENT OF JOHN MASTERSON IN BEHALF OF THE LOUISVILLE
RETAIL MERCHANTS ASSOCIATION

Mr. MfASTERSON. Mr. Chairman, I have prepared a written state-
ment which I request be made part of the record.

The CHAIRMAN. That will be done.
(Mr. Masterson's complete prepared statement follows his verbaltestimony.)
ir. . STERSON. Gentlemen, before I introduce myself and the

parties I represent, I -would like to express my appreciation and that
of the association which I represent for the honor of appearing before
this subcommittee of the U.S. Senate to present the views of this
organization as well as my own on the important matter now before
you.

MOy name is Jack Masterson and I am appearing before you today
in behalf of the Louisville Retail merchants Association and as a
member of the Kentucky Retail Mferchants Association whose member-
ship numbers approximately 2,800. The majority of these members
are small merchants, Senators, and in Kentucky, when we say "small
merchants" we mean it. There are fewer people in Kentucky than
there are in two counties, two Long Island counties in the State of
New York.

The Louisville Retail merchants Association is composed of retail
merchants in the city of Louisville and its immediate surrounding
territory. fost of these merchants have been in business in this com-
munity for 50 years. Specifically, the reasons I appear before you
today are fourfold:

First. both of the organizations I have mentioned; namely, the
Kentucky Retail Merchants Association and the Louisville 1Retail
Merchants Association, do a very large volume of installment business.

Second, I am treasurer of Stewart's Dry Goods Co., one of the
oldest and largest retail merchants in the State. Actually, it is 119
years old, and we have been doing a large volume of installment credit
business during a great portion of that time; therefore, Iy company
also is vitally interested in this matter. Here I would like to point
out, Senators, we are large in Kentucky; we are very small compared
to New York, Pittsburgh, or any of the rest..

Third, as a citizen and resident of Greater I ouisville, I am interested
in seeing that the volume of retail business continues to expand so as
to maintain standards of living, payrolls, and support the general
economy.

II
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Fourth, the fourth reason is that at the time the Kentucky Retail
Installment Sales Act was first proposed in the legislature of this
Commonwealth, we studied the measure very carefully and concluded
that it was the most effective means of curing whatever malpractices
might exist in the retail industry. This statute requires, among other
provisions, the full disclosure of the time-price differential in con.
nection with the purchase of goods and services on an' installment
transaction, expressed in dollars and cents. In addition to this, specific
disclosures regarding revolving charge accounts are also required
which I will discuss later.

In this respect we believe that the present Kentucky law to which
I have referred is, in fact' full disclosure to the purchaser. I have
observed that S. '150 is called the truth-in-lending bill. I am so con-
vinced that the Retail Installment Sales Act in Kentucky so thoroughly
accomplished the same purpose that I now sincerely regret that we
didn't call our bill in Kentucky the truth-in-purchasing bill.

We strongly supported this measure and urged it be adopted.
We were extremely pleased to see that the bill was enacted. We are
of the opinion that the passage of our bill by an overwhelming majority
has accomplished and will continue to accomplish the purpose for
which it was intended. Incidentally, while this measure was under
consideration, the Louisville Retail Merchants Association appointed
a committee to study the matter, and I had the honor of being chair-
man of the committee. The views I have just expressed are my per-
sonal ones and I am confident are expressed by the committee and
membership of tle organizations as a whole.

The Retail Installment Sales Act in Kentucky, to the best of my
knowledge, was actively supported by the Kentucky Chamber of
Commerce, Louisville Chamber of Commerce, the Associated Indus-
tries of Kentucky, the Kentucky Retail Hardware Association, the
Kentucky Jewelers Association, the Farm Bureau, the Kentucky Re-
tail Merchants, the Louisville Retail Merchants Association, the Ken-
tucky Chain Store Council, and the majority of the chambers of coin-
merce throughout the other cities of the State.

Now, with respect to S. 750 with which this committee is concerned
I would like to submit my views and those of my constituents, if I
may borrow a political phrase.

Ve as retail merchants would like to make this f clear. We
fully support the full disclosure of the service charge t, he customer
doing business on an installment credit basis. It is im rative in our
business to maintain good customer relationship. In view of this
we go bito gat detail to explain to our customer what she is paying in
the way of series charge. This prevents any question on future
transactions of this type.

We are opposed to any unnecessary burdensome requirements which
can only tend to confuse and offer nothingg in the way of protection
to the customer.

The Kentucky Retail Installment Sales Act requires the seller in
the agreement with the purchaser clearly to set forth an itemization in
dollars and cents of the cost involved in an installment transaction
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for goods and/or services or a combination of both. We honestly feel
that the statement of the service charge expressed in dollars and cents
is the best possible method adequately to inform the purchaser of this
cost. With this information he or she can easily shop for credit as
well as shop the retail price.

The CAIRMAN. Mr. Masterson, does the Kentucky act provide for
the statement of the service charges as the true annual rate on the
outstanding unpaid balance?

Mr. MASTERSON. No, it does not, sir. It does not, and at the same
time in the legislature there was a bill introduced that it be required.
It came under study at the same time this bill did, and our bill was
chosen by the committee that was studying the bill for passage.

The CHAIRMAN. Were the hearings on the true.annual rate bill of-
fered in one day or-

Mr. M2ASTERSON. The true annual rate bill was introduced on Janu-
ary 25 and to the best of my knowledge it was referred to the com-
mittee.

The CHAIRMAN. Were there hearings before the committee?
Mr. IAsTERsoN. That I don't know.
Senator BENNErI" . Were there hearings on your billI
Mr. MASTERSON. Yes, sir.
Senator BENNETr. Did they hear on both bills at the same time?
Mir. MASTERSON. I assume, but one was introduced on January 23,

our bill, and the so-called Truth in Lending Act, the Senate bill, was
introduced on January 25.

The CHAIRMAN. Mr. Masterson, on this legislation it is my under-
standing that there were no hearings on the true annual rate bill.

Mr. MASTERSON. I'm no expert on that either.
In previous hearings it, has been clearly shown the difficulties and

complexities of complying with the requirement of converting the
service charge to an annual and monthly rate. This conversion is not
possible under the conditions of the revolving charge type 6f account
unless the retailer states an arbitrary maximum percent which is un-
true. This is impossible unless we assume an untrue purchase date, an
untrue payment date, and an untrue annual rate.

To further emphasize our convictions the expense of extracting a
monthly percentage rate would be so prohibitive that it wodd force
the majority of retail merchants, especially the small retail mer-
chants, out of the credit installment business.

The CIIAMnMAN. Mr. Masterson, I wish to say that it is not impos-
sible to state a monthly rate. You state that on the second paragraph
on page 4 and repeat it again in the third paragraph on page 4. Now
don't you state the monthly rate?

Mr. MIASTERSON. Senator, are you going back to the third paragraph?
The CHAIRMAN. Second paragraph. You say:
In previous hearings it has been clearly shown the difficulties and complcitles

of complying with the requirement of converting the service charge to an annual
and monthly rate. This conversion is not possible under the conditions of the
revolving charge type of account---
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And then you go further in the third paragraph:
To further emphasize our convictions, the expense of extracting a monthly

percentage rate would be so prohibitive that it would force the majority of retail
merchants out of the credit instalLment business.

Mr. MASTERSON. One is before the fact and the other is after the
fact. As has been clearly shown in previous hearings, it is an after-
the-fact case. A revolving credit type transaction has a different time
factor according to the date on which it was purchased-according to
the date on which the billing period falls.

So before the fact, umless we assume a purchase date, a payment
date, and an annual rate, we can't do it.

The CHAIRMAN. I wonder if we opened the Sears chart-
Senator BENNEmr. While it is being opened, in your second para.

graph, talking on about costs, you say the costs would be prohibitive.
Mr. MAST S0ON. That is correct.
Senator BENNrr. You can calculate?
Mr. MASTERSON. Yes, as an after-the-fact.
Senator BENNE'r. In your previous remark you were referring to

the fact of the difficulty of operating before the fact?
Mr. MASTERSON. Yes, that is correct.
The CHAIRMAN. Mr. Masterson, I wonder if you would be willingto step up here.Now this seems to be a preparation before the fact. In considera-

tion of your selling rate, correct me on this. A revolving charge ac-
count agrees with the following:

Regarding all purchases made on my Sears charge account indentifi-
cation-and then it goes on-a price differential computed at 1Y2
percent of the balance at the beginning of each monthly payment peri.
od until the full amount of all purchases and time differentials therein
are paid in full.

Now that is prior to the purchase and prior to the opening of the
account.

Mr MASTEIISON. That is correct, sir; but we could not tell you at
the time what the yield would be. This is a mechanical transaction.

The CHAIRMAN. Yes, but they state it is a monthly rate of 11/2
percent.

Mr. MASTERSON. That is correct.
The ChAIRMAN. You have said it is impossible to have a monthly

11/2 percent.
Mr. ]ASTERSON. This is not a monthly rate, sir. This is a fee that

is charged on the ending balance as of a billing date. There are no
2 months-there are no billing periods the same. Each month has a
different time element.

The CIHAIRMAN. Could you do what Sears rulebook has done?
Mr. ASTERSON. We do it.
The CHAIR-MAN. Then you can do it?
Mr. MAST.asoNs. The question comes--My name is "M." My

date is closed on the 17th, from the 17th of January to the 17th of
February. It would be a different time element from the 17th of
February to the 17th of March. So when you refer to a monthly ele-
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rient you are not talking about a 80-day element as such. You are
talking about a billing period, under our system of billing, the cycle
billing of accounts.The CHAIRMAN. You use that period?

Mfr. MASTERSON. Pardon?
The CHAIRMAN. You use that period ?
Mr. AWsTERSON. It has no effect on it at all, the time elements.
Let me show you. I have an illustration here, if I may break in

at this point.
Senator SiMpsox. Put it up here please.
Mr. MASTERSON. I'll mark this so I know when I will have to come

back.
Now if I can take just a moment-and somebody will have to

pardon my back'
Senator BENNm-r. Can someone step up and :Xold that for you?
Mr. AWsTERsoN. Let's take as a statement of a paradox, as has been

brought out in previous testimony, that we have in here a, free credit
element of 30 days. There is no such thing in this business. Take
this paradox of assuming untrue purchase and payment dates. Thls
is what we state we would have to do to come to any true percent-annual
rate.

(The illustration mentioned follows:)
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Mr. fASTEEzON. A customer whose billing cycle is January 31, her
last billing cycle had closed on December 31. So that after her cycle
closes, she comes in and makes a $100 purchase. On January 31, it
makes no difference if it is 28, 29, 30, or 31 days, we bill it when that
cycle closes. When the cycle closes, we bill her for $100.

We then come to the end of the month of February, February '28.
Now she has a prerogative at that time. She can pay that account
in full and she will have no service charge, or she can pay it in full on
February 2 February 15, February 18, or February 28. There are
iio service ices. But if she elects the option not to, we then assess
a service fee of $1.50 on the balance of $100.

Here we have involved 59 days of actual time, let's assume, to arrive
at this mythical rate of 18 percent. Then assume that we have a
nonexistence of 29 days, to reduce the 59 days to 30 days or one-twelfth
of a year. We then can say it is a simple assumed annual rate of
18 percent.

Now also in that same period t l-ire billings ae billed.for the
same identical ending in the or lai of the alphabet to persons'bf, the
same names. She comes in oi January 31. She buys the same $10Q.
We bill her that day, att of~lit day. Now we Oiight be 2 or 3 dayb
late in billing, and gcoa nAerchants willonly take 3 or 4"days to get \N
all their bills out. But Nyo bill her as of the 81st ahd rightpn that day,
we bill her for $100. " n ,

At the end of Febrfary 28, w send her a otherbilhing, pyviding
she doesn't pay the $100 with a srvice of $j1.0. IOtal days
actually used, 29. Now if e assume 29 -a iw'the firat example, we
assume 29 days in the second example wo come up 'With no dys
involved. i .

Now thbe rate involved in thiq particulhft cse is trqs zero, which
is zero. We are charging her the $1.S)\5in fhis qseft the services
involved, the auditing out of tle ticket,'t&.e writgo (a ticket, the
handling of the customer, the eskAblishinentQf h/r~cftrols--our' qn-
trols; the billing of itf the maililcr of it the cost oftpurlase, the c~st
of postage, the cost of return envelropes #or her to s end a It4ymentback
to us, and the cost of liandling the jpaynent wheA\ it code ck in.

There is no time factor involved in t d t all, Senator. -. /
The CrA aMAN. Mr. Aa t rson, ou see the Sears, statement on their 7

revolving credit charge. Donu thinktheir statement of 11/2 percP
on the monthly balance isa trutlihil statement?

Ar. M AsKe soN. Y es, sir. %.
Senator B:xirr. But is it a truth 'i!-stArn1th.imple an, ftnualrate? .. •L,

Mr. MA STrRsoi. No sir.
Senator BswE'rvr. In terms of interest

* Mr. MASTERSON. It is a 1l/2-percent fee on the unpaid balance. It
has nothing to do with their annual rate.

The CHAIRMAN. It is a truthful monthly rateI
Mr. MASTRJSON. It is not a rate as such, as you say. It is 11/2 percent,
The CATImRAN. Isn't that a rateI

. . . .g
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Mr. MASTERSoN. It's an establishment of a fee. In describing the
adjustment of the fee-

The CHAIRMAN. Let's clear that up. Isn't that the rate of a par-
ticular figure on a particular day ?

Mr. MAST-TRSOx. That's correct.
Senator BENNmrr. Not a particular period of time?
Mr. MASTERSON. That's right.
The CHAIRMAN. Then that brings me to the question of a possible

constructive way of working-solving these apparent difficulties which
I think are more apparent than real.

I wonder if you would take our bill and look at page 5, subpara-
graph (F). The present wording is-and I may say up until (F),
all the way through from (A) to (F), the wording is identical with
the New York law on revolving credit which was drafted by, or in co-
operation with, the New York Retail Merchants' Association. And
I may say also that the entire section (A) to (E) plus (F) was found
workable and satisfactory by Mr. Edward Gudeman, at the time Under
Secretary of Commerce, but. who previously has been an executive vice
president of Sears, Roebuck, and as a matter of fact devised the re-
volving credit plan for Sears, Roebuck.

Senator BF. NFTr. May I at this point report that Sears, Roebuck
are indignant about the claim that Mr. Gudeman evolved the revolving
credit plan, and I have a letter which I'd like to put in the record
from a man outside of Sears, Roebuck which indicates the develop-
ment of the revolving credit plan.

The CAIRM'fAN. It will be made a part of the record.
(The letter follows:)

J. 0. PENNEY CO., INO.,
New York, N.Y., August 20, 1963.

lRon. WALLACE F. -ENNE1'T,
Senate Offlce Building, Washington, D.7.

DEAR SENATOR BENNETT: At the New York credit hearings, there were some
inaccuracies in the statements and Implications of both Senator Douglas and
Senator Proxmire that Sears and particularly Mr. Gudeman discovered revolving
credit, I would like to present the following facts.

Back In the 1930's, stores started to experiment with revolving credit. Wana-
maker's were the first to advertise It in 1938 and J. Anton Ilagos, who was the
manager of the Credit Management Division of the National Retail Dry Goods
Association, published an article in the 1938-39 yearbook of OMD explaining
Wanamaker's revolving credit plan in detail. Many stores were immediately in-
terested in this type of credit, but regulation W prevented Its adoption and
Wanamaker's and other stores that had started It had to stop it.

As quickly as regulation W was removed at the end of the war, a great many
of us installed it In our stores. I do not recall exactly when regulation W went
out, but I know that I Installed it In the Neusteter Clo. in Denver In the middle
forties and all the 6ther Denver stores immediately followed. This same situa-
tion occurred across the country. In 1950, I Installed revolving credit in the
Winkleman Co., Detroit, Mich. I recall very distinctly the early part of 1951,
several representatives of Sears called to visit with me to get an much informa-
tion as possible about revolving credit as they were then installing it in several
locations.

Further, In 1938, the Department of Commerce, Bureau of Foreign and Do.
mestlc Commerce, published "Retail Credit Survey In 1938." On page 63 of this
report under a heading, "Deferred Payment Plans for General Mferchandise,"
they discussed revolving credit accounts in department stores.

Further, In December 1957, a survey on revolving credit was Issued by Robert
H. Cole, associate professor of busint-,s organization and management of the
University of Nebraska. On page 3 of this report, he states, "Contrary to the
belief of many people, revolving credit Is not a post-World War II development.
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Instead, revolving credit actually was born out of the depression of the 1930's.
At that time one of the large eastern department stores bad a number of accounts
with fairly large balances, and these customers simply did not have the money
to pay according to the terms of the accounts. As a result, the store decided to
put these accounts on a convenient payment account basis, added a service
charge, and received $10 every month. The idea worked out so well that many of
th. se customers expressed a dusiro to continue under the plan, and thus revolving
credit was born."

In 1938 Wanamaker's created a considerable stir in retailing circles by an-
nouncing its now credit servicee which it dramatically chose to call revolving
crediL This plan, which was quite different from the revolving credit plan com-
monly In effect today, called for the sale of soft goods to the customer on an ac-
count which would be completely liquidated In four monthly payments. No serv-
ice or extra charges were posted to the account, An excerpt from Wanamaker's
advertisement used in connection with the introduction of its revolving credit
plan Is shown in the accompanying illustratflo-n.

1. Shortly thereafter, Filene's In Boston, Bomberger's In Newark, and Bloom-
ingdale's in New York introduced plans of their own design that offered terms
with a service charge added each month on the unpaid balance.

During World War IJ, regulation W, in requiring downpayments on all pur-
chases over $10, acted as a strong deterrent to the expansion of this type of
retail credit, but with the lifting of this regulation, many types of retail stores-
both large and small-have become Interested in this type of plan and so wide-
spread has been its adoption that over the past few years the Importance of re-
volving credit has increased at a terrific pace.

The following references to resolving credit are contained In the following
yearbooks of the Credit Management Division of the National Retail Merchants
A&socIation. A you may or may net know, thee yearbooks are a transcript
of the proceedings at our annual credit conferences:

Page 69: Yearbook W40
Page 185: Yearbook 1943
Pages 226, 238, 241: Yearbook 1947
Pages 107, 136, 151: Yearbook 1948
Page 26: Yearbook 1949

I think anyone would agree that the implications tlat either Sears or Mr.
Cudeman had anything to do with the creation of revolving credit would be as
wrong as the truthfulness " implied in Senator Douglas' bill.

Sincemly,
S. 0. PATTERSON,

General tCredIt Manager.

[Credit Management Yearbook, 1938-391
WANAMAKE'S "REVOLVING CaxoIT" PLAW

By J. Anton HagIos,
Manager, Credit Management Division, National Retail Dry Goods Association,

New York

Wanamaker's created a considerable stir In retail circles when during the past
Year the store announced a new credit service which it deftly chose to give the
dramatic designation of "revolving credit," and which some trade observers be.
lieve has probably already netted the store about $100,000 worth of new business
since the plan was first introduced several weeks ago.

In principle the "revolving credit" idea Is not new at all-in fact, r,. Bam-
brger & Co., through Its Junior charge account plan, has been offering much the
same service with smaller credit limits for the last 2 or 3 years. As in the case
with Bamberger's Junior charge account, a customer can now get a certain
line of credit at Wanamaker's, say $200, and every time she makes a specified
monthly payment of say $50 she gets more credit equal to the amount of this
payment, leaving, of course, a balance of $150 constantly outstanding, or "re-
Yolving" as Wanamaker's calls it, on their books. This process can go on deft-
nitely so long as the customer continues to buy every month up to the limit ofIcr monthly payment. Unlike Jiamberger's Junior charge account, however,
which has a maximum credit limit of $50 and permits $5 more credit every time
1 $5 payment is made, Wanamaker's is aggressively directing its credit sales pro-
Motion efforts to reach higher income groups with a view to getting an initial
'revolving credit" ,unit sale of $200 or more per account.

m
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The novel aspects of this plan consist primarily of the spectacular advertising
copy which featured its announcement in the New York City press in such a way
as to capture public imagination.

From the consumer point of view, after reading the advertisement the con.
sumer could very well say to himself, "Under this plan I won't have to buy my
fall requirements at three or four stores where I have charge accounts with $;0
credit limits, nor will I have three or four bills totaling $150 to $200 staring me
in the face 30 days hence and all coming due at once."

From the store point of view the plan is distinct in that it is designed to tie
the customer closely and permanently t,) the store, provided his credit record
continues to be good.

The plan was evolved, and no doubt its introduction was timed to Insure its
Initial success, to take care of the peak purchases with which many prospective
customers are confronted at this particular season. It has always been con.
sldered good business for a sales-minded credit manager to grant (in individual
instances) a good customer, upon request, the privilege of making occasional
peak purchases on his regular charge account and permit him to pay for them
on a 30-, 60-, or 90-day basis without a carrying charge. However, it remained
for Wanamaker's to publicize the fact that this privilege is available to any
and all who can qualify from the credit standpoint, by an arresting and novel
advertisement outlining the plan in simple, understandable language.

The revolving credit plan, in the opinion of trade observers, is simply Wana.
maker's answer to meet the situation brought on by the numerous short-term
installment credit plans which have come into use during the past 2 or 3 years
in the New York market. It is distiret from these plans, however, in that it
offers the convenience of a charge account plus 4 months without a carrying
charge and without a contract.

The introduction of the plan has not resulted in the slightest lowering of the
store's well-known credit standards, according to M. C. Harris, credit manager
of the store. "I know only one way to grant credit," he said, "and that is on
the basis of the moral and financial responsibility of the customer requesting It."
A complete credit report for each applicant for a revolving credit account is
secured the same as has always been done in the past in connection with the
store's other credit services.

The credit procedure of handling revolving credit accounts Is the same as
handling regular charge accounts except that the credit manager personally
checks all revolving credit applications before they are finally accepted or re-
jected as the case may be. Applications are taken at the credit office and the
customer Is requested to sign tie application form which Is identical with the
regular 30-day charge account application form except for color. The inter.
viewer finds out approximately how much credit the applicant requires and the
limit is fixed definitely after the credit investigation is completed. The customer I
is then notified that the account has been opened and what the credit limit is.
The fact that a signature is required must not be confused with the statement
in the advertisement which says that no "signing" Is required. What is meant
in the advertisement Is that there is no contract similar to the deferred payment
contract. The signature on the application form Is secured primarily for identi-
fleation purposes such as in the case of cashing checks, etc. A separate ledger
control is maintained for all revolving credit accounts and purchases under the
plan are authorized in the usual way. All revolving credit a,-ount records are
flagged by a different colored tab. A special billing force is maintained f(.r
posting purchases made on this plan, which is located within close proximity
to the authorizing, divisions to enable the authorizers to check quickly on the
current status of a customer's purchases. The customer makes purchases on
this plan the same as he would on a regular charge account basis and at the
end of the month he receives a statement. No date is specified as to when pay-
ment is to be made except that It must be during the following month.

An excerpt from Wanamaker's advertisement used In this connection is repro-
duced below.

A revolving credit account Is not permitted to have any other accounts In the
store. If a customer "as a charge account and prefers to switch over to a re-
volving credit account, her charge account is closed.

WHAT IS "REVOLVINGm ORF[Itr'

Let us illustrate: You need $200 worth of going-back-to-school clothes for the
children. You apply to Wanampker's Credit Department. After )verifleatiob
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o! a few simple facts, we notify you that you may have the $200 worth of school
dothes (or whatever you want) right now.' You are to pay us $50 a month. And
every month when you pay us $50, you rre entitled to $50 more credit. That's
where the "revolving" part comes In. (The oftener you liquidate, the oftener you
will be able to use your maximum credit of $200 to iron out the purchasing peaks
that may loom up.) Revolving credit gives you credit when you need it, and yet
events you from overspending till you're caught up." You are thinking to
yourself, "But won't I have to sign something?"; "Won't I have to show you
deposit books or life insurance policies'?" You don't have to sign a thing. This

a friendly transaction-no signing, no formality, no inquisition.
Wanamaker's believes in your moral stability.
Wanamaker's believes in your financial future.
Revolving credit is no invention of ours. It has long been the basis for sound

taancng In banking and business. Wauamakir's Is first to bring this sound
fnancing service to family budgets. Every family occasionally finds itself with
i big unexpected lump of expenditure (school, wedding, graduation, college, etc.)
that threatens to knock its budget galley west Suddenly John needs a typewriter,
mother needs a winter coat, father needs a suit. Don't go out and borrow.
Don't sign promissory notes. Don't burden your future with carrying charges.
Come to Wanamaker's friendly credit department-where revolving credit will
ive you all the comfort of a regular charge account-plus 4 months to pay and no
arrying charge.

The CHaIrMAW. Now I come to the constructive suggestion which
I hope will meet the difficulties present. "F" is "the simple alnual
percentage rate or rates providing a yield equal to the finance charge
posedd"

Now suppose instead of that, instead of the present line 18, we used
the present line 17, namely, "The simple annual percentage rate or
rates" but substituted for line 18, "on the monthly balance." In other
words, if we take the monthly balance and compute simple annual
percentage rate on the monthly balance?

Senator BJENETr. Well, I was thinking about that. You can't
ompu e a simple annual rate on - figure that has no time factor.
The CHAIRMAN. But on the monthly balanc&-
Mr. MASTERSON. It still has no time factor.
The CHAIRMAN. The monthly rate is competed on the time of the
.onthly balance. Why can't the yearly rate be computed on the

nonthly balance?
Mr. MASTERSON. It is not a computation as such. As we showed,

.t 6an be charged on a 1-day time element or any time or-
The CMUAIA A. It is now charged on the monthly balance. Why

Ian't it be charged in yearly terms on a monthly balance? The base
;ill be the same. -

Mr. MASTERSON. It will not be thesame.
The CHAIRMAN. The yearly rate is simply 12 times the monthly rate.
ir. MfASTERSON. Let's go to another point: the complexities of

-entucky -.
The CHIAMMAN. I wish you would study this.
Mr. MASTERSON. Could I just throw in one more complexity of

lentucky?
The CHAfrAN. Right.
Mr. MASTERSON. For competitive reasons we have this deal, 90 days
considered cash in Kentucky. When we establish these particular

ine-based deals, if that customer decides anywhere within, actually,
lat first 119 days or 120 days- -because it is really not a 90-day deal,

Of course If you spend tees than the $200 your m6ntbly payneiats would be graded
¢cordingly. Or maybe you need only 150 credit-that's ali right, too.
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but expressing it to the customer they say 90 days is cash; it's really
three billing periods, but that is a complicated figure for any woranl
who shops at the store.

What you say is 90 days is cash. Any time during that she can pay.
And i f she doesn't, then you begin your factor--

Sen ator BENNm-. And go back?
Mr. MNAsTIisoN. And go back to the beginning.
The CIAIRMAN. I wish you would continue to consider this lan.

guage, because we are seeking, honestly seeking a way of meeting
theso difficulties.

Mr. MASTERSON. Senator, when we went. to Frankfort-
The ChAIRMAN. I hope you will keep an open mi nd on this.
Mr. MASTERSON. I hope you will, Senator. [Laughter.]
The CHAIRMAN. Yes; we will.
As a matter of fact, we have revised this section to take account

of some of the difficulties which were coming up. We hope that no one
will multiply technicalities in order to defeat a purpose which is
correct.

Senator B NFNE'r. May I ask the witness a question?
Would you read again the language you propose, or might consider

changing-adding or revising?
The CHAIRMAN. Yes.
The present language in lines 17 and 18 on page 5 of the bill is:

"the simple annual percentage rate or rates Providing a yield equal
to the finance charge imposed.'

Senator BENNETt. Then it would be changed to--
The CHAM1AN. It would be changed to read: "the simple annual

percentage rate or rates on the monthly balane-&-"
Senator BENNurr. Have you gotthat down ?
Mr. MASTERSON. Yes, sir.
Senator BENNE T. Let me ask you this question: Under the law,

under the bill if the law is passed, you would still be required to sub-
mit a monthly report to the customer. Would the change of this lan.
guage change at all the fact that the figure you gave at the beginning
of the program would always be different from the figure which you
give your customer at the end of the month ?

Mr. MSTAsRsOx. Absolutely, it would not change the problem. -
Senator BENNE't. All right, now.
Earlier today I gave the problem created by simply changing ad,

account from one billing date to another. I don't know whether yod
could hear me out in thebullpen I

Mr. ALsTmiso. No, sir.
Senator BNNE-r. Yesterday we took an account, ran it for I

months, considered it as though it began with "D," say, "IDouglas,!
and calculated the actual amount earned on that account or the actual
calculated simple annual rate. And then we took the same accomli
an-I moved it over to the date on which it would fall if his last namn
were "Paul," instead of his first name. We changed the billing eydb
12 days. When we changed the billing cycle, we raised the actual in
terest rate from 9, to 12/2 percent, because of the complex--Wbecau.s
of the effect on an individual amount,

If this language were adopted, would it change that situation?
Mr. MASTRnSON. No sir.
Senator BNz-riT. Thank you.
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The C1rAIRMAN. Now may I say in this connection: If you will look
at a Sears, Roebuck agreement for revolving charge accounts, para-
graph 2 (a) subparagraph (2), dealing with this it'says: "The amount
of time price differential computed at 11/2 percent on the balance at
the beginning of each month.' Now as I remember it-my memory
may have been wrong-Sears says it can be computed. I would like
to say: Suppose we define this just as Sears, Roebuck defines it. Sup-
pose we take the Sears, Roebuck language. Would that terin be ac-
ceptble to youI

Tfr.MASTRSON. Our contract states, sir, 15 cents per $10 of ending
balance.

Senator BENNETr. You don't talk about time price or monthly rate
or anything else?

ir. MAsTFxtso. No. But it is 11/2.
The CHAIRMAN. I don't know if there are any representatives of

Sears, Roebuck here or not, but I'm ready to enter into negotiations
with them. Possibly we might adopt our own language and simply
provide it be stated as a yearly basis and not merely a monthly basis.
It would show 18 percent on the monthly balance at the beginning of
each month, instead of 11/2 percent above; this monthly cycle conceals
the fact or doesn't mention the fact there are 12 months in a year.

rir. A sTPSO.N. Providing she wants to use them, sir. But she is
told every month on the statement the dollar and cent cost of carrying
that.

The CHAIRMAN. I am tentatively-not firmly but tentatively ready
to accept Sears, Roebuck's language, and I would hope this causes the
Sears, Roebuck & Co., which led the way toward truth in its catalog,
to become the leader in "truth in lending.'

And your firm has a deserved fine reputation. I hope that you will
join, too, and this hearing will be fruitful in enabling Louisville to
move forward at the head of the procession.

Senator BENNEr. May I say this:
Similar statements made by the chairman in other hearings have

made Sears realize the statement in their catalog is not an accurate
statement of their program. And I think they are going to correct it.

The CTIAIMAN. You mean it is not accurate?
Senator BENETT. Your interpretation. Your interpretation of this

program is not accurate, so they are going to attempt to correct it so
that what they say cannot be misinterpreted. [Laughter.]

The CHAIR3AN. If that statement is correct, what I say will have
no avail. The truth is mighty and it is beyond the realm of attack
by a Senator or anybody else.

Senator BE,,NNm. think it was Paul who said in the Bible that
it is not open to personal interpretation, and that's what we are hav-
inghere with respect to the Sears, Iloebuck bible. [Laughter.]

h CHAIRMAN. Let me say that I am ready to enter into confer-
ence with the retail merchants of this State or of the Nation to get a
satisfactory solution of any technical difficulties that may be involved
in this matter.

Snnator SimpsoN. Mr. Chairman, that's where I come in, too. I
have repeatedly insisted on that. I'm new on the conunittee and it
seems to me that we should make a clearer study on this bill, because
it is so vague and imprecise.

2i3-902--1-pt. 2-5
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We are always asking witnesses every place we go to come in and
help us out, and I think we should have enough talent in the U.S.
Senate and in legal departments to frame a bill that is understandable.

The CHAIRMAN. I deeply appreciate the statement of the Senator
from Wyoming because in effect what he is saying is that we should
have more hearings on this subject so that we can bring out these facts.

Senator SiMPsoN. Heaven forbid.
The CHAiMAN. This is precisely what I have been trying to get for

a long time, and unfortunately ip to this date, the Senator from
Wyoming and the Senator from Utah have opposed this. But now
that they want the deeper study, I believe we should have hearings in
many more cities and I confidently expect they would support any
motion I would make in the full committee on a subcommittee for
additional hearings.

Senator SiMPsoN.. You know we will oppose it because we have
spent $50,000 to date. It is more money than has ever been spent
by the Banking and Currency Committee for any investigation and
we are still continuing.

The CHAI1RAN,. In one breath you ask for more study and in an-
other breath you say there has been too much study.

Senator SMP.SON. We've got the study-we've got the staff to study
it in Washington and they are paid for it. That's what I'm talking
about.

The CHAIRMAN. I want to say that we get really more material go-
ing out in the field like this than when we are exposed to the testimony
of high-priced Wall Street lawyers and experts-I don't say you were
there- '

Mr. MMASTERSON. Senator, high-priced-----
The CHAIRMAN. What I'm saying: We have gotten more good t sti-

mony from you than from those higl-priced Wall Stiet lawyers.
Mr. MASTRSON. If you .will give me hours to walk you down the

street iinto a billing department and show you-you talk about a time
factor. There is nobody, the U.S. Government or anyb(ly else, who
can control this female shopper. She comes in on Tuesday, buys a
coat. The following week on Wednesday, she doesn't like it.

The CirAR.RfAN. We only ask she be informed, not cmtrolled.
Mr. MASIERSON. She is not penalized for that time factor. The

balance at the billing date is when she is charged the fee. She can
buy-

,he CHAIRMAN. That is exactly-
Mr. MASTERSON. There is no time factor. But you are expressing

everything in an annual rate. She can bring it back and decide to take
fa more exl)ensive boe.

The CHAIRMAN. A monthly rate ip a subdivision of time.
Mr. MASTERSON. It's a question of how that English language can

be read, you know--
The CILAIRMAN. The Senator from Utah has been properly insist-

ing on precision in the English lan uage. I think it is proper to hold
Sears, Roebuck to the same standards of precision.Mr. MASTERSON. I hope you don't holdme to it,S senator.

Senator BENNE7r. I think Sears, Roebuck should be given an op-
portunity to correct their imprecision.

The 1(%RfAIN. 1&t me say this: I am ready to sit down with an:
of you and try to work out language. At one point where I do not,i

.. .... .._W - _ I .. ... . . -,, .. .-... .
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think we should compromise, is on this question of enabling Jane
Doaks to know what this comes to at an annual rate. Now, on that
point I think we cannot.

Senator Si3Ir-soN. Can Jane Doaks ever know what her revolving
charge comes to at an annual rate in advance?

The C11AIRMAN. Not now.
Senator BENNBrr. Or any other circumstances-
fr. MASTFRSON'. No, no.

Senator SiMtrso.N. Let's get the answer.
Mr. MASTERSON. No.
We can go on and on and I can figure the times--
Senator BE, NNm-r. May I interrupt this to say that the chairman

ould very properly stop me when he thought I was questioning his
witness too long.

May we have our witnesses? May our witnesses proceed
The CIIAIMAN. Certainly.
Senator BENN T-. Thank you.
The CrAmrMAN. I don't think I took up as much time as the Senator

from Utah.
Senator BEN.,rnrr. Well, it is 12 o'clock.
Mr. MASTERSON. I lost track, but I'll pick up.
Senator SiMtpso. It is page 4.
Mr. MASTERSON. The other alternative available to the retail mer-

chant, if compelled to comply with this bill, is to bury all or part of
the service charges in the retail price of the goods and/or services.
This would then penalize the cash customer by not allowing him to
take advantage of the lowest possible retail price.

To illustrate what I have previously described I have here several
examples of advertisements promoting the sale of merchandise on an
installment basis specifically calling the customer's attention to the
fa'tthat there are no service charges. It is recognized as a fact by our
industry that this type of business cannot be done without incurring
additional costs. These advertisements speak for themselves and are
attached to my statement for the record.

The CHAIRMAN. They will be made a part of the record.
(The advertisements are reproduced following Mr. Masterson's pre-

pared statement.)
Mr. MASTERSON-i. For the benefit of the people who are here I would

like to point out that all over the country you can find ads for no-
charge credit. There is one in the Greensboro Daily News on April
19, a man who advertises no service charges but 1 year to pay. Right
here in Louisville, you can buy, as advertised here, a washer valued at
$78, no interest or carrying charge; mufflers on a budget plan, no in-
terest. St. Louis: a furrier who goes as high as $1,785, easy terms,
no interest or carrying charge. The .exigton paper: sale of a
washer, no carrying charge plan. Los Angeles, and of course, Baton
Rouge, and on and on and on.

In this one here they say you can get a $600 value of furnit ure for
P98 at $18 per month, and I didn't figure it out but it must be pretty
dose to a year and a half or 20 months, at no carrying charges.

The ChAIRMAT:.' Mr. Masterson, have you checked these ads to see
that there are no other carrying charges besides interest charges?

Mr. MasTiRSON. It doesn't say.
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The CHAIRMAN. Of course, ads are not fidli descriptions. There
may 1-m other charges incident to the transaction which would be
covered by our bill.

Mr. MASIT.RSON. There is nothing in here..
1I10 CHTAIRMAN. They might callit a fee.
Senator BENNI "r. The first ad says:
Most finance plans cost money. Not at Tucker-Joies. You don't have to pay

10 to 18 percent finance charges when you purchase furniture, bedding or
floor coveting, without any carrying charge whatsoever.

Mr. MASTERSOIN. The Fort Worth Star-Telegram :
The price you see Is the price you pay. The compete price of every piece of

furniture is on the price tag. There are no hidden charges. There are no carry.
Ing charges. There is no Interest added on any purchase for 1 full year.

Now le might charge $75 to deliver it, but right here he says lie
doesn't live any charges.

The CHAIRMAN. That's just the point.
Senator BENNE r. That has nothing to do with the extension of

credit.
Mr. MASTERSON. Absolutely not.
Senator BEIrNETT. Did you finish?
Mr. MAsTERsoN. Yes, sir, on that point.
There is another area--I think we have already covered the section

when we were going through the clarification of a time period, as
far as th service fee is concerned, with the chart., and the fact that
the calendar month can go from 28 days to 31 days, and a billing period
can go anywhere from 59 days and 60 days, if you figure it in a time
basis. There are all kinds of time elements involved in the transaction,

The entire concept of this legislation appears to be designed with
the thought that adequate comparisons cannot be made under our
present system. This is an untrue assumption which our business
community feels leads to unjustified discredit of the general business
integrity.

In conclusion, gentlemen, let ne thank you veiy much for the
privilege of appearing before this subcommittee.

The CHAIRMAN. I think I have taken up enough time questioning.
Senator BENN-rr. I would like to ask one question. Taking you

back to page 4 here of your testimony-
Mr. MASTERSON. Yes, sir.
Senator BPNNrNr. Let me read you the one-sentence paragraph

which says:
To further empl~aslze our convictions the expense of extracting a monthly

percentage rate would be so prohibitive that it would force the majority of
retail merchants, especially the small retail merchants, out of the credit in-
stallment business.

Can you give us any specific evidence that that would be so? How
many can your machine post in an hour?

Mr. MASTERSOx. At the present time they can post anywhere from
800 to 1,000. The question is how good the girl is.

Senator BENNmin. In au hour?
Mr. MASTERSON. Oh no.
Senator BENNI-IT. ?n a day ?
Mr. MAMMs'IsoN. In a day.
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Senator BJENNEr. So that is approximately 100 to 120 an hour?
Mr. MAS'TRSON. Yes.
Senator BEN N -r. If you had the stock number billing on your

billing tape and had to compute the exact simple annual rate on every
account that you had, on which you drew the balance on that day, how
many of those accounts could be computed and prepared to be mailed
by a girl?

Mr. MASTERSON. There is no possible way of figuring out what the
time element would be because of the volume of purchases.

If we had to compute this yield we would add 10 to 15 people at
least in our stores, because of the volume of the business that we have,
just to compute this.

Senator BEN rE r. In other words, relate that to the number of peo-
ple you now have working on your accounting routine. Is this an
increase of 10 percent, 20 percent ?

Mr. MASTERSON. The total number of people that we have--and this
is competitive information---is '26 people. So if we had to put on 15,
we would increase the staff by 60 percent..

Senator BENEt'rr. You would almost double the staff.
Mr. MA sRsoN. Remember wr, have no computer or anything of

that kind. It is all a manuia operation the whole thing. And the
small merchant who is already involved in so much expens&-he is
already collecting for the U.S. Government; he is collecting Govern-
ment withholding tax, the social security tax, and the Federal excise
tax. For the State, he is collecting the withholding tax and the sales
tax. And in a lot of our cities he is collecting a payroll tax from
them. He must maintain all of those records. He now is controlled
or is being controlled by the FTC on fur the sale of firs, the sale of
woolens, the sale of all textiles, and in the mill is the control of the
sale of jewelry, the sale of handbags, the sale of furniture, completely
describing his advertising. He has to at this point, hire an accountant
and a lawyer to make sure he is complying with everything right now.

Senator BENN rr. One more question: Don't many of these small
merchants actually in Kentucky still kee their books in pen and ink?

Mr. MASTERSo.N. Oh, absolutely, absolutely, and an awful lot of
them in their head. [Laughter.]

The C1irANRMAW. You are complying with the new Kentucky law,
are you not?

Mr. MfASTERSOW. Yes sir.
The ChAIRMAN. Weil, now, I have here a statement of Kentucky

law given to you. It is on page 1279 of this compilation prepared by
the Thomas clearinghouse. As I read it. itis identical with the require-
ments in our bill down to the paragraph (F) that I have read.

And the difliculties which you are stating are entirely confined to the
paragraphs (A) to (E), inclusive, a general statement of what the
annual rate will be.

Mr. MAsTF.Rsow. Well, now, Se-nator, if you are trying to say that
the only thing that we have to complain about the legislation is that,
I am raid we would be back on the other moint. You said 15 minutes
is all that we have to talk about., so we picked out particular points
that we were involved with. But we couId go all the way back through
the 2,000 pages of testimony that you have.
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The CHAIRMAN. This is really occasioned by the Kentucky Act.
Mr. MASTERSON. No, it's not.
The CHAIRMAN. We don't add anything in paragraph (F).
But if I may ask you again: You live under the Kentucky Act?
Mfr. MASTERSON. Yes, sir.
Senator BnENN;m-r. Your accountants can still post 800 to 1,000 ac-

counts a day to comply with the Kentucky law?
Mr. MASTERSON. Yes, sir.
Senator BENIErr. That's all. Thank you.
The CHAIRMAN. The accountants under our act wouldn't have to

do a thing. All you would have to do would be to print the rate on
the slip, which Sears, Roebuck shows on the monthly--

[A chorus of moans.]
Senator BENF.,rr. At the end of each month they have got to give

each individual account a completely separate individual statement,
The CHAIRMAN. I beg your pardon.
Mr. MASTERSOX. That is what it says.
The CHAIRMAN. NO, ne, it does not say it in my paper.
Mr. MASTERSON. No sir.
Senator BF,-.ENnNPr. 6h, oh, oh, Senator.
The CHAIRMAN. The simple annual rate can be )rinted on the slip.

It should be on the balance.
Senator BENNrJ&T. Turn back to page 4, line 22--

furnish to such person, at the end of each monthly period (which need not be a
calendar month) following the entering into of any such agreement, a clear
statement in writing setting forth-

all of these things, including the simple annual percentage rate.The CHIRiMtAN. This is identical with the Kentucky Act except.
the credit statement of the Kentucky Act says:
shall properly supply the buyer with the retail charge agreement and state at the
end of each monthly period, which need not be a calendar month, or other regular
period, agreed upon in writing, in which there is any unpaid balance, which
statement shall show the following-

And then the specific items are identical.
They are identical with the items which we recorded down to and

including paragraph (E) on page 5 of the bill, it. does not include
paragraph (F), hut paragraph (F) could be satisfied by a printed
statement on the general statement of terms and requires no accounting
whatsoever.

Air. M\ASTEFRSON. We would say in our bill the dollars and 11/2 per-
cent-

The CHAIRMAN. That would be, 18 percent.
Mr. 'MASTERSO'NJ. It is not 18 percent. We are right back where we

started. [Laughter.]
Senator BENNErnr. Wait a minute.
The CHAIRMAN. Wait a minute.
Senator BE-NNPrr. (F) says the simple annual percentage rate or

rates providing a yield equal to the finance charge imposed.What. is a yield?
Mr. MASTE'RSO-N. The question was, I think, Senator, whatr----
The CIIA1IMAN. I am going to strike the "yield."
Mr. MASTERSO,. Yes. Strike'that out.
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A simple annual percentage rate or rates on the monthly balance.
The CIIAMMAw. On the balance at the beginning of each month,

and that need not be the calendar month.
Senator SiM. isoN. We are striking out one now, are we?

[Laughter.]
The CHAMIJAN. Wait a minute.
I am attempting to hammer something out here which will minimize

the objections of the retail merchants. I think, in its present form,
properly interpreted, there is no difficulty. But you get these high-
priced lawyers and they can multiply difficulties .

And in order to make it airtight so as the---
Mr. MASTERSON. Senator, I'm not a high-priced lawyer.
The CIAInrAw. No, no.
You are simply giving the same thing that these----
Mr. MASTERSON. No; I'm not. Wait a minute.
The CHAIRMAN (continuing). Fellows have been giving every city

that we've gone to.
Mr. MASTE.RSON. You say to me that I as a merchant have to say 18

percent. There is no moral nor ethical reason why I should say it,
none at all.

The CHAIRMAN. If you-
Mr. MASTERSON. 'Where is the justice in competition to force me to

say 18 percent against everybody who will figure that as interest like
you did; in all the hearings you referred to it as interest?

The CIIARM AN. Do you think Sears, Roebuck should use it?
Mr. MASTERS0 N. I'm not arguing about what Sears, Roebuck does.

I'm not here in defense of Sears, Roebuck.
The CHAIRMAN. They are a big firm.
Mr. MASTERSON. I'm talking about the snall merchant. You say

go to any one of these towns where there is a credit union. You say
that I have to put on 18 percent. I

The Labor News right here comes out-one is a credit union. In
it they say that you can borrow and the only charge for the loan is
interest. The cost is never more ian a penny a month for each dollar
still owed. So $100 paid back in 12 monthly installments is a total
credit cost of $6.50. They don't say any kiny of percent, none at all.

But you are going to force me to say 18 percent against their 12.
The CHAIRMANT. The bill hasn't even'l)assed yet.
Mr. MASTERSON-. I understand that. But if you can tell us to do it,

you're going to put us-where is the justice of "forcing us to state that
we charge 18 percent against their 12, and everybody has got to con-
sider it as purely a loan of money? And we are not in the money-
lending business.

The CRAIRMAN. I think now we are getting to the real objection.
Senator -.4NNEir. Do you charge 18 percent?
Mr. MASTERSON. No; we don't.
The Cnmvni,, w. Your 18 percent, if it really were stated, would con-

trast with a credit union or a bank rate of 12 percent. Now we are
getting really down to facts.

Mr. MASTERSO-. Now we are getting back to that same old point.
[Laughter.] If we assume that it is an untrue faci unless we make
all kinds of assumptions; right back to the beginning, Senator.

I 'l I'I
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Senator BEN.-iir. In New York it was Senator Proxmire and
another witness that yelled at each other.

Mr. MASTERSON. IPm not yelling. If I am, I'm sorry. I'm a boy
from Brooklyn. I was transferred to Kentucky, Senator, and I
apologize.

The CHAMMAN. That's quite all right. [Shaking hands.]
If I shouted, I apologize, too.
Mr. MASTERSON. Thank you very much.
(The complete prepared statement of Mr. Masterson follows:)

STATEMENT OF JOHN MASTERSON, L OUISVILLE RETAIL 1IROHANTs ASSOCIATION

Gentlemen, before I introduce myself and the parties I represent, I would
like to express my appreciation and that of the association which I represent
for the honor of appearing before this subcommittee of the U.S. Senate to present
the v!ews of this organization as well as my own on the important matter now
before you.

My name is Jack Masterson and I anm appearing before you today in behalf
of the Louisville Retail Merchants Association and as a member of the Kentucky
Retail Merchants Association whose membership numbers approximately 2,800.

The Louisville Retail Merchants Association is composed of retail merchants in
the city of Louisville and its Immediate surrounding territory. Most of these
merchants have been in business in this community for 50 years. Specifically,
the reasons I appear before you today are fourfold.

First. Both of the organizations I have mentioned; namely, the Kentucky Re-
tail Merchants Association and the Louisville Retail Merehants Association, do
a very large volume of installment business.

Second. I am treasurer of Stewart's Dry Goods Co., one of the oldest and
largest retail merchants in the State. Actually, it is 119 ycirs old and we have
been doing a large volume of installment credit business during a great portion
of that time, therefore, my company also is vitally interested in this matter.

Third. As a citizen and resident of Greater Louisville, I am interested in
seeing that the volume of retail business continues to expand so as to maintain
standards of living, payrolls, and support the general economy.

Fourth: 'The fourth reason is that at the time the Kentucky Retail Installment
Sales Act was first proposed in the legislature of this Commonwealth, we studied
the measure very carefully and concluded that It was the most effective means
of curing whatever malpractices might exist in the retail industry. This statute
requires among other provisions the full disclosure of the time-price differential
in connection with the purchase of goods and services on an installment trans-
action, expressed in dollars and cents. In addition to this, specific disclosures
regarding revolving charge accounts are also required which I will discuss later.

In this respect we believe that the present Kentucky law to which I have re-
ferred Is, in fact, full disclosure to the purchaser. I have observed that S. 750
Is called the truth in lending bill. I am so convinced that the Retail Installment
Sales Act in Kentucky so thoroughly accomplished the same purpose that I now
sincerely regret that we didn't call our bill in Kentucky the truth in purchasing
bill.

We strongly supported this measure and urged it be adopted. We were ex-
tremely pleased to see that the bill was enacted. We are of the opinion that the
passage of our bill by,an overwhelming majority has accomplished and will con.
tinue to accomplish the purpose for which it was Intended. Incidently, while
this measure was under consideration, the.Louisville Retail Merchants Associa-
tion appointed a committee to study the matter and I had the honor of being
chairman of the committee. The views I have just expressed are my personal
ones and I am confident are expressed by the committee and membership of the
organizations as a whole.

The Retail Installment Sales Act in Kentucky, to the best of my knowledge,
was actively supported by the Kentucky Chamber of Commerce, Louisville Cham-
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ber of Commerce, the Associated Industries of Kentucky, the Kentucky Retail
Hardware Association, the Kentucky Jewelers Association, the rarm Bureau, the
Kentucky Retail Merchants, the Louisville Retail Merchants Association, the
Kentucky Chain Store Council, and the majority of the chambers of commerce
throughout theother cities of the State.

Now with respect to S. 750 with which this committee is concerned, I would
like to submit my views and those of my constituents, if I may borrow a political
phrase.

We as retail merchants would like to make this fact clear. We fully support
the full disclosure of the service charge to the customer doing business on an
installment-credit basis. It Is imperative in our business to maintain good cus-
tomer relationship. In view of this we go to great detail to explain to our cus-
tomer what she Is paying in the Way of service charge. 'hio prevents any ques-
tion on future transactions of this type.

We are opposed to any unnecessary burdensome requirements which can only
tend to confuse ard offer nothing in the way of protection to the customer.

The Kentucky Retail Installment Sales Act requires the seller In the agree-
ment with the purchaser clearly to set forth an itemization in dollars and cents
of the cost involved in an installment transaction for goods and/or services or a
combination of both. We honestly feel that the statement of the service charge
expressed in dollars and cents Is the best possible method adequately to inform
the purchaser of this cost. With this information he or she cau easily shop for
credit as well as shop the retail price.

In previous hearings it has been clc-arly shown the difficulties and complexities
of complying with the requirement of converting the service charge to an annual
nd monthly rate. This conversion is not possible under the conditions of the

revolving charge type of account unless the retailer states an arbitrary maximum
percent which is untrue. This Is impossible unless we assume an untrue pur-
chase date, an untrue payment date and an untrue annual rate.

To further emphasize our convictions the expense of extracting a monthly
percentage rate would be so prohIbitive that it would force the majority of retail
merchants especially the small retail merchants out of the credit installment
business .

The other alternative available to the retail merchant, if compelled to comply
with this bill, is to bury all or part of the service charge In the retail price of
the g(,ods and/or services. This would then penalize the cash customer by not
allowilug him to take advantage of the lowest possible retail price.

To illustrate what I have previously described I have here several examples
of advertisements promoting the sale of merchandise on an installment basis
specifically calling the customer's attention to the fact that there are no service
charges. It is recognized as a fact by our industry that this type of business
cannot be done without incurring additional costs. These advertisements speak
for themselves and are attached to m.: statement for the record.

There is another area that I feel needs further clarification. That is the as-
sumption by some members of the committee that ve allow a 30-day period free
of service charges on installment accounts. I would like to submit there is no
free period if the customer does not choose to pay his balance within a given
billing period. This is an option to be exercised by the customer. Should the
customer choose to pay over a period of installments he w,*1ld therefore Incur
a service charge on all of the purchases as of the first billih-g date. So in this
Instance there Is no free period. The customer that elects to pay the account
in full before the second billing date will receive at least 28 days of free service
charge and could conceivably receive a maximum of 60 days free of service
charge. Incidentally, the majority of the customers using this type of Installment
elect to pay on an Installment basis.

The entire concept of this legislation appears to be designed with the thought
that adequate comparisons cannot be made under our present system. This Is
an untrue assumption which our business community feels leads to unjustified
discredit of the general busine-s integrity.

In conclusion, gentlemen, let me again thank you for the privilege of appearing
before this subcommittee.
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Tho CHmwaAN. Now the next-
Senator BwN'Pr. Well, it's 10 after 12.
The CHAIRMAN. Let's take at least 20 minutes of the testimony.
Senator BENNm'r. Well, I'm perfectly willing to, except that it

probably will be just as many questions with an hour and a half in
between.

The CHAIRMAX. Well, I'm very anxious to give to the opponents of
this bill equal rights with the proponents, so I'm perfectly willing to
have them take the stand now. But if the opponents" ish to waive that
right and put their witnesses off until afternoon, I will ask another
proponent to take the stand. It's up to the proponents.

Senator BENNLvr. Just because we am used to looking at alterna.
ties, I suggest we recess now and come back at 1:45, taking the same
amount of lunch period, without getting involved. Your witness
might run over.

The CHAIRMAN. That's OK.
We will adjourn until 1:45.
(Whereupon, at 12:15 the hearing was recessed to reconvene at 1:45

the same day.)
APITERNOON SESSION, 1:45 P.M.

The CHAIRMAN. All right. The hour 1:45 having arrived, the crra-
mittee will come to order.

The first witness this afternoon is Mr. Kenneth Marin, Grand
Rapids, Mich. Mr. Marin was at the hearing this morning but was
postponed until this afternoon, and Senator Bennett kindly agreed to
have him put on first.

Immediately after his testimony, the second set of witnesses for the
opposition will testify.

Mr, Matin, we are glad to have you with us.
Mr. MARIN. Thank you, Senator.

STATEMENT OF KENNETH MARIN ON BEHALF OF THE MICHIGAX
CREDIT UNION LEAGUE

Mr. MARi. My name is Kenneth Marin. I live in Grand Rapids,
Mich., where I am chairman of the department of economics at
Aquinas College. I speak here today as a representative of the Michi-
gan Credit Union League and I so serve as president of CUNA
Supply Cooperative, which provides credit union supplies to credit
unions.

I would like to say that there are many people in Michigan who
would have like& to have a chance to testify before this subcommittee in
favor of S. 750 if a hearing site ,n Michigan had been selected. I
regret that it was not possible for this distinguished subcommittee to
select a site in the "Water Wonderland" State, but it is to the credit
of the chairman of the subcommittee that a central location like Louis-
ville has been chosen for his hearing, during which I am sure a great
many witnesses will be heard who otherwise would not have been able
to speak on this important legislation.

Credit unions, as you know, are organized to serve two mutually
complementary purposes. First, they serve to promote thrift among
their members by providing a safe place of deposit and paying a

11 1 Mff .
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'reasonable dividend. incidentally, this dividend is paid 6n the bais
of a simple annual rate, such as 41h percent.

The other function of the credit union is to provide loans for con-
structive purposes at reasonable interest rates. The traditional credit
union interest rate is 12 percent, or 1 percent per month, thoughh
many credit unions redue this figure substantially for their mmbemlb
through an interest rebate at' the end of the year.' The 12-percent
figure is the maximum fixed by the Federal Credit Union Act and most
State acts.

It is well known, especially to our competitors, that credit unions
have enjoyed a great deal of prosperity in recent years. Credit union
assets are now in the vicinity of $6 billion. Credit unions number,
both Federal and State, about 21,000 in the United States. Currently
they hold about 11 percent of the total installment credit outstanding
in the Nation.

Yet it is misleading to think of credit unions as large, well-oiled
financial institutions.' Certainly we are proud of our -larger credit
unions, those with millions of dollars in assets. But we must remem-
ber that the typical credit union is still a small one, with a small frac-
tion of a million dollars in assets. This typical credit union, whether
it is in Kentucky or California, is staffed largely by volunteers and is
doing an excellent job of providing both a depository for savings and
serving as a source of credit.

It is these smaller credit unions which make up the bulk of the credit
union movement in the United States. And we are proud of them.
We feel they provide their members with more than financial assist-
ance. They teach, in various ways, the value of the democratic process
where everyone votes, and the usefulness of a true cooperative spirit.
We feel, as credit union members that we are spiritual brothers with
other volunteer cooperatives, such as volunteer firemen, members of
farm cooperatives, and a wide variety of citizen groups. .

We hi the credit uaion movement have an active interest in social
justice. Our origins in this country, in fact were based on the need
then existent for consumer credit at reasonable cost. In the early 20th
century, there were only loan sharks for the common man to deal with.
Credit unions, starting in 1909, became a major factor in eliminating
the role of the usurious lender. We still feel, to be sure, that many
people are forced to pay exorbitant interest rates. Our job is not done.
But it is now well underway.

We in the credit union movement feel that our crusade to end the
charging of excessive interest rates--we feel that's what we have been
attempting to do for half a century--can be greatly helped by S. 750,
the "truth in lending" bill. This measures aim is so simple and so
commendable that we often wonder why it can be so vigorously op-
posed.

The key to the bill, in our eyes, is the provision that the customer
deserves to know the cost of the credit he is going to get in terms of asimple annual rate. With this yardstick, he could shop around, if this
practice were the general rule. I might add parenthetically that if
any practice were the general rule, he could shop around, but he can't
do'it now by virtue of the fact that there are many different rules in
effect in the stating of interest rates. Under the present circumstances
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he ,can only be confused, and often finds out-later to his-chagrin that
he is paying a whopping aniount for credit.,
SCredit unions generally state their interest cost in terms of a monthly
rate, not tin annual rate. In Mr. Masterson's discussion this morning,
he said as much on this as is certainly possible. However a credit
union stating its rate %t 1 percent a month could do exactly what MAr.
MUasterson did for us this morning in converting immediately in ia
own head the 12 percent per amum. This is the true rate.

We in the credit union movement are not wedded to this method,
however. We are quite willing to agree with the purposes of S. 750
and change the interest statement from a monthly to an annual rate.
We feel there is little difficulty in making the switch, although we note
that many other credit grantors, following the position that Ir. Mas-
terson emphasized this morning, seem to think it is just about im-
possible.

Within the past few months, we have been making available through
CUNA supply what we call the "little mail instant rate converter."
This circular slide rule device instantly computes the interest cost to
the borrower of any size loan as long as the amount of credit, the
monthly payment, and the term of the loan are known.

The CHAIRMAN. Would you be willing to Arnish members of the
committee copies?

Mr. MARIN. Sure. We have a couple of copies here, and I brought
my.own personal one along, and I will certainly see that additional
copies are made available.

This was developed in conjunction with the University of Wiscon-
sin itself at a very low cost, and we feel it does an excellent job of
converting to simple annual interest rates if you know merely these
rather easily ascertained figures, that is, the amount of credit., what the
monthly payment is, and the term of the loan; 12 months, 18 months,
whatever it might be.

Needless to say, the interest cost is expressed in terms of a simple an-
nual rate. I might add that the phrase "little man" derives from the
traditional mark of the credit union movement. showing a small fig-
ure being protected by his credit union-in the form of an umbrella-
from the inevitable rainy day. This has been the official copyright of
the credit union movement for many, many years.

The "little people" have always been the victims of the purveyors
of high-interest rates. We take pride that the credit union movement
has been traditionally opposed to these entrepreneurs. We feel that
the movement has been effective in providing a great number of
Americans with credit at reasonable rates. After all, making available
an alternative source of credit which costs considerably less cannot
help but prove effective.

But how are all the "little men" in.our population to choose between
alternative sources of credit when there is no common yardstick on
which to base their Judgment? Here S. 750 appears as the savior of
these "little people." Knowing the cost of credit in clear, simple terms
will arm the common man with the single weapon he now lacks to finish
his crusade against excessive money rates.

I hold no sympathy as an economist for those who argue that S. 750
would damage our economy by cuttingdqwn on installment credit
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sales. This is a highly dubious assertion. However, if what these
spokesmen are really concerned about is that the consumer will begin"
shopping around for the best credit buy, then, of course I do under-
stand them, although I don't sympathize with them. 1m sure there
will be a readjustment in many consumers' minds should S. 750 become
law, and there would be some readjustments on their sources of ci-edit,
and I'm convinced this Would be all to the consumers' good.

Once credit becomes just another commodity to be bought and sold,
price will loom as the deciding factor; price stated in terms of the
simple annual rate of interest, as would be required in S. 750.

When the happy day arrives that S. 750 becomes law, then the jungle
of finance charges now confronting consumers would disappear. Until
that time, we are urging credit union members to make good use of the
"little man instant rate converter" to try and find out what the rate
actually is on an alternative contract, the on]y way we know for the
"little )eople." to actually achieve a common denominator.

I certainly thank you for the opportunity to testify.
The CIZAIRMAN-. I think your circular slide rule is extraordinary.

A simple device. We have used it a great deal. In our previous hear-
ings, we have had Mr. Lindley on the one had, a very able and very
fine representative of the majority, and on the other, Mr. Bradford,
check each other and they worked it very well.

But these have been cases where the payments are regular. Now
where you get three variables; namely, the amount of the initial in-
debtedness, the amount of monthly payments, the number of months
over which payments are made, then *with these three you compute
very readily what your annual interest rate is.

But I notice that the afternoon newspapers-I don't, want to an.
ticipate testimony, but the afternoon newspapers quote the Kentucky
bankers as saying that you cannot compute the true rates when you
make regular pay ments or skip payments. Now can you compute it
by this slide rule.

Mr. MARIN. This slide rule was not so designed. Such a slide rule
could readily be designedJ am reasonably sure.

The presumption that we had in making this available was that it
would be a working tool for credit unions-

The CHAIRMAN. Yes.
Mr. 'MAmN. And as such, it was designed to meet their particular

needs.
The teacher, for instance, in my credit union will frequently ask

that the credit union service a moratorium on payments during the
sumner period when be has no income, and this is credited. Now a
credit. union, of course, takes its rate as 1 percent er month on the
unpaid balance, and should he make no payments or a period of 2,
or 3, or 5 or 6 months, he is certainly paying at, a true rate equal to
1 percent per month, 12 percent a year on the last balance.

To compute a competitor rate from this particular slide rule as an
amount set up with a missed payment or an every-other-month pay-
ment or a once-a-year payment would require some redoing of the
slide rule. But it was not our purpose obviously to come up here with
a tool that would do anything else than to serve the credit union in
its day.to-day operation.

/
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The CHAIRMAN. This would provide then for a vast majority of
your credit transactions?

Mr. MARIN. Yes, certainly.
I would say our credit union, for instance, serving teachers, prob-.

ably makes many more such loans with deferred payments than would,
a credit union serving an industrial group. I would guess-and this is
purely a guess-that 95 percent of the teachers have a higher figure
than that, for which contracts are set up for equal weekly or twice a
month or monthly installments.

The CIAIRMAN. May I ask this: Suppose they are skipped payments
and irregular payments. Is there a format which can be used from
which the computations can be made?

Mr. MARTY . This embraces the consideration of the formula as the
basis for the construction of the slide rule involved. It is true in %
typical trade union that this is done from tables and as I understand
it, a typical small loan company does it from tables. And they do it
on the 9asis of 1 percent per month on the unpaid balance or 2 percent
per month on the unpaid balance, or 2/2 percent per month on the
unpaid balance, or whatever it is.
. The CHAIRMAN. You treat that as the same as 30 percent, or 24 per-

cent, or 12 percent a year?
Mr. MARTY. That is correct.
As I understand the proposed S. 750, Senator Douglas, instead of

now saying 1 percent per month, credit unions would now start say-
ing 12 percent a year. We have no objections. We feel that that is
our true rate.

The CHARMAN. As a matter of fact, in the testimony we took in
1961, Mr. Gannon

Mr. MARI. Director of the Bureau of Federal Credit Unions.
The CHAIRMAN. Submitted tables providing for irregular payments

of 13, 14,3, 31 days; and I quote: J
You can figure irregular payments from the credit book?
Yes, sir. If a man is supposed to make a payment on the first of the month,

or a skipped payment, he could figure the Interest ou the payment over on that
period of days, whatever days. This could be done In a matter of seconds.

Mr. MAART. In fact, Senator, that actual credit union interest rate
is one-thirtieth'f 1 percent per day, and if a payment is made 3 days
from the time of the last payment, the interest will be calculated at one-
tenth of 1 percent.

The ChrAIrMAN. So you could figure this to the day?
Mr. MAwI. We do'figure to the day on every transaction.
Senator fIENNEr. I wasgoing to ask if you could ask the photog-

raphers to tuWn the light off. Wre wouldn't be able to live here in a
little while.

The ChAIRMAN. Yes.
Mr. MARTY. You bai dly need your overcoat at all.
Senator BENNETr. Thank you.
Excuse me. I didn't mean to interrup your last, thoughts.
The CH1AIRMIAN. In other words, any monthly rate-any yearly rate,

excuse me, must be converted into a daily rate.
Mr. MAniN. Well, I have heard both sides of this and considered

both sides of this as an economist. It is my honest belief, yes, there is
no problem hero at all.
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I know tbat, the retail merchants, as expressed in Mr. MNastervo's
view this morning, feel there are difliuhies. -I simply can'tfathom
those difficulties because we have been doing it for yeqar, Tis is a
matter of fact.:,

The CHADOUri€, Are you able to handle your skipped paymentsl-
Mr. Mmuw. The skipped payments are done in precisely the same

way. If it is 45 days from the last payment, it is 1 percent. 'f it
is 90 days'from the last payment, it is 3 percent, and so on. Each pay-
ment consists of 1 percent,

The CHATRMAN. You do this with volunteer-help I
Mr. MfAmiN. Yes.
Let me just say this: We have 21,000 credit unions in the United

States; as I indicated in my basio testimony the vast majority of the
unions operate with volunteer help.

The CIAMICAN. These are not skilled accountants or actuaries?
Mr. MARIN. These are the corollary of the typical salesgirl in any

sales store.,
The CHAIRIAN. What is the average size of the credit union I
Air. MA1 aN. The most recent figures that I recall would be some-

thing like $300,000. We have 21,000 holding $6 billion, and it comes,
out to a little under a third of a million dollars. -

The CHAMMAN. That is called the arithmetic average or the statis-
tical terms of this is the mean?

Mr. MAIUN. The arithmetic mean.
TheCHArRMAN. The modes of the most frequent-
Mr. MARIN. Would be somewhat greater. The mode or the median

would be much lower, would be my assumption.
The CHAIRMAN. The median would be lower?
Mr. MARIN. Yes, because a very small number are very large credit

unions. We have one or two credit unions in the United States today
with assets of $20, $25 million. As credit unions go, these are ex-
tremely large credit unions. They would be very small financial
institutions.

Th6 ChAIRMAN. So you would say that half of the credit unions
have assets of less than $100,000?

Mr. IARiN. I think that would be a correct figure, Senator.
The ChAIRMAN. Yet they are able to figure out the interest rates?
Mr. MARIN. They have been doing it from inception.
The CHAIRMAN. And figuring out skipped payments--
Mr. MART.N. Yes.
Thr CHAIRMAN. And irregular payments?
Mr. MARIN. Yes; with these rather simple tables.
This particular calculator will not take care of all of the cases you

indicated, perhaps 95 to 98 percent of the cases. The skipped pay-
ments, which is a rather unusual occurrence, would call for the use ofa
table.

The CHAIRMAN. This is extremely valuable testimony. Thank you
very much.

Senator BENNEr. May I question?
The CHAIRMAN. Surely.
Senator BNN-Ewr. I'm sure you know Dr. Robert Johnson.
Mr. MARIN. Dr. Robert Johnson?
Senator BN.qFTr. Of Michiigan State.

%VFW---
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Mr. MAatr:I. Don't know him personally. I know of him. •
Senator BrYNxL-tr. Do you know of his book on consumer credit?
Mr. MARIN. I might.
Senator B mNm-r. "Methods of Stating Consumer Finance

Charges," Robert W. Johnson, published by te Graduate School, of
Business at Columbia University. And he is professor of financial
administration, Graduate School of Business at Michigan State
University. I

Mr. MARIN. I have seen reviews and that is all, Senator.
Senator BENNE-r. Dr. Johnson says in his testimony' before us,

he says:
In 1960 there was outstanding some $56 billion worth of consumer, credit;

$12.8 billion was In tho form of noninstallment credit-

I'm skipping over-
This leaves $43.3 billion of installment credit.

Now is it your testimony that 95 to 98 percent of that can be
computed with a "little man's credit rate converter"?

Mil. MARM No; I don't think that was my testimony. I would
be willing to examine it.

Senator BENNETr. I didn't think it was.
Mr. MAim. I would be willing to examine the idea of those figures,

too, even though I said no such thing.
iy cotention was that in a credit union 95 to 98 percent of them

would break down into this type of transaction. If it is an installment
transaction-and of course, credit unions are, by and large, installment
transactions-if we are talking straight charge accounts-

Senator BEiNI-r. There is no charge for that. No problem there.
Mr. MARIN. There is no stated charge.
Senator BENNmr. They are out of it.
Mr. MARIN. There is no stated charge., That's right.
Senator BENxrrrm. Would this computer be any good for a revolving

charge as we were discussing this morning?
Mr. MARIN. I think this computer would not, but I think a similar

computer could be easily set up.
I might add, Senator, at the time this was first proposed, a little

over a year ago, we were told by a number of people it couldn't be
done, and it exists. Now I'm not suggesting for a moment that this
computer as it is now formulated would be your answer for a re-
volving charge. I am completely convinced that to create such a
computer, a plastic slide rule at $3 or $4 cost., would be a. very simple
matter, and that any of the universities mathematics departments
could solve this for anyone who really wanted it solved in a matter of
a couple of months.

The CIIATRNAN. Have you seen the slide rule that the New York
mutual Savings Banks have provided--

fr. MARIN. Yes, I have.
The CHAIRMAN (continuing). At the cost of 11/2 cents?Mfr. MARN. This, however, is not very accurate. It certainly will

be useful in giving an approximate figure.
I might add that this is accurate to one-tenth of I percent.
Senator BENNETr. This is fine, because I want to test that further.

And I understand you are testifying about the "little man computer
and not the Bowery Savings Bank computer.
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Mr. MAAIN. That is correct. Because this as I see it is a good bor-
rower's kind of a slide nile, not a lender's slide rule.

Senator BENNErr. May I ask you! Do the lenders, do the officers
of the credit union who loan money use this computer to work out the
basis of their contracts with their members?

Mr. MARtN. No. Generally the basis of the contract centers in a.
much more flexible fashion. Credit unions tend to be rather informal
and it is more likely to be: I'd like to borrow $600. How long will
it take me to pay it back if I can pay you $30 a month?

Senator BENNMTT. You can't figure that on this?
Mr. AfAix. Yes, we can. Would you like to have me do it?
Senator BENNEir. No, no.
The CHAIRMAN. Let's got it straight.
Senator BENNETn. Just a minute, Senator. Let me have the witness.
The CHAIRMAN. Surely.

ir. MAPtIN. This is the point: If you want me to do it, it could be
calculated in the matter of a minute or less.

Senator BsNwrrr. My basic question is: Do the lending officials of
credit unions use this device when they attempt to working out a
specific contract with their members?

Mir. MAnN. Generally, no.
Senator BENNETr. Generally, no. All right.
Going back to Dr. Johnson, he says:
This leaves $43.3 billion of Installment credit after you take out the 30-day

charge.
It would be possible to bury some of the dollar finance in the price of credit-

Mr. MARIN. I think absolutely not.
Senator BENNETT. Let me quote Dr. Johnson to you, please. I

didn't ask you whether it would be possible. Let me tell you what
Dr. Johnson said.

Mir. IAMN. I am sorry sir.
Senator BENNE'r reading) :
It would be possible--

said Dr. Johnson-
to bury the dollar finance charge in the price of a product service of roughly $26
billion or 60 percent of this amount. These outstandings Including revolving
credit, checks, and other forms of Installment credit would actually come under
the credit rate statement legislation, for reliable estimates are not available of
the amount of credit outstanding under these plans. This leaves only $17.3
billion oat of $56 billion as a maximum on which consumers can rely for a truth-
ful presentation of annual rates.

I am sure this includes credit union loans.
This sum represents 40 -Zrcent of the installment credit and 31 per-

cent of the total consurrl credit, and Dr. Johnson says in effect that
on 60 percent of all installment credit and 69 percent of all consumer
credit, it is impossible to translate to a simple rate.

Mr. MAmN. Senator, I am certainly aware of this position taken by
Dr. Johnson and by a very small number of other-

Senator BENNirr. You said you didn't know Dr. Johnson's book
but had only read reviews.

Mir. MAaN. However, if I may continue, the facts are that the
gratuitous assumption, which is all that you have quoted of Dr. John-
son, as to the ability to hide, out any inteiA rate in the purchase price
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is a gratuitous assumption which he states as a fact. He has not
proven this, and it is the body of economic theory, and I think that
Senator Douglas as a, professional economist will concur, that
this presumed total monopoly control of the market, and there is no
competition.

Senator BENNEra. We don't want to get into this presumption.
You disagree-

Mr. MARMI. However, if you are quoting an economist as an au-
thority, it seems to me that you should find out whether or not other
economists agree with that position.

And on the position which you just quoted from Dr. Johnson, I
daresay 90 percent or better of economists would disagree.

Senator BENNEr. All right.
Now you have your copy of this. You say that 95 to 98 percent of

these problems can be solved by it. I have two for you, and they
are very simple, and you have got a computer. I will give you this
one, if you don't want to take that one out.

Let me read it to you. and Mr. Lindley can try it, too.
The CHAIRMAN. Let Mr. Bradford, who is a very able man, try it

also.
Senator BEN NE'r. Aren't you afraid he will come up with the an-

swer for me?
The CHAIRMAN. I have complete confidence in Mr. Bradford.
Senator BENYmr. But not in me.
The CIIAIRMAN. ,I didn't say that.
I want to say Mr. Bradford is one of the most honorable men I have

ever met, and it is a great pleasure to be associated with him. And
I mean it.

Mr. BRADFORD. Thank you very much, Senator.
Senator BENN-T. All right., here is my question: A man buys

$169.95, with a carrying charge here of $17.05 to be added to that,
which rounds out, with a payable $11 a month for 17 months.

Mr. MARIN. I think this can be quite easily computed. It will not
be as direct, as you are undoubtedly aware, in stacking it ahead of
time. It will not be a direct computation, and it is not the computa-
tion that this was designed to ever handle. It can be done, however.

Senator BNNmE. This is a simple business. The amount owed is
simple; the numbed of months is within the 18-month limit; and the
amount of the monthly payment is in rounded dollar figures. .

Now you can compute it, but your wheel can't compute it. And
this is probably one of the reasons why your lending officers don't use
the wheel when they loan you money.

Mr. MAlTN. Not at all, Senator. If I may: The reason that this
will not compute that calculation is that this is not the kind of a trans-
action that any credit union would ever have to make, and after all,
this was not designed to handle it.
. Now what you are saying in effect, sir, is that this design for credit
unions will not do a job designed for somebody who levies an add.on
charge. The credit unions do not levy an adc-on charge. No credit
union will ever state his charge as $169.95 with, $17.05 to be added.

Senator BENNETr. Wait a minute. Senator, let me have my
witness.I

.The CJIIRMrAN. .Sure, it's my witness, and I will try to protect him.
[Laughter.]
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Senator BENNEmr. You need to.
It isn't. the fact that $17.05 is added to $169.95. That takes it off

your wheel. Let's add them on before we start, and say a purchaser
buys $187 worfh, which is $169.95 plus 1.05.

The answer is, isn't it, that your wheel can't handle 17 months
Mr. M iv. I'm sorry. I thought you said 18 months.
Senator BESNN.rr. I didn't say 18 months, I said 17 months.
Mr. MAyIN. This wheel as currently set lip does not have a 17- month

contract on it. As I indicated earlier in the typical credit union
transaction again, the man does not ask ior a given number of months;
he asks for a definite number of dollars. I want to pay $30 a month;
how long will it take? And we can tell him.

Senator BE,,NNm,. Suppose he wants the given amount of dollars
and says how many months will it take, and the answer is 17 months.

Mr. MAiuN. It will be on here between 16 and 18, or 15 and 18.
Senator BENNETr. You cannot figure it?
Mr. MAwN. As a matter of fact it won't be exactly 17 months. It

will probably be more or less.
Senator Bm, NNrft.; You are trying to -hangemy figure. fy example

is itpays out exactly in 17 months.
Mr. MARIN. Senator, I'm not trying t change your figure at all.

I'm trying to suggest that this particular application was never in-
tended for this particular slide rule.

Senator BNNErTT. Let me give ycu another one.
The CHAIRMAN. May I move to another-may I say something on

the first one before you move to another one?
Senator BExNNFY'r. Yes; yes.
The IAIRMAN. As a matter of fact there are not many indebted-

ness for irregular months such as 17 or 13. It is generally, 6, 12, 18,
24, 30, 36, half a year, a year, a year and a half, 2 years, 2Y2, 3 years,
and that is usually it.

Senator BNNrTmr. The point is, if you are going to use the "Little
Man's Instant Rate Converter" you have got to force the pattern of
credit into a fixed pattern which matches the computer.

Mr. IUAMN. The other way around, Senator. Th pattern existed
and the computer was designed to meet it.

Our pattern has been forced on us by law since 1909.
Senator BENNEr. OK.
But you said it would handle 95 to 98 percent-
Mr. MARIN (continuing). Of the credit union cases. And it will,

Senator. I repeat that.
This is not designed for anything but credit unions.
Senator BENNFiT. This has been offered by the chairman as a basis

for figuring every example that has come up here in the last 3 or 4 days
of hearings.

Mr. MARIN. And with modifications it can be done, done but not tle
way it now exists.

Senator BEwN-r. All right.
The C1TATiAN.. I would like to- --
Senator B3Ezowrr. Let me give you another queqtion-
The CMAIfMAN. Wait a minute.
I would like to call attention to pages 494, 495, and 496 of the 1961

hearings, which reproduced three pt-ges of a credit union calculator.
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Senator BENNEiT. Which is a table.
The CiIAnRr x. Which is a table.
It will enable you to operate on skipped days, on irrgular payments,

and irregular months; 13 days, 14 days, 23 days, 31 days, and so on.
Mr. M luN. If a member of a credit union insisted upon a 17 -month

contract, this would create no problem, but it would not be done on this
(the calculator), because it's a very unusual situation to ask for a 17-

month contract.
Senator BENmTr. That's the point I want to make.
The CHAIRMAN. Now-
Senator BENNETT. Please, let me try another one.
The CIAIRMAN. All right.
Senator BE.NNErr. I'll add the purchase and the carrying charge to-

gether so you won't be disturbed by the add-on.
This is a purchase of $187, payable at $11 a month. The purchase

is made on the first day of February 1963, Now this is payable at
$11 a month until paid, beginning the llth of June 1963.

Mr. MARIN. You're having a delay of some -15 days?
Senator BENNETT. You're having March, April, May, and June;

you have a 4-month delay.
Mr. MARIN. A 4-month delay.
Again, as I indicated earlier--In this instance, Senator, you are de-

laying $187 4 months before any payment is made?
Senator BENNEr. Yes.
Mr. MAfmN. This will add another add-on of $1.87 for the 4 months,

and you would calculate strictly from there.
The CH IAMAN. Under the Douglas bill you would have to tell

them in advance.
Mr. MARIN. It's 1 percent per month on the unpaid balance, always.
The CHA IRAN. The rate is I percent per month.
Mr. MARIN. Twelve percent per year. I
The CHAIRMAN. Given that fact, you would be able to compute it?
Mir. MARIN. Instantly. For the first 4 months it will cost him $1.87.
Senator BENNETT. Well, compute it instantly then.
Mr. MARIN. $1.87, 4 months delay, four times that--this will have

to be added on to the initial amount of the loan.
Senator BENNEr. That isn't-
Mr. MARIN. You'll have to do it, sir. Under the rules you have es-

tablished, of having no payments for 4 months, they will'have to pay
interest at 1 percent per month to the contract.

Senator BENNETT. This woul( be a credit union contract,?
Mr. MARIN. That's correct; required by law.
Senator BENNt-r~. The contract can l)e made with an individual
Mr. MARIN. At one and a half perwnt per month---
Senator BENNETT. No. Now wait a minute.
The item will be sold to you and your payments will start 4 months

later.
Mr. MARiN-. All right, then it's one and a half percent per month.

They would take one and a half times +months. If it's 1 percent--
Senator BENNE-r. Don't confuse it now. That's not the question.
Mr. MARIN. If-
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Senator BENNEm-r. If the total carrying charges-well, I'll-give it
toyo' thleother way.

ho purchase was $169.95 and thb total € arrying charge for th6
-whole contract is $17.05i including the 4 months before he start to
pay, before he started to pay on the account. I :

Mr. MhAiw. Then the $1.87 can be deducted from the $17.05 for
those 4 months. In other words, a $1.87-and I apologize for not hav-
ing an adding machine, in my credit union I would have an adding
machine.

Senator Birm n . You've got this Little Man IRate Computer.
[Laughter.]

Mr. MALtIn. This was not designed to be an adding machine.
Now we have $1.87 times 4, that would be, let's see-that's $7.48.

It would have to be deducted from your $17.05; that's under the ground
rules which you have established.

I might just add, they are unusual ground rules for credit unions.
Senator BRNNETr. I am talking about--
Mr. MARM. $9.57 is the actual cost of the interest from the effective

day of the first payment.
Now you are going to have how long a period of timeI
Senator BENNE=r. Paying it out at $11 a month.
Mr. MAa m. Paying it out at $11 a month. Then you have a

starting-
Senator BENNm-r. You can calculate the number of months by

dividing it into it, can't you into the amount you owe; can't you.
Mr. MARIx. Not if you're not going to have an unpaid balance. This

is basically what merchandising-
Senator B wxnrT. In this case, the $11 pays it off.
The CHAIRMAN. How many months
Senator BENNETr. This is for him to find out.
Mr. M Lmn. This is one of the things we need to know.
Senator Brni-yrr. Can't you use your pencil and divide this by 11f
Mr. MARIN. If I am going to do that, I would suggest this would

not be the proper approach.
Senator -r-srr. OK, that's what I wanted you to admit.
Mr. 1kMAm'. Senator, I admitted this before I started.
First of all, 95 to 98 percent of the credit unions in the credit union

cases-neither of the cases you cited, I dare say, is ever present in a
credit union. The nature of the law will not permit this kind of a
statement of charges, and we have to operate under the law as it is
now written.

Senator BENN-rr. The law will not allow you to loan a man money
and theit postpone payments for 4 monthsI

Mr. MARIN. If we7 charge 1 percent per month on the unpaid bal-
ance. You had us put an add-on to begin with, which presumably
was going to take care of the whole contract. It can't be done this
way. He will be charged one-thirtieth of 1 percent pr day for the
duration of this contract on the unpaid balance on each day..

Senator BENwL-r. Then you would warn me and Mr. Bradford that
we should be a little careful when we use this Little Man's Computer
on noncredit union cases?
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Mr. AR~iN. No, not noncredit union cases; cases which do not require
a separate contract of so many months and a given balance of given
monthly repayments. It will work just as well in any contract, which
is the typical contract, where I pay so much a month, every mopth, for
a given number of months.
. If you are going to have a delay of 4 months, or skip a payment,
then you will need a modification of this slide rule. I would merely
contend, sir, that that is a very infrequent occurrence in the granting
of installment credit.

Senator BEwN=i'r. We have a witness who is coming on after you-
well, there is just one other question:

Mr. Main, I am not going to follow this up, except to ask you to
supply me or the committee the information that this question raises.
I am sure you haven't got it at your fingertips. (See p. 1623 ff.)

On the first page of your statement you said credit unions are or-
ganized to serve two mutual complimentary purposes, first by provid-
Ing a safe place for deposits and paying a reasonable dividend. Are
the deposits of savings of credit unik)n depositors insured, as in savings
and loan banks?

Mr. MAmN. Deposit insurance of the FDIC or FLSIC type; is that
what you mean?

Senator BENTrr. Yes.
Mr. "MARiN. No.
Senator BENNEm. They are not?
Mr. MARIN. This is a position that the credit unions take, rather

animatedly, to this point. It is under constant survey.
Up to this point, the credit union movement had opposed any such

insurance, as a matter of principle. That is, the leader of the move-
ment does not wish insurance for reasons that I could go into--

Senator BENNmT. Yes. The thing I would like to have you furnish
me, and I think the leaders of the movement would have this informa-
tion, how much money has been lost, say, in the last 5 years, by credit
union officers, by embezzlement?

Mr. MAmN. By embezzlement by the credit union officers?
Of course, you are covered by bond. I could give you a very good

approximation. For instance, im the State of Michigan, which I know
best, this represents approximately 10 perceitt of the assets of the credit
union movement, just roughly, with better than a million members
with a neighborhood of five and e half or six billion dollars credit
union assets, there has not been a cent lost.

Senator BENNTm-. You say not a cent lost anywhere in the United
States.

Mr. MARIN. No ; I am saying there has been very little.
If I may say now, I think it becomes almost necessary, in order to

defend the position you put me in, that I do-we have opposed this.
The question is, Why, why don't credit unions want FDIC- or FLSIC-
type insurance. The basic answer is that there is no need for it. That
is the answer to your question. The losses are negligible, virtually
nonexistent.

Second, it would create another layer of control which would cre-
ate no good purpose and would, as a matter of fact, not do anything
for the little man. T~he little min is not losing 'my money now.
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The credit union bond, which will cover embezzlement cases, is the
best in the industry. It is generally, even in a credit union, 6f a hun-
dred~thousand dollars. Every individual who handles money at allis
bonded for 100 percent of the true assets of that crediit union no mat-
ter what they are stated on the books. If anyone has been embezzling,
this hundred.thousand dollar credit union is probably • an eight hun-
dred thousand dollar credit union. If losses occur, the $800,000 will
be bended, up to a maximum loss of $1 million.

Senator BENNTrr. I was interested in the reason you gave, that it
would impose another layer of control which is not needed to protect
the people. , I I

Wouldn't the Douglas bill impose another layer of controlon all
consumer lenders?

Mr. MARiN. Now when you say not needed by the people, I am
against you. This is a real distinction, because in the case of the
Douglas bill, there is real exploitation, I feel, without it. In the case
of FDIC insurance for credit unions, there is no exploitation, there is
no loss.

Senator BENNET. Would you supply me with a schedule showing
the losses above the bonds that have occurred, Stateby State?

Mr. MARIN. I am sure this information is available, and I will cer-
tainly see you are given it.

Senator BENNE'rr. Thank you.
The CHAIRMAN. May I ask also that you furnish the"0comparative

rates of bonding of credit union officials, as compared with coverages
of commercial banks?

Mr. MArN. I suspect this would also be an easy statistic to bring
out, Senator. The rate is quite low.

And the reason the rate is low, as is indicated by my previous testi-
mony, is because of the extremely low ratio, extremely low. The major
bond carrier who carries the bonds, cover maybe 90 percent of all
credit unions, and again in the last quarter increased the dividends,
which is to say, reduces the net cost of the bonds.

Senator BENNia-r. Does the bond cover losses other than embezzle-
ment?

Mr. M AwN. The bond covers any los, even mysterious disappear-
ance, even by people who are not employed by the credit union.

For instance, in a volunteer operation a person is asked to. deliver
a package. He just asks, "Joe, could you take this over for me?" and
JoO on the way down finds an envelope containing $6,000, and goes
to Mexico with it.. He is acting as on agent of the credit union, and
the bond covers it. This is the broadest bond written in the financial
movement, I think.

Senator BEN NErrr. I would like to have the information.
Mr. MArIN. Yes.
The CHAIRMAN. I wonder if it, would be too much trouble if you

would also compare the bonds for credit unions, and credit union of-
ficials with thlebonds for commercial banks, not merely on rats but
on coverage.

Mr. MAIiIN . The credit union coverage is vastly broad in both terms
of percentages of assets covered. The typical bank official, for in-
stance, would have a position bond of $100,000, maybe $1 million; in
very many cases, if it's a smnal bank, he may have a position hond of
as little as $10,000 or $15,000 or $25,000.
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As I indicated before, the credit union official has a $100,000 assets
bond. The credit union bond typically not only covers defraud case
embezzlement., and myste-ious disappearance, Jire, and so on, it also
covers persons not even employed by the credit union, if they are acting
as agents for the credit union. Generally speaking, it is held to be
true that the credit union bond is undoubtedly the best bond that is in
the financial industry.

The CAIRMAN. I am going to ask unanimous consent for Mr. Lind-
ley and Mr. Bradford to prepare a letter addressed to the FDIC and
FLSIC, and the Federal Credit Union Department, HEW, on the
type of bonding in all three of these sets of institutions: commercial
banks, savings and loans organizations, and credit unions.

(The correspondence may be found beginning on pp. 1678-1621.)
Senator BENz imr. No objection.
The CHArMAN. Very good.
Sen-tor BENNE-r. No other questions.
Senator SImrsow. No questions.
The CHAIRMAN. Thank you very much.
Our next witness is Mr. Robert E. Hatton, general counsel, Ken.

tucky Bankers Association.
Mr. Hatton is accompanied by Dr. L. L. Scott. Will you gentlemen

come forward?

STATEMENT OF ROBERT P, HATTON, GENERAL COUNSEL OF THE
KENTUCKY BANKER ASSOCIATION; ACCOMPANIED BY DR. L. L
SCOTT

Mr. H1ATrON. Mr. Chairman, I am not one of these high'priced
Wall Street lawyers. I am a Kentucky lawyer. I have two requests
to make of the committee.

I have an exhibit over there and if w e could get rid of that Sears,
Roebuck exhibit so I could get my exhibit in there, I would appreciate
it.

The second request: Dr. Scott is here with me and I would like to
have him sitting at my left beside me so if we could just repossess this
chair at the moment Ibelieve we can get started.

The CGHAIMAn. Certainly.
Mr. HATWro. Thank you very much.
I am Robert E. Hatton, Louisville, Ky., attorney of the firm of

Hatton, Smith, Britt & Friedlander. I am also general counsel for
the Kentucky Bankers Association, a position I have held since early
1946.

I might say f6r the Senator from Illinois, this was on my release
from the same branch of service in which the Senator from Illinois has
served with such distinction, the U.S. Marine Corps.

The Kentucky Bankers Association for which I speak numbers
among its membership 338 out of a total of 351 State and National
banks in Kentucky. I am authorized by the Kentucky Bankers ASo-
ciation to state its official position on S. 750 as it relates to the banking
industry in Kentucky.
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Now, the average bank in: ejtu. ly is a silml1 bank,, Niny p0rcefnt

of Kent*00cky banrs lye , ota resources of less that $15 .million,Seventype~rcenit of Jentucky balpk& have totlireouice :of :15s thian

$5 million, Aud ,in this ree, en t yr, we believe, jis repseau
tive of many. of thi Stat s o, the jion. On an a average a -millon
bank would hav e nt niore than 10emnployees, probably not more than2 of whom would be authorized. t9 approve loans.

The Kentucky Dankers Association strongly favors the objective of
full 'disclosure of the dollar amount of finance charges in connection
with the extension of cnsumer credit. We have in Kentucky, laws
governing banks which were enacted in 1946, the Motor Vehicle In-
stallnent Sales Act of 1V56, the Petty Loan Companies Act which was
amended in 1960, and in 1962; the act governing industrial loan com-
panies was substantially strengthened.

Senator BENmT, Would you tell us what the difference is between
petty loan companies and industrial loan companies?

Mr. HATTON. Yes. The petty loan company is a loan company that
can lend up to $800, sir. The previous limit prior to 1960, I believe,
was $300. . ...

Senator BENN :rr. What about an industrial loan?
Mr. HATrON. An industrial loan company, sir, can lend up to $5,000.

Also the installment sales contract law likewise was enacted in .1962.
Now, I cite this background of legislation to demonstrate that we

in Kentucky do believe in full disclosure to the borrower of the dollar
amount of the cost of his consumer credit. Incidentally, we believe
the general assembly has provided adequate penalties for the enforce-
ment of the several laws. It is interesting to note that out of all lend-
ing agencies in Kentucky only credit unions are presently exempt from
the provision for full disclosure, to the borrowers.

Because the Kentucky Bankers Association believes the borrower
is adequately protected under Kentucky lawwe oppose the enactment
of any Federal legislation in this field.

The COHArRMAN. Suppose there would be a Federal law which
ontted the requirement for a true annual rate on the outstanding bal-
an6, but did require the statement of the total charges in dollars and
cents. Would you oppose that?

Mr. HATrON. Yes, we would, because we do not believe Federal law
is necessary. We speak as Kentuckians. I

The (hIA1_.iAN. I understand; in other words, you are opposed to
any Federal legislation.

Mr. HATTON. Yes, because we in Kentucky believe we have ade-
quately provided protection, sir.

The 1AIRMAN. I understand.
Mr. IIA-roN. Specifically we oppose S. 750 for the following rea-

Eons:
1. It is unnecessary, and will seriously impair teacher and farmer

credit in Kentucky.
2. S. 750 is objectionable in that it combines into one bill the regu-

lation of lenders and sellers of goods.
3. Its requirement that finance charges be expressed in terms of sim-

ple annual rate is unworkable in the case of many loans and does not
benefit the borrower.

23-902-6| -pt.2 --- 7
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4. 'Expressing finance charges in dollars hnd oents rather than as an
annual percentage is more intelligible to 'theaverage borrower.

5. Customay and beneficial current banking practices Would be-
come u~nworkable, or require hubtantiAl change: , (a) The present
lender's demand notes wotild become unlawful; (b) a lender could not
provide for delinquency charges in advance; (c) demand loans se-
cured by policies of life insurance or other collateral-thus having no
fixed date of maturity-would become illegal; (d) a difficult format
would have to be devsed for construction loans in connection with
new residential housing and perhaps some other types of building;C5
(e) mortgage lending would be adversely affected.

6. The penalties appear unduly severe.
I shall make a brief reference to each of the foregoing:
Federal legislation is unnecessary and will seriously impair teacher

and farmer credit in Kentucky: The Kentucky Banker Association

believes that the regulation of the extension of consumer credit is a
matter of State rather than Federal concern. We recognize, sir, that
in many fields Federal legislation is required, but not in' the field of
consumer credit. The policing of Federal legislation is required but
not in the field of consumer credit. The policing of Federal legislation
would not be the proper function of any existing Federal agency.

If there be no existing Federal agency then the policing must, neces-
sarily, be assigned to a new agency. This would increase the burea-
ucracy which many feel is already too great at the Federal level.

We believe that the efforts of the Congress of the United States
should be directed toward a reduction of the cost of Government
rather than expanding the Federal Government activities into fields
more properly the subject of State regulations.

In 1960, the Kentucky Bankers Association by joint effort with the
Kentucky Education Association developed in Kentucky the teacher-
banker credit plan. Both the KEA and KBA felt that all too often
teachers were forced to borrow at high rates to finance their plans for
the summer months when their salary no longer continued.

The teacher-banker credit plan was tailored especially to meet this
need. Among its elements were: (1) Low borrowing costs, (2) loan
repayments separated over a convenient number of months, (3) waiver
of payments during vacation periods, (4) life insurance provided
through KBA covering the unpaid balance of the loan at no additional
cost to the borrower, and (5) credit established for future needs.

The plan was announced to the membership of the Bankers Asso-
ciation on March 20, 1961. By April 5, 1961, more than 100 banks had
joined in the plan. And now 163 of the banks of Kentucky are par-
ticipating.

This p1an was signally recognize4- at the executive council meeting
of the American Bankers Association at its meeting April 6-8, 1961,
at White Sulphur Springs, W. Va.

For the committee's benefit I tender the promotional material issued
in connection with the plan. I would like to show it to the committee
if I may.The CIIATrM AN. Surely, you may offer them for the record.

(The material mentioned is reproduced as follows:)
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A SEED BRINGS FORTH FRUIT...

LET'S USE AT WISELY
Recently you have received information dealing with the development of the KBA.

KFk program for servicing teachers' financial needs. There is a lot in the background of
this story that goes be) ond recent negotiations that brought the program to its present status.

Actually the beginning of the story dates back through the many years of pleasant
relationship between the Kentucky Bankers Association and the Kentucky Education Asso.
ciation. The two associations have worked together on many useful projects. During the
late 30's and early 40's the bankers sponsored essay and public speaking contests which
were carried out through the schools with the aid of the KEA. More recently KBA vigor-
ously supported KEA's successful effort for the legislative approval Cf the Kentucky Foun.
dation Program for Education and joined isith them in advocating that it be fuJiy financed.

During this period a feeling of mutual respect and admiration has sprung up be.
teen the executive secretaries of the two associations -- Marvin Dodson, representing the
teachers and Ralph Fontaine of the bankers. On many occasions, especially during the long
legislative sessions at Frankfort, these two men have had opportunities to discuss problems
of their respective organizations. It was during one of these informal conversations some
time ago that the seed for the present program was planted.

Down through the years, the idea was cultivated and fertilized, to to speak, and now
the "fruit" has matured and is ready for harvest. The value of the crop is still to be de.
termined. That depends upon the individual banks of the state. Harvested wisely anM us*,d
%isely it will bring great returns to both teachers and bankers. Allowed to drop and decay
it will be useless and wasted.

To he inire, it will require sorne efforts on the part or the bankers to reap all the bene.
fits of the program. It will require a certain effort to contact the teachers - explain the
program and make adjustments in time-worn lending practices. But, in the opinion of many
- the benefits will be well worth the effort. Here is an opportunity to render effective and
friendly service to a select group of trained and respectc ' citizens - citizens who come in
contact almost daily with youth in it formative years of living. Here, too, is a challenge to
the bankers of Kentucky to prove that private commercial banking is alert, aggressive ard
adaptable.

Bankers have mct even greater challenges in the past and there is no doubt in the
minds of the officers of the Kentucky Bankers Association that, given tha. opportunity to
study and undertan" the program, they will again prove their le;der-thip in the field of
credit.

UItINTSD PAWs KtkTUCKY asNtl JANsuARY, 1011
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OFFICE OF THE EXECUTIVE SECRETARY
400.AO I 402 aItARDvt Iv

4;;Z* W. JCFFLASON STRET
N ON[ JUItW 2.2453

LOUISVILLE 2. KENTUCKY

FROM: Ralph Fontaine, Executive Secretary March 20, 1961

TO: All members, KBA

At last we are enclosing a sample copy of the promotional rate:il and information
In connection with the KEA-KBA Teacher-Banker Credit Plan. Tr.f3 irzludes credit
card, folder, proof of newspaper ad, order form, insurance information and a re-
turn postal card. Within a few days you will also receive an "application for loan"
form which may be used by your teacher-customer. The credit card, newspaper
mats and folder can be ordered direct from the Advertising Department of the Ameri-
can Bankers Association, 12 East 36 St. , New York 16, N. Y. The copyright line
will not appear on the material imprinted with the name of yaur bank.

A great deal has been said about this unique plan and we are now at the point
of decision.

We can truthfully say that the eyes of banking are focused upon us as evidenced
by the fact that your association has received requests for information from num-
erous banks and state associations throughout the nation. Also, the American
Bankers Association is eagerly awaiting the results from Kentucky. The success
gr failure of this venture depends uoon vour willingness to participate and it is our
ardent hope that a great majority of the banks in Kentucky will support this Droject.

Please indicate your decision on the enclosed postal card and return it to this
office.

Charter members of the KEA-KBA Teacher-Banker Credit Plan will be listed
in a future issue of the KENTUCKY SCHOOL JOURNAL.
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~.MORE THAN 100 BANKS HAVE JOINED SINCE MARCH 25

MEMBER BANKS OF THE KENTUCKY BANKERS ASSOCIATION

If you are one of the mora than 100 Kentucky banks which have
seen the advantages of the new KEA-KBA Teacher-Banker Credit Plan, and have
agreed to promote the Plan, please accept our sincere congratulations. However,
if you have not yet endorsed the Plan, please read carefully the facts in this fold-
er, with a view to mailing the postage-free card enclosed.

The Kentucky Bankers Association, working with t1~e Kentucky Educa-
tion Association initiated this Plan. That fact is recognized nationally. We are
preparing a special display for use at the Executive Council Meeting of the Amer-
ican Bankers Association, April 16-18, Greenbrier Hotel, White Sulphur Springs,
West Virginia. Since all Kentucky banks participating in the Plan will be Listed
on the display -- and we know you will want to be included -- we request that
the enclosed card of acceptance be returned to us not later than Ahril IS.

Again: please review this folder carefully, noting the attractive
r.aterials which you will receive to advertise and promote th3 Plan.

Sincerely yours,

Executive Secretary

P. S. The attractive acd on the back of the folder appeared in the April, Conven-
tion Issue of the Kentucky Education Association School Journal which was mailed
to 26,000 teachers. This ad will be repeated in the May issue - the last issue
before the school year ends. Opposite the ad the K. E. A. will offer its whole-
hearted editorial endorsement of the Plan, and will list thcse hanks which have
agreed to participate.

SIGN UP TODAY II I

We need your card by not later than April 15.

Aer
April 5. 1961
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NOW- Here Afe

SR &Promotional Materials

to Help Your Bank "Sell" the

TEACHER-BANKER

CREDIT PLAN

Here - ready for immediate aN e - are promotioal aids created to help your bank initiate the Taacher.Ba~ur

Credit PlI developed jointly by the Kentucky enkers Associat;io and the Kentucky Education Assoc;ation.

An eye-catching advertisement, prepared for publication over your own bank signature in your local newspaper,

explains the Credit Plan end points out its advantages to prospects e users, ycur comurity'js teachers.

An effective two-color folder, which can be us-d es a Statement enclosure, maited out to special lists, en/o

dtnibuted in your bank lobby, covers the samr ground in som whal mc7 deta:l - and provides anoth eveays to

reach;.ng your prospects. Your bank signature will be imp;ined on the cover of folds you order. if you so specify.

Lest but not least, there is an attractively designed official Credit Card for your bank to issue to each teacher

who jolns your Plan.

These aids, prepared in cooperat;on with the Adyert;sig Department of the American Backers Association, ara

slfrtrated in reduced she on the opposite page. A proof of the newspaper ad and srnlAs copies of the folder ead

Credit Card have been mailed to every KIA me ber bank, together with price information aid an order form. If t04

material has not reached you, if it hss bees m;seid. or if yoj wouid like en additional "prmotional kit," simply wr~te !o

the Kentdcy Bar.kers Associattn, 419 W. Jefferson Street, Loisville 2, Kentucky.

Here are the tos. Doing the Job -o which can brrrg greal rewards both to teachers aid to baTers - s
sp to youl
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BORROW iV TIMES
YOUR MONTHLY'
SALARY

MONTHS
TO RE-PAY

with

NEW KEA-KBA

Teacher-Banker Credit Plan
Thanks to the combined efforts of the Kentucky Education Association
and the Kentucky Bankers Association, qualified teachers can, now
borrow up to 1h times their monthly salary ... and be allowed up to 18
months to repay.

* Your Credit Standing Serves as Collateral
* Perfect for any Emergency-borrow for sickness, travel, further studies

0 Your Loan Is Life-Insured at no additional cost
0 If necessary, you can defer payments during summer months when not drawing salary
o For loins In excess of 1 times your monthly salary, see your local bantIer

For Complete Details

SEE YOUR LOCAL BANKER
(The above ad appeared in the April convention Issue of the KEA Journal

and will be rerun in the May Issue, the last Issue before the school season closes.
It also appeared In the September 1961 issue Qf the Kentucky School Journal.)
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(Kentuoky -Sohool ,ournalj.. sptambed 1961)

Do you ever need money fre an emrgeq

Do you know wh r you can g IN?

LOOK FOR THIS SYMBOL

THIS IDENTIFIES YOUR LOCAL BANK
AS A PARTICIPANT

IN ME

KEA-KBA TEACHERBANKER CREDIT PLAN
This plan is a piontering effort of the Kent cky Edcaticn AjsocJImoi, In coopeo.

tion, with the Kentucky Bankers Anodotion.r to pco -ide school teochers a Mnwh needd
source of low Cost pers$n61 Intallmeflt credit.

If you do not have the collateral to secure a conytotlontl loan, "rthojn this Is the
plan you need to hae. Con ct yoor local bot tkr ad discuss your finnclaol n eds
with hlm. He will hoelp yoq world out te credit program most suited to yovr netds Goc
to you abiity to repay.

Teochtrs hay* bten co.sldpred a good redf rtks tN plan recognizes tthat. K*ncky
In the fisi state In the country where the stte onsodotfon has been 'o'be to work out

o sulable ploht with the boater aroup."

i . -, 11 , I , -1, t1 - 1 1 . • -

'1. 0 v
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9$(VP LIFE (rvPEI~ forM

C! 7QRDIT PLAN ~*
Mt 104.o~ t*:teeat~ete+; thie plan eet anyICc! X-n -Pt o0s bax~s thl 0 not Jo their 0".* Moi, to .iont ,r; z X +'++-+ ii+'kfilln,rhas mrAde aangnfts *with thelok nclnNtfL al IAife 4,1 i' wt n t

+nsure these+{cint tbe4iah " o o! assoit Ain o V .

i HOWDOES WVWORK?

If You wich, all KFAA~BA Consumner Credit r, ~e. t et sk
SWill aoabalttntrbYtho tLinoln Nvba it hCw'ah
'The Inan4Co 4t $:snot IrqWcstr!. oatwj f r+ a

iithyoutsbnQ~- Ac epi Oih i rmit zAt to- h- A

3;WHAT IS MAXIMMAMOUVXT OF, INSURANCE?4

Inittaily & l41viduul l9&t~4flce upto$,3>
1 t

-4. now ARE OM(TH QI1AIIWPI

InunedistmV on re"eip b*A 0:h4 iPurn e rpryticr~r 4
the completely &i to;wn~iMft ~o~~

S. wHT DOz1HflNSuMnec~

No cost to bo4WOflrAtnou0e In the 6% dlsc~tunt) Dt ast
monthly per $1,000 oniiuw€an.... balance of al nk4 C . uC,,, r, P

~4ta his t*eetii~fiiit iuof $4.8 Sri &n i$1,QOQiiy 4.i~-u

8.idw IOES A RANK ENTER ThS flA INSURANCE PLAN?

by qqfLrng ap rotwtp6tte proper form, whtch wili b6 sentt tkote banks
0n~Atg omlzeno010*0dcr h thPy wish to'prica9

Mr. HArrON. If you will note, sir, as a p art of that plan, material is
furnished showing the provisions for a deferred payment. I would,
if the Senator considers it worthy, like to have it admitted.

The CIrAnu&.N. Yes.
Mr. HArrow. I would point out that we are very proud of the

banker-credit program in Kentuck.Nw Knuk is primarilya
agricultural State, so I want to adds my next remarks to the farmer
credit situation here.

Tobacco is the getest single cash farm crop. In 1948 Kentucky
Bankers AssociatFion etabilished an agicultural office. The function
of this office was to relay information toD the farmer concerning crop
production techniques, credit, nd other information. Each' year on
the average more than 90 banke-r-farmer meetings are held throughout
Kentucky. As a reult of this close relationship betiveen banker and
farmer the banks of Kentucky have dovelopeci loan plans which are
tauloreA to the farmer's specific needs. The plans in their essence pro-
vide for low monthly payments during most of the year with a sub-
stantialy higher payment in December or January when the tobacco

:782
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crop is marketed. If the farmer has other high easqha income such
i as the sale of hay or cattle, the plan can be adjusted to reflect i higher

payment during those months when the farmer's, income is higher.
We believe the effectiveness of both teacher and farmer credit would

be seriously impaired by the enactment of S. 750 as I shiall point out
later.

The next point., sir:
Lenders and sellers should be regulated by separate acts: The

Kentucky Bankers Association believes that it is entirely proper, as
has been done in Kentucky, to treat by separate acts the regulation of
installment selling from installment lending, and to require in each
case the cost of credit to be expressed in terms of dollars and cents.

The selling of merchandise and the lending of money are two en-
tirely different businesses. Of the se\vn items required to be disclosed
by section 4(a) of the bill, only the last four are applicable to lending
as disinguished from selling. We of the banking indiistry in Kent.- ky
believe that separate State legislation should govern banks insofar as
their operations are concerned. We accord to other lending institu-
tions such as building and loan associations, industrial loan companies,
small loan companies, and credit unions the same degree of indepen-
dence as we expect for banks.

It is true in Kentucky that each of these lending institutions is
supervised by the commissioner of banking, but different techniques
4re involved in the supervision and examination of a bank than are
involved in the case ol an industrial loan company or of any other
type of lending institution. With banks, it is the depositor's money
which is being loaned. Consequently the responsibility of the banker
is, in the first instance, to his depositor.

It is for this reason among others that we proposed in 1946 legisla,
tion requiring full disclosure in the case of banks, and that is the law
today.

I am informed by the Honorable Hugh Rogers, Kentucky Commis-
sioner of Banking and Securities, that there has been a minimum of
violations of any sort by banks in connection with installment lending,
and I know of no violation in the matter of disclosure.

I understand also from communication with the commissioner that
he has conveyed those thoughts to the chairman of the committee, and
I believe one or two other members of the committee by letter.

The CTAIRMAN. We have not received a letter.
Mr. HATTON. I was informed it went to Washington.
The CIMIAiAN. When it is received, we will make it part of the

record.
Mr. HATrrN. All right.
(The letter follows :)

COMMONWEALTH OF KNTucxy,
DEPARTMENT OF BANKINo,

Frankfort, Ky., August 20, 1963.
Hon. PAUL H. DOUOLAS,
U.S. Re ate,
Washingtots, D.C.

DrAR SENAT oR Douor As: With the enactment in 19062 of the Industrial Loan
Act requiring disclosure and birluging In all lenders except automobile dealers
And retail merchants, both of which are covered by separate laws, all persons
lending in excess of 6 percent simple interest are now regulated by the depart-
Ment of banking and securities.
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Since the adoption of that legislation and the revision of banking Installmeit
credit laws and the 1960 revision of the Small Loan Act violations have bee
at a minimum. The few observed are believed to be due to unfamiliarity with
this new legislation.

Yours very truly,
H. A. RooF a, Conmnis8loner.

This is a true copy.

(A similar letter was received by Senator Bennett.)
Mr. HATTON. Expressing finance charges in ternis of simple an.

nual rate is difficult if not impossible in the case of many loans, and
there is no corresponding benefit to the borrower.

I have discussed previously the teacher-banker credit plan and the
farmer-banker credit plan. In fact, a large l)ercent of loans made are
tailored to the individual needs of the borrower which may vary widely
as to the times and amounts the borrower is able to meet and pay. The
interval of payment and the amounts of payment are frequently coi-
pletely irregular.

Other variations in lending practice normally affect the difficulty
of the computation. Repayments may vary according to the ability
of the borrower in seasonal industries to repay. here may be a
"balloon" payment due at the end of the periiod. These variations
make the task far more difficult and beyond the ability of the average
banker to compute, nor do they benefit the average borrower.

The simple annual rate requirement would penalize the honest
lenders who are already regulated by present laws and competition.
It would, we believe, do nothing to control the unscrupulous and dis-
honest who prey on the unwary careless, ignorant, and uneducated.

I have prepared a chart to illustrate three examples, and for the
committee's convenience, a blowup.

I must admit that I airm no mathematician. I admit that at the out-
set and I shall prove it. I have however, attempted to compute the
annual rate an4 have been unable to do so. Adm-ittedly defeated, I
then approached several trained mathiematicians, among them being
Dr. L. L. Scott, professor of mathematics at the University of Louis-
ville. And I must say I hadn't known Dr. Scott until Tuesday, I be.
lievo it was Tuesday afternoon, wasn't it?

Dr. Scort. Yes.
Mr. HA'1*rON. I asked them. to tell me what the simple annual rate

is in each example of three typical loans, and 1 had them give me their
work papers to sh6w how they arrived at their computations. Inci-
dentally, I said, Doctor, all Ifwanted to do was get some answers.

I am assured that the following examples are characteristic of loans
of this nature.

1. A schoolteacher in June wishes to borrow for her summer ' educa-
tion. Since she' has no income in the summer, being vacation, she
wishes to skip payments in July, i ugust, and September. She needs
$1,620 payable over a 2-year period in 18 installments.

2. A dairy farmer in June needs to buy a new refrigerated tank for
his milk to .u' grade his dairy. lie can pay small regular paynieits
from his mil checks but in December le wishes to make a larger
payment from the proceeds from his tobacco sales., He likewise
wishes to borrow $1,620 repayable in 24 )avments. ,

3. This is simply a variation of problems No. l. An independent
bulldozer ope'rator needs $1,620 for repairs on his tractor. me asks
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that he be allowed to miss payments in January Feb'ruary, and March,
and make 18 payments-durxng the 2-yearreriod,

In each case the face of the note is $1,800 irom which the bank de-
ducts a fifiance charge at $5 per $100 or $10 for the 2-year period. The
dollar cost is therefore $180, hut what is the simple annual rate?

(The chart mentioned follows:)

h 2-year loan of ..................... - ..................................................... . $1,S
Ipercent discount, 2 years ----------------------------------------------------------

Cash to bcrrowEr -------------------------------------------------- -------- 10................. .1620

A teacher A farmer A'doter
repoya Is rpays22 operator
atlO at360 rpyi

2 at 3o aiC

Jue -------- '$1,800--------- $1,80$ , 0
1 July I --------------------------------------------- 1,800 1,750 1,
2. Aug. I - ----------------------------------------------- 1,80 1.700 1
3. Sept. I1---------------------------------------------- 1,800 1,6&50 ,0
4. Oct. I ---------------------------------------------------- 1, 700 1,000 1,400
S, Nov. 1 --------------------------------------------------- I 600 1,60 1,3)0

Dec. I --------------------------------------------------- 1,500 1,200 1,200
7, Jan. 1 ------------------------------- --------------------- 1,4 C0O 1,10 1,200
. Feb. I ----------.------------------.. ------. ---------- -1,300 1 100 1,200,
tMr. I -------------------------- --- ------------------ 1,200 1,050 '1,200

10 A rI---- - -- -- -- --- -- --- -- -- --- -- --- -- - 1,100) 1,000 1,10
.ay ---1z:::::: . .--------------------------------------- 1,00 9y) 1,000

13. June 1 ........-- .------------------------------------------------------ 90 90
13. July 1 ---------------------------------------------------- 900 80
It. Aug. 1 ---------------------------------------------------. 9,0
i. Sept. I --------------------------------------------------- 900 .750 600
16. Oct. 1 -------------------------------------------------- 800 00 600
11. Nov. 1 . ..----------------------------------------- - 700 650 400
18, Dec. 1 . ..------------------------------------------ 60 300 -300

SJan. 1 ..............------------------------------- 60 250 20020. Feb. I --------- .. ......... ----...... : - . . . . . . . . . .4 023 0
21, Ma- --------------------------------------------- 300 120 20

V.A I ---------- ----- * --- -200 100 2900
. INar, I ............... .- ....... . ................... 100 60 100

%. Jy I ....................... ------------------------------ 0 0 0

Mr. HA'PrON. I may say, sir, the reason we used 10 percent is that
we thought it would make the problem easier to compute, as long as
we went in decimals.

Now let's see what happens.
On a 2-year loan of $1,800, the banker deducts $5 per $100 per year,

or $180, and the bori-ower gets $1,620.
In the teacher example, the balance remains the same until the

teacher gets her first paycheck in October, then she pays $100 a month.
Then doesidt pay any more in July, and the next payment starts the
following October.

Now, in the case of the farmer, you will note each payment is $50
xcept the payment made in the month of December of each year, when
h figures from his tobacco crop that he will pay an additional $300,

making that payment $360.
Now, we could have varied that problem by adding hay crops in

there and cattle, but we are trying to make it simple, and as I said,
I had gone to three people. I had gone first to a banker, a graduate
in economics and who is in charge of electronic data processing, a
rachmine for one of the banks. Here is the answer he gave me to prob-
lei No. 1 : 10.3 percent, that's for theteacher problem.

On example No. 2: 11.7 percent, was the answer.
For example No. 3, lie gave me 12.7 percent.
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I then went to a certified public accountant of an accounting firm,
I might add, that does work for banks. Now these are the answers he
gave me: 9.21 for the teacher; 10.44 in example No. 2; and 10.95 in
example No, 3 for the bulldozer ... I

The CHAMMAN. May I ask this: Did they all use the'same formula?
Mr. HAzrmo. I don't know, sir. I don't know.
The CHADIMAN This is crucial. If you had different formulas,

naturally you would get different results in this.
.In this bill, the supervising agency, the Federal Reserve Board,

would havoc the power to prescribe the formula.
Mr. HA7-roN. Sir, I brought their work papers and I'll be glad to

15le them because I wouldn't know what formula they did use. If you
wold like to have these work papers, I'll be glad to submit them. I
did brn# a mathematician with me.

The' UA=A . I might say, Mr. Scott's brother is a very close
friend of raine and a political associate, so I'm very glad to welcome
him.

Mr. HAmred. Thank you. I didn't know what he was going to give
me when I went to see him.

Before I talk about Mr. Scott's testimony, I also went to see a grad-
uate of the Harvard Business School, and these are the answers he
gave me.

In the example of the teacher, 12.6316 percent; and in the case of
the farmer, 9.7297 percent; he was really carrying them out. In exam-
ple No. 3,12.6315 perwnt.

Senator BRNNErr. He got almost the same answer on I and 3.
Mr. HAiTON. Yes, sir.
Now, I asked Dr. Scott to give me his work papers and also to write

me a letter and tell me what method he used, and his letter is dated
August 23, 1963. I got it yesterday afternoon. I would like to file it
with the committee. I don't understand it yet. [Laughter.]

The CHAIRMAN. That will be done.
(The letter refer eed to follows:)

UNIVERSITY OF LOUISVILLM,
COLIEOn OF ARTS AND SCIENCES,

DEPARTMENT OF MATHEMATICS,
Louisville, KV., August 23, 1963.

Mr. RoBERT H. HAT.ON,
General Counsel, KentuokV Bankcers A sociation,
Louisvflle, Ky.

DEAR MR. HATY0'S: As attorney for the Kentucky Bankers Association, you
have requested thnt I make a study cif the problem of determining the "true
annual rate" for a number of loans of' the type which are frequently obtained
from the banks of Kentucky. You h.ve designated these the "teacher's loan,"
"farmer's loan," and "bulldozer's loan." The purpose of this letter Is to report
my findings.

In all of my calculations, I have used-the U.S. rule which the U.S. Supreme
Court decreed In 1639 to be the correct rule for the determination of interest in
situations where payments are made in installments. This rule requires that,
when a payment. Is received, it first be applied to the accrued Interest on that
date and then that the balance, if finy, be applied to the reduction of the out-
standing principal. This is equivalent to viewing the sequence of payments as
an annuity based on a certain com!)ound interest rate and it is this rate which
is determined by the U.S. rule. 'Por this reason, the U.S. rule is frequently
referred to as the "annuity method" (also the actaartal method).



TRUTH IN LENDING-1963 787

The teacher and bulldozer, loans are both examples of the ame general type;
I.e., 2-year, 5-pereent loans with 18 equal payments and 8 consedttive deferred
payments within each 12-month period. For such loans, letrX be the number of
payments which are made before the first 3-month deferment period sets in.
(Note that if this is to be considered as a 2-year loan then X may ass une any one
of the values 0, 1, 2, 3, 4, 5, 6, 7, or 8, but no others.) Assuming that'the deferred
payment periods are July 1, August 1, and September 1, as in tjje case 9t the
teacher loan, then the ab0Ve values for X coiiesponid to the loan, 4aCt'Juue 1,,
May 1, April 1, March 1, February '1, Januaiy 1, December I, November '1, and
October 1, respectively. Let 4 be the interest which is being charged each month,
let A be'the face value of the note. (Thus 0.9A equals proceeds) ,and'then each
payment Is A/1. Application of the U,. rule leads to the following:.

I)-(AXi+x+ 1i+ A-2-4-i) - (AX+T1iA+ isI+AX-+....i) = 1.2. .

In equation (IY, the A~ni denote the tisual present value of an ordiuary a-
nuity certain of $1 at the end of each interest period for a total of rt perl 6s and
with interest I per period-their values are found in an annuity table. If in
addition we define Aoi.=O, then equation (I) may be used to find the monthly
Interest rate i which corresponds to any one of the nine values X=0, I 2,,3, 4,
5, 8, 7, or 8, which might occur in either of the farmer or bulldozer type loans.
The "true annual rate" j Is then found by J=12A and expresse as a rate J, cow-
pounded monthly.

As an example of the above, X=O corresponds for +1b teacher loan to the
loan date June i and the resulting equation (let X=0 in (I)) As:

(ATl-i+A274i) - (A 3i+-AI i) =16.2.

This equation has i as the only variable and by Interpolation in an annuity
table, I have determined that i=73/96 percent per month which yields h "true
annual rate" j=9.125 percent compounded monthly.

For the bulldozer loan, X=6 corresponds to the loan date June 1-I.e., six pay-
ments are made before the first deferred period of January, February, and
March. Now let X=6 in equation (I) and we have:

(A 6i+"A I8i+A274i) -- (Al-9ii+A2i)= 16.2.

This has solution i=82T/920 percent per month and "true annual rate" 1=10.-
787 percent compounded monthly.

Thus for the teacher-bulldozer-type loan for a 2-year term, at ci 5-percent dis-
count, with 18 equal payments, 3 deferred periods each year, the deferred periods
always occurring during the same 3-month period each year, one may use equa-
tion (I) and an annuity table to compile a chart which will have 9 lines-1 for
each of X'-0, 1, 2, 3, 4, 5, 6, 7, or 8-and which will show on each line the cor-
responding "true annual rate" as determined by the U.S. rule. However, If one
should change any one of the above vatiables-for example use a 0-percent
discount rate or make a 8-year loan or allow two deferments each year, not con-
secutively, but one on July 1 and one on September 1 or any other such com-
binatlen of changes--then one would have to derive a new equation corresponding
to (I) (since (I) would no longer apply) and then using it, compute a new chart
which instead of 9 lines might contain 7 or 11, etc. It is apparent that given any
one ol the very many possible varitations of the teacher-type loan, one should
with a sufficient exercise of ingenuity and mathematical skill, be able to derive
an equation which with the aid of an annuity table would permit the computation
of a chart giving the "true annual rate" pending upon the date upon which
a loan of that particular description Is made. However, it is obvious that the
number of such charts which would be required to meet the great variety of
commonly occurring loans would approach an astronomical figure.

Now consider the "farmer loan" with 2-year term, 5-percent discount, no de-
ferments, equal payments with the exception that an additional amount is paid
once each year and on the same date each year. Let X be the number of the
payment which first includes the additional amount. Thus X-1, 2, 3, 4, 5, 6, 7,
8, 9, 10, 11, or 12 depending upon whether the first of the two additional payme-nts
are made at the ed of the first, second, third, etc., month. Let i be the monthly



788, TRUTH IN, LENDING- 1963

interet rate, let A'be the face value of the.note, let R bethe regular monthly
payment and R+W the larger payment,-hence, A=24 R+2W. Application
of the annuity method now yields:

-_ * 1 9(24R+21 )

Where, if we again define Ait- = 0, then X may assume any one of the
values 1 through 12. It is immediately apparent that the "farmer loan" fitting
a given set of specifications, such as 2-year, 5-percent discount, etc., will require
charts with 12 lines. Furthermore, they will require many more charts than the
corresponding "teacher loans." This Is due to the fact that, whereas in equatl6
(I) only X and i occur as variables, in equation (II) the ratio W/R alo occurs
as a variable.

For the particular example of the farmer loan which you gave me, X=6,
A=1,800, P-=50, and W=300, and the ratio W/R=6. Thus applying equation
(II) we have:

,A2 i+ (A6i+ AI8i)- (ASi+A-- i)]=32.4.

This and the anulty table yields i=347/400 percent per month and the "true
rate" j=10.41 percent, compounded monthly.

As part of my report, I am attaching my derivations of equations (I) and (II)
together with samples cf the calculations which are involved in using annuity
tables to solve these equations for the monthly rate i.

It is certainly the case that a variety of other methods are currently available
for determining "true annual rates." In view of the Supreme Court's decree
regarding the use of the U.S. rule, there would seem to be a question as to the
legality of these other rules when applied to compute interest rates as installment
payments. These rules are based upon other methods for determining what
portion of each payment is to be applied to interest and what portion is to be
applied to principal. Examples are the constant ratio, the direct ratio, the
minimum yield, and the maximum yield methods. These give within widely
varying degrees of accuracy, an approximation to the "true rate" as determined
by the U.S. rule. Once derived and available, such rules are usually easier to
apply than equations (I) and (II) above. However, the above methods also
require that the rule be varied as the conditions under which the loan is made
varies. To my knowledge, such approximation rules are presently available
only in a very limited number of the cases which I have described above; for
example, I know of LO such rule which would apply, without considerable modi-
fication, to the three relatively simple examples which you have given me. Such
existing rules usually assume regular payments of the same amount, etc.

In conclusion, my research into this matter has led me to the opinion that the
enactment of a "truth in lending" bill of the type currently being proposed in
the U.S. Senate would certainly place an unreasonable burden upon the lender,
provided it requires Lim to Inform the borrower as to the "true annual rate" in
addition to such information as the dollar charge, etc. To my knowledge, charts
and formulas are not presently available which would enable one to arrive at
even good aproximations of a true annual rate in each of the very many varied
cases which arise In current banking practice. If the agency designated to
administer such a law, should solve this problem by permitting very naive rules
yielding only very poor approximations, then one would be forced to qitestlon
the value which such a rate would have for the borrower and what Judgements
he would be Justified in basing upon such a rate but which he could not equally
well make based upon hip knowledge of the dollar charge.

Sincerely yours,
LELAND L. Sofrr,

Associate Professor of Mathemaftics.

The CHAIRMAN. That's probably not a reflection on Dr. Scott.
Mr. HATrON. No. No sir, I'm sure it's not t reflection on Dr.

Scott. I admit it's a rejection on me, but I would just like to read
his conclusion here.

The CirAIRMAN. I hold in my hand a booklet entitled "Installment
Financing Practical Handbook," published by the Commercial Credit
of Baltinore, which I think has a price of something around a dollar
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On pages 8 and 9, it gives the methods of working out j68t such
problemsi- - I I

I will give this to you, and this wili enable you to do it.
Mr. IAlx0. If that will enable me to do'it, it will be the first time.
The CIhAIRIMIAN. If you can't do it, get one of your clerks with only

a high school education to do it.. [Laughter.]
W. HATroN. I can't understand it; Senator, honestly.

The doctor tried to put this in words of one syllable.
The CIIARMAN. I guess the abler you are, t4e more dyffil Vou

Iave. HA' ' N' ..
fr., IIA-roM-. Now I will read to you, sir, the last paragraph of the

conclusions Dr. Scott gave me.
In conclusion-

this is on page 4 of this letter, sir-
In conclusion, my research into this matter has led me to the opinion that

enactment of a "truth in lending" bill of the type currently being prolosed in the
U.S. Senate would certainly place an unreasonable budent upon the lender,. pro-
vided it requires h i m to inform the borrower as to the "true annual rate" in
addition to such information as the dollar charge, et cetera., To my knowledge,
charts and formulas are not presently available which would enable one to arrive
at even good approximations of a "true fnuwl rate" in each of.the very many
varied cases which arise in current banking practice. If the agency designated
to administer such a law should solve this problem, by permitting very naive
rules yielding only very poor approximations, then one would be forced to ques-
tion the value which such a rate would have for the borrower and what Judg-
ments he would be Justified in basing upon such a rate but which he could not
equally well make based upon his knowledge of the dollar charge.

I can understand that. And another thing, I would like to call
attention to one other thing.

In the last sentence of the first paragraph on page 3:
However, it is obvious that the number of such charts which would be re-

quirft to meet with the great variety of commonly occurring loans would ap-
proach ar astronomical figure.

And gentlemen, I can understand that part.
Now, maybe these computers--the only one I've worked with is this

little thing put out by- the saVings bank. Maybe these computers
would give us the answer.

Mr. Bradford and Mr. Lindley, can they work it out on that,?
The CHAIRMAN. It's admitted that this circular slide rule'does not

deal with skip payments and irregular payments but what we do say is
that the tables following the standard formulas do permit you to" do
this. I have here a set of tables, sheets, and charts which apparently
are not known to Dr. Scott.

Mr. IATMON. If these will help Dr. Scott, I am sure lie will be
glad to have them.

The CHATRMAN. These are down to two decimal points.
Mr. 1IATroN. Now I undestand these are where payments are

skipped, are they, or are these regular payments?
The CHAIRMAN. Regular.
Mr. HAIToN. Oh. I can almost do that, Senator. [Laughter.]

I'm not talking about that. I'm talking about where you skip
payments.

The CIIIB-MAN. We are getting one of these for you when this comes
Out. ,/

23-902-64-pt. 2- 8
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Mr. HArxQo. Does that showwhero you skip payments .
The CHAIRMAN. Yes. Skipped payments and regular payments.
Mr. HAmroN. Who put that out?
The CHAIRMAN. The Commercial Credit Corporation of Baltimore.

This is not a commercial for, them. However, I will be very glad to
give a copy of this to the bankers association.

Mr. HATTON. And we'll accept that with pleasure.
The CHAIRMAN. We'll have to take this one ,back. It's not an

Indian gift, but we'll send you a duplicate.
MNr. HATrON. May Ilookatitjustaminute?
The CHAIRMAN. Yes, indeed. I was going to givo you a computer,

too.
Mr. HATWON. Well, thank you so much.
The CHAIRMAN. In testimony of my affection and esteem.
Senator BnNNm-r. I'll give you mine. I have no use for it. [lAugh-

ter.]
The Cn.I MAN. You may have that.
Mr. IAlrroN. Now this one I'll return to you, but I understand this

has been given to me.
The CHAIRMAN. Yes. I gave that one to you.
Mr. HATrON. Thank you so much.
The CHAIRMAN. I'll aut/,graph it, if you wish. [Laughter.]
Mr. HATroN-. Will you please? I would appreciate that. I am a

great admirer of the Senator. [Laughter.]
The CHAIRMAN. I'll do it later. I know the autograph will be

cherished.
Mr. HATroN. It certainly will be, sir.
I am more than impressed by the fact that these professionals had

difficulty in working out a problem which a lendifig officer in a $5
million bank must work out several times a day, each loan varying
slihtly from the other.

f S. 750 is enacted into law, the small banker in Kentucky, the
schoolteacher, and the farmer and other small borrowers having
special problems will be penalized because the small banker, being un-
able to make the computation may not make the loan.

The average borrower understands dollars and cents but I do not
believe that he understands these percentages, unless lhe is smarter
than I am.

To attempt to equate finance charges in terms of simple annual rates
is like trying to find a common denominator for apples, eggse, meat,
and fish.

The CITAIR'IAN. You mean the dollar is not a common unit?
Mr. HAT O N. No, sir. I would say, to equate finance charges.
Senator BE.NNETT. In simple annual rates.
Mr. HArON. It's in simple annual rates, sir. And to do that I

would say again, it's like trying to find a common denominator for
apples, eggs, meat, and fish.

'11e CH AIRMAN. A dollar is a dollar.
Mr. HATrON. A dollar is a dollar.
The CHAIRMAN. Or, as Mrs. Stein , would say, a dollar is a dollar is a

dollar is a dollar.
Mr. HATrON. I certainly agree, sir.
In order to maintain the minimal rate consonant with the number

of times an installment transaction must be handled, it is a recognized

790
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principle that the delinquent borrower must pay some additional
charge lest the prompt borrower be penalized. For that ,aeson rtAany
lenders require borrowers to pay additional sums in the event of non-
payment when due of an installment (so-called late payment charges,
or payment of a certain portion of the collection charge.of tle entire
loan defaulted).' The definition of the finance char the proposed
bill is so broad that it appears impossible from the beginning.

At the time of the transaction it is difficult if not impossible to com-
pute the simple amnual rate when it is not known what costs will be
charged to the borrower. Not only are finance charges in many cases
difficult, if not impossible, to express in terms of annual rate, but it
is unreasonable to require them to be so expressed, and there is no,
resulting benefit to the borrower who understands dollars and cents
far better than he does percentages.

Now a word about revolving credit, and I didn't ask the doctor
about that. But if what was said by Mr. Masterson and what was
said by Mr. Millstein in New York in the case of retail credit transac-
tions, if they are right, then the bankers are going to have the same
kind of problem in the case of check credit or automatic credit.

The CHAIRMAN. If they are wrong?
Mr. HA'nON. If they are wrongJ state no opinion. But if they

are right, we are in the same boat as they are, sir.
Senator BENNETr. May I interrupt you at this point?
Mr. HATOMN. Yes, sir.
Senator BiNNKm-mr. I would like to offer for the record, Mr. Chair-

man, a publication of the Citizen's Fidelity Bank which contains an
interesting sentence. It contains 11 questions with answers to these
questions. One question is, "How much does my Citizen's automatic
credit account cost me?" And the answer is, "The cost is one-half of 1
percent interest and one-half of 1 percent charge per month on your
outstanding balance."

In other words, they separate the interest from the se-vice charge.
In other words, you pay charges on only what you use. This is an
approach to the problem expressing the cost of revolving credit that
we haven't seen yet, as far as I know, in the hearing. And in view of
the colloquy between me and the first witness this morning, Mr. Kir-
wan, when we got into a philosophical debate about what is interest,
it is "interesting" that this bank is expressing its charge to its custom-
ers of a total of 1 percent per month for a check credit plan, or the
revolving credit plan, separates interest from the other charges, indi-
cating that the bank understands the difference between the two.

(The publication mentioned follows:)
ANSWERS TO QUESTIONS YOU MAY HAVE ABOUT CITIZENS AUTO-

MATIC CREDIT

Including Copy of Loan Agreement Section of Application

CITIZENS FIDELITY BANK & TBUST Co., LOUISVILLE

MEMBER, FEDERAL DEPOSIT INSURANCE OORPORATI0N, FEDERAl, RESERVE SYTMr

Answers to question you may have about Citizens Automatic Credit:
Your Oltizens Automatic Credit Account is a revolving loan account, against

which you write your own checks. Prearranged credit enables you to buy what,
when, and where you wish. You pay bills or purchase goods and services with
your own checks.
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1. Question. What is the maximum of credit available to me In my Citizens
Automatic Oredit :Acount?

Answer. The maximum credit available for your use (upto the amount ap-
proved by the bank) Is 20 times the agreed monthly repayment. You may apply
at any time to have your maximum credit increased.

2. Question. Do I have to use all my credit at one time?
Answer. No; you mayuse whatever amount you wish--whenever you wish-

up to the maximum credit of your Citizens Automatic Credit Account. Your
monthly payments reduce your loan and correspondingly increase the amount of
credit available to you.

3. Question. HoW do I rise my Citizens Automatic Credit Account?
Answer. You recei%- a siijly of chiks inijrnted i4ith'yoir bame. You use

these checks to pay bills, to purchase goods or services, or to obtain currency.
When your checks are presented to us, we make loans to you for the amounts
drawn,

4. Question. Does my account have to be repaid in full before I use it again?
Answer. No; subject to the termination provisions of your agreement it runs

as long as you want to use it provided your monthly payments are made regularly
and your checks do not exceed the amount'availab!e in your Citizens Automatic
Credit Account.

5. Question. How do I repay the amounts borrowed?
Answer. You repay monthly an amount which is one-twentieth (1/20) of the

amount of your maximum credit. Payments are due each month as long as your
account shows a loan balance. However, if the amount you owe is less than the
amount of your regular monthly payment, you pay only the balance.

0. Question. 'When is my regular monthly payment due?
Answer. Payment is due on the day of the nionth you selected in your applica-

tion. A Payment Notice Is sent to you ten days ahead of that. time.
7. Question. How do I know the amount borrowed and the amount due?
Answer. Whenever you are borrowing y4 a will receive each month a detailed

statement showng (1) the charges to your account; (2) the payments you have
made; (3) the balance you Owe; (4) the amount of credit balance available for
your use. At the same time you will also receive a Payment Notice to be re-
turned with your next payaeat.

8. Question, How much does my Citizens Automatic Credit Account cost me?
Answer. The cost is , of 1% Interest and I/ of 1% charge per month on your

outstanding balance. In other words, you pay charges only on what you use-
no loan, no cost.

9. Question. May I have a Citizens Automatic Credit Account jointly with my
husband or wife?

Answer. Yes; a joint Citizens Automatic Credit Account is ideal for family
use. It makes it possible for you to budget payment of major expenditures.
You mako purchases with your special checks and repay us over a period of
months.

10. Question. Is my Citizens Automatic Credit Account a real revolving loan
account?

Answer. It certainly is. You may use your Citizens Automatic Credit Account
to buy whatever goods or services you require, wherever and whenever you wish.
Its use is principally for the payment of major household expenditures--those
which you prefer to budget such as medical bills, household appliances, home
repairs, tuition, vacation, travel, taxes, insurance, and gifts to charitable in-
stitutions or others.

11. Question. Do I getlife insurance protection?
Answer. The life of the borrower, if not over age 05, is automatically insured

at no additional cost for the amount of the unmatured loan balance.

POINTS T0 REMEMBER

With a Citizens Automatic Credit Account:
Your Account does not have to be paid In full before you can use it bgain.
You do not have to make out an application every time you want to borrow

money.
W thln the terms of your agreement and legal limitations you can use your

Account to buy whatever-whenever-wherever you want.,
There is no charge until you use your Account.
You create your own loans as needed by simply signing checks.
Life insurance protection at no additional cost.
No mortgage is required.
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COPY OF THE WORDING IN THE LOAN AOBEEMENT SECTION AW riE C(IlZ-NS
AUTOMAIC CREDIT ACCOUNT APPLICATION WHICH YOU HAVE FILLY, OUT AND
SIGNED

On the basis of the information I have furnished you above and upon my credit
standing, I reciuest you to open a Citizens Automatic Credit Accouut for me under
which you will establish for me, in the manner and subject to the conditions
appearing below, my personal line of crlt against which you will lend me, froin
time to time, such amounts as will not exceed at any one time outstanding- .
------ - ($ ------- ) Dollars, or any smaller sum which you may ap-
prove (hereafter called "Personal Credit Limit"). Our agreement Is that if you
accept this Application you will (1) furnish me with a supply of checks (here-
after called "Personal Credit Checks") bearing my printed name which I will use
exclusively in drawing against my Citizens Automatic Credit Account, and (2)
send me written confirmation that you have accepted my Application and notifi-
cation of the amount of my Personal Credit Limit. Payment by you of any
check properly drawn hereunder on my Personal Credit Checks shall create a
loan by you to me in the amount so paid, and you shall be under no obligation
to pay any checks hereunder (a) unless drawn on my Personal Credit Checks
or (b) which will increase my Citizens Automatic Credit Account balance above
my Personal Credit Limit.

I promise to repay you at your office all principal amounts borrowed here-
under, together with interest at the rate of one half ( ) of one per cent (1%)

er month on outstanding balances and your charges shall not exceed one half
( I ) of one per cent (1%) per month on outstanding balances. You will charge
interest and charges each month to my Citizens Automatic Credit Account; and
on or before the (check one) _-5th __10th __15th __20th __25th __30th day of
each month I promise to pay you on account regular consecutive monthly install-
ments equal to (check one) -- one twelfth (1/12) -- one eighteenth (1/18) -- one
twentieth (1/20) of my Personal Credit Limit, or such lesser amount as may be
required to reduce my Citizens Automatic Credit Account to zero. I shall have
the right to repay my loan in whole or in part at any time before the maturity
antl will only use the p-roceeds for legal purposes. Each month you will furnish
me a statement of account showing all checks paid by you, Interest and charges
debited to my account and payments made and balances owing by me hereunder.
I will consider and ac(ept such statement of account as,correct unles.s I notify
you in writing of errors within thirty (30) days thereafter.

If I fall to make any payment when due or default In the performance of any
other obligation due you, or in the event of the death of the undersigned borrower
prior to the complete repayment of the indebtedness representedhereby, then
your commitment to make further loans or pay checks shall immediately termi-
nate and all sums thern owed by me to you shall immediately become due and
payable without demand or notice which are hereby waived, and 1. promise to
pay such sums to you forthwith. If you accept this Application and Agreement
your commitment to make loans to me will run to me exclusively and I shall not
assign any rights hereunder to anyone. Either you or the undersigned borrower
may terminate this Agreement at any tie as to future loans by written not;ce
of one party or the other, but no such termination shall in any way affect any
checks properly drawn and issued hereunder prior thereto or my obligation to
pay all sums borrowed hereunder or the remaining provisions hereof. If this
Application is signed by myself and a co-signer each of 'us may draw checks on
my C-izens Automatic Credit Account, and as used herein the words "I", "y",
and ine" shall be taken to mean "we", "our", and "us" and this Agreement shall
constitute time joint and several obligation of each of us.
Dated ----------------- 19

Borrower

Co-Signer
The CHAIurAN. I would again want to emphasize that we are not

passing judgment on banksor the lienders. We are not tryiiig to deter-
mine the net profit to the leader. .I

What We are trying'to determine is gryos cost to the hiyer "o).
borrowers.
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Senator BE'NNFETr. I should like to make the point, Mr. Chai'man,
that in the question I have given you, there is no reference to income
to the bank. It says the cost to the borrower. How much does my
Citizen's automatic credit account cost me, the borrower? And the
answer is, It costs you one-half of I percent interest, one-half of 1 per-
cent as a charge for the service.

The CHAIMAN. And the two together make up the finance charge.
The rate is 1 percent'per month, or 12 percent per year, All we ask
is that the yearly rate be stated as well as the monthly rate on the
finance charge.

Senator BENNrn'r. While you put the two together, and talk about
them, as you hav many times, and as the witness did this morning, all
the whole 1 percent interest, the bank says only half of it is interest.

The CHAmrMAN. I must protest, I must protest. The term in the
bill is finance charge.

Senator BNNivr. Simple annual rate.
The CHAIRMAN. I have always used, in recent years, the tern fi-

nance charge. Once in a while one's tongue slips inadvertently, just
as certain times the tongue of the Senator from Utah has slipped.

But we've tried to be very careful on this point.
Senator BENNErT. I would suggest the chairman go back and read

yesterday's transcript. You will find the word "interest," that you
used the word "interest" yesterday 25 or 30 times. You use it every
time the question of excessive charges arises. You always call it ex-
cessive interest and compare them.

The CHAIRMAN. The term I used this morning was "gross interest
charge ."

Senator BENNETT. You never thought of the words "gross interest
charge" until I used it this morning. (Laughter.]

The CHAMAN. I, too, look up words in Webster's dictionary.
Senator BENNETr. You never used the words "gross interest" in

anyof the hearings until just now.
The CHAIRMAN. Let it be said from now on we will use the term

"gross interest."
Mr. HATroN. Thank you all for this rest period.
Finance charges expressed in terms of dollars and cents are more

understandable to the average borrower. Any child can understand
what an article costs in dollars and cents. Few adults can compute
percentage rates or simple annual rate in terms of a percentage where
such factors as deferred and "balloon" payments are involved. If
these experts cannot accurately compute such annual rates percentage-
wise, then what nart.hly comparative benefit can a percentage annual
rate have to the a verge shopprc for credit.

Requirem-unt of simple annual rate disclosure of the total amount
of the finance charge put. lenders on an unequal competitive basis with
sellers of merchandise.

That's one of the reasons we don't want to be regulated by the same
act.. Disclosure of the so-called simple annual rate, assuming it could
be accurately computed, will undoubtedly put lenders at a disad-
vantage with sellers, because they, the sellers, can vary the so-called
cash price of the item being sold, and can, in effect, conceal actual or
true cost of credit.
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I understand that others have heretofore demonstrated thail: the
lender or seller will incur substantial additional cost if heis required
to compute the simple annual rate at the time of the tranacfj0n.

The CHAIRMAN. Wouldn't you modify that statement to the slinple
annual'gross interest rate?

:Mr. H-rFo. No, sir; I don't us interest At all.''
The CHAIRMAN.. In order to follow up your suggestionnmade-by my

friend from Utah. I d
Mr. HAVIUO:. I didn't accept that suggestion, I donf see itas

interest. I don't think it's interest.
The CHIAIRMAN. I see. Do you disagree with Senator BennettI
Mr. HATrMo. On the word "interest.'
Senator BENrr. May I point out, in using the phrase "simple

annual rate," he is only trying to give you an ex ression which you can
understand because this is what you wrote into te bill.

The CAIRMAN. We are trying to get him to find your high level
here. [Laughter.]

Mr.,HA'rroN. Under our competitive system it is far more likely that
this cost will be passed along to the buyer or borrower than be absorbed
by the seller or lender as the case may be.

Similarly, it is reasonable to assume that all borrowers will ulti-
mately have to absorb whatever cost is incident to the ris-k of uninten-
tional violation of the proposed bill. One might well ask, Why burden
borrowers with these additional costs of overhead and management
unless thel be a demonstrable need to do so?Now on this next point., customary and beneficial banking practices
would become unlawful or require substantial change.

A. We are assured that because of the broad definition of credit is
S. 750, it is clear that a demand note would become illegal. Unless a
note bears a fixed date of maturity, the dollars and cents cost of the
finance charge cannot be computed.I

B, I am sure, you are aware that persons borrow money to form a
life insurance estate. While it is true man is mortal, the precise ma-
turity of a loan secured by life insurance cannot be determined in
advance. One might well s !. What social purpose is to be served by
making such transactions illegal ?

The CHAIRMAN. Under A, you seem to be opposed to disclosure of
the dollar and cents clause.

Mr. HATrox. Yes, sir.
The CHAIRMAN. In B, you are opposed to the disclosure on an

interest rate basis.
Mr. HA rroN. No, sir--
Senator BENNI,-r. Do you see anything that appears as an interest

rate?
The CHAMMAN. On a number of months rather.
Mr. HA xro. That's right; I don't know how you can tell in advance

what the dollar and cents cost of finance charges are going to. be.
Senator T xN-rr. Mr. Hatton, isn't it true that both A and B are

the same problem ? I
Mr. HAToz. They are the same problem. One is collateral life

insurance or it might any other type of collateral.'.
Senator B 3NNr. In A, the ban enforces it, and hi B, the Lord

enforces it. /
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Mr. HA-roN. That's right. I didn't want to blame Him.
[Laughter.]

The CHAIRMANr,&. That's broadminded of you.
Mr. HATrON. Thank you.
C. A similar consideration makes construction loans in aid of new

housing and other building suspect of violation. This might affect
new housing starts. The problem here is that the bank gives a coin.
mitment letter applicable to principal amounts advanced by the way
of progress payments at different times. The total advance, of course,
is ultimately consolidated in the permanent financing. But how does
one compute the dollar amount or a simple annual rz t unless the date
and amount of each advance is known and a definitive maturity can
be established for the so-called takeout?

Because in most cases, there is a commitment fee, in most cases.
Now the commitment fee is based on an extension of a certain amount
of credit. I am talking about consumer credit, not the type of exempt-
ed business. Suppose in a case the fellow decided he didn't need all
the money, then that commitment fee he had to pay would be at a
higher percentage. If he took his whole amount now-you don't
know, due to the demands made, when these notes are going to be paid.
You can't know what the dollar amount is.

Now it's tria in Kentucky that State banks can make long-term
mortgage loans. As this committee is well aware, national banks are
restricted by Federal law in making long-term mortgage loans.

D. A brief word about mortgage loans. These loans are now quoted
at a simple annual rate. They are long-term loans. S. 750 would re-
quire the finance charge als, to be stated in terms of dollars and cents.
I note from the testimony in 1962 of Mr. Robert Weaver, Adminis-
trator of the Housing and Home Finance Agency, at page 168 of the
record, there were inserted certain tables showing the cost of various
loans. A $10,000 loan at 51 percent oyer a period of 30 years would
cost in interest alone $10,429. The FHA insurance premium would
amount to $948, making a total interest--and there I use interest in
its true scnse--and insurance cost of $11,377. To this amount, would,
of course, have to be added closing costs, title examiiinations, and re-
cording fees, and in some instances insurance premiums. Tradition-
ally mortgage loans have been disclosed as a simple annual rate. To
suddenly require the disclosure of the dollar amount of finance charges
might well have a depressing effect upon the real estate market.

TihCCHAIRMAN. Do you favor having the rate on mortgage loans
disclosed as a simple annual rate?

Mr. IIATTON. Y es, sir; as a simple interest, sir.
S'The Ci I NIAN A simple annual rate.
Mr. HAWON. No, sir. I do not see the reason-when I say annual

rate, I am thinking about, finance chtirge; which is such itemns.s closing
costs.,

,The CHAIR.3IA.N. You include that.
Mr. IIA 'rO-, Those ar already given to he borrower in dollars'and

cents at the time of closing, sir.
SSienator 1BNx.rr. In other words, ybu are saying you would prefer

that'mortgagelending co tOnue in the present pattern?
Mr. HATrrcXN. Yes. ..

mww
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The CJ1AfRXAZU. Yoi' are o pposed 'tio'ihts. iiw416Plel he, i ' tpjiedto intallnent loans'6fbanklo n ." ' 104' j is' " '

Mri HA^1"o. "No,,, s ir;:',to,'e'onsuier reeditU't W ' .s' ) t~im liot
opposed, to i it i de~nan~dfd0t"s.' ' emihd 'fiot-VS- .dr t ,.ib, 5

you coidd doIt.K ,*'

The °CifAiRafAN-: I am speakiigof the smple Anniaratv p0 DO
you approve that, fpr mortgage loans, but not for installirit'lo iA.?

.I HrT.'tro Ththis -oir&t, sir. ''sf6lar'hs ifi thl i h '-
'Pho irKWA Now 'ou apProveof iavingj the d6lar-ad!- J

cost for the short time loans?
Mr;1 " HAWrON*'. Term or demand loafi ?'
Senator BN.NETf. I think he is talking about short t)bre histal1r eni

loans. - , - . I
Mr. HATTON. Wlihen I say consumer credit, I. um nc trying ,.b'e

evasive. I mean those that are paid in equal or variables.
The CIIAInM.AN' . Short time loans like those you. have up'on the

board.
Mr. IIA Iio-N. Thoso are dollars and cents.
The CHrumnrA.. You approve of the statement bf tho, dollar-and-

cent cost ?
Mr. HA'rWO.\. Absolutely.
The ChAIRA'N. You don't approve of the statement of dollar-and-

cent cost of mortgage loans? I
Mfr. HA'rrON. NO, sir. I don't. think it is-those traditionaly-

o'ose Are loans 'where payments do not vary in those cases.
The CHAIRMAN.. They might vary.
31r. IIArroN. They could, sir, but that would depend -
The CHAI)RMAN. It might vary.
Mr. IJAroN. I .believe, sir, if I could finish, that in the case of

mortgage loans, which we have known for years and we know the
difference betwceii a 51/2 loan and a 6 " "

The CRAIRM AW. What you are doing is this: you are using a com-
pletely different 1)rinciple for short time or consumer loans, And long
time mortgage loans.

Mr. HATrO,'. Yes sir.
The CHAIRMAN. In the case of long time mortgage loans, do you

approve of a simple annual rate but not a statement of dollars and
cents?

Mr. ILArFON. That's right.
The CH1AIRM NA. In the case of short-term loans you approve of

dollars and cents but not the simple annual , -te?
Mr. HAITON'. Ye sir. And I find no inconsistency.
The CHAIRMAN. ilhe reason you give for not having the dollars and

cents quoted 'on mortgage loan is ihat tlhy might have a depressing
effect )on the real estate market.

In other Words, if people knew what the total anmount'was that they,
were paying in interest, they might not buy the tiouse.

Mr. IUty vo. I feel, sir, that-if tlieayerage buyer of atwuse, ivlwre
he is going to borrow $10.0,0 and get a 51, 2 -kprceni, FHA loan, is told
he is going to pay $11,337'interest, he would take a long time before
he bought that house ,ithougli it's probabl '--

The CI[AIRfAMN. Would it be well for him in helping him to'iiake'
a more intelligent judgment should you bait the: trap with lack of
knowledge?
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Mr. HATroN. No sir. I don't think it is baiting a trap.
The CHAIRMAN. What you are saying is he wouldn't do it if heknew

what tho total amount of payments in interest and other charges
would be, so therefore, you don't want to let him know it so he can
go ahead and buy the house even though if c -Ad have the knowledge
he wouldn't do it. I would say that's bah,>.g a trap with lack of
information.

Mr. HATION. Sir, if it's baiting a trap, that I believe--now this is
what Dr. Scott tells me. He tells me that the principle used in those
mortgage loan, is what you would call the U.S. rule----

The CHAIRMAN. We are not talking about what is, we are talking
about what should be.

Mr. HATTON. I think that it is entirely proper because people un-
derstand that..

The CHAIRMAN. What you are simply saying is, "Let's continue
what we are doing?"

Mr. HAI ON. Yes, sir.
The CHAIRMAN. Under this traditional system that you have the

total amount of the finance charges is not stated over the life ol themortgage.
Now ou approve of the true annual rate, but now there's the state-

ment of the total charges because you say people might not buy the
house. This seems to be more important to you than if the individual
should make the correct judgment.

Mr. HATrON. No, sir. Not at all. I am not interested except as a
citizen. I represent no builders.

The CHAIRMAN. I understand that.
Mr. HATION. Now-
The CHAIRMAN. In a similar fashion, is your objection to having

a true annual rate on the short time loan-you feel that if that is
stated, people wouldn't buy as many automobiles or refrigerators or
television sets or washing machines?

Mr. HATWoN. No, sir. When you say short-term loans, I think of
one thing. I think of a 60:day note, a 90-day note.

The CHAIRMAN. It is also installment selling.
Mr. HA'ox. I don't-
The CHAIRMA . That 's all we've been'dealing about.
Senator 'BNNmr. You've been talking about installment loans.
Air. HATTON. I've been talking about installment loans.
The CHAIRMAN. Yes.
Mr. IIATTON. Yes.
The CHAIRMAN. Consumer credit.
Mr. HATTON. Consumer credit. as I refer to it.
The CHAIRMAN. That's given by merchants and finance companies

as well as by banks.
Mr. HATrTOx. The only yoint I was trying to develop Senator, when

you say short-term loans, am thinking about 60- or 60-day notes.
Now I think they should be expressed in terms-
The CHAm IMA. Under 5 years.
Mr. HAMiNo. Well, they are short-term loans; yes.
The CHAIRMAN. Tbat's what we are speaking about, installment

credit.
Mr. HATroN. N o, sir. We are not on the same wavelength.
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Senator BNrrTr. May I get into this?
Mr. HArroN., Yes sir.
The CHATRMAN. 1ou may temporarily, but I'm not going to let y6ti

get in permanently. ['Laughter.]
Senator BI.NNnrr. Isn't it a fact---
The CHAIRMAN. I haven't had an answer yet.
Senator BENe-r. I'm trying to get you one.
Mr. HAITON. Maybe I'm trying to give one-I'm sorry. Excuse

me sir.
senator BENNL-Tr. Isn't it a fact that when a person makes a mort-

gage to buy a house, he then gets notice from a bank that he has a
payment of so much per month in dollars, and he attempts to equate
that payment with the rent he may have been paying, and lie is inter-
ested in the rate at which he borrows the money at the time he makes
the mortgage; thereafter he is not interested in that rate. But ever
month he is conscious of the amount of money he has to pay out. If
you tell him that in order to got this house, you no longer say to him,
you're going to pay $85 a month, which he can afford, youiro going
to ay to him, this house is going to cost you $21,377, and he knows
le is only going to get a $10,000 house for this money, he becomes, I
think, confused; because the other pattern is the pattern on which
houses have been sold and financed for a longtime.

Mr. HATTON. That's right.
Senator BENN'rr. When you get over to consumer installment fi-

ance, he thinks of a mortgage payment as he did on the house in
dollars.

Once he makes the mortgage, he is no longer interested in the rate
of interest but-once he makes the consumer installment contract, his
interest becomes-it focuses upon the amount of dollars he has to pay
tvery month, so on that basis the dollar amount which you have been
telling us is more important than the simple annual rate, it becomes
the way in which this man thinks.
Now he is interested in the rate only one time-when he makes the

deal.
Senator -Douglas, and I afi sure I am quoting him acecuitely, feels

that the simple annual rate should be stated in order that people may
use credit wisely and shop for credit.

The CHAIATRAN. For the total amount.
Senator BENNETr. Speaking of the simple annual rate tor a moment:

when a man goes to buy a house, he is not thinking of a choice between
buyi g a house and making a contract for a revolving ,charge account
for a artment store. They can be quoted atdiffererttrrtes without
ever confusing the buyer or making him feel that he, lacks adequate
knowledge to shop wisely for credit.. If he is buying a house, he is
going to a half dozen mortgage lenders and selectho lender and the"
rate and the deal le likes best. If lie's going to gt into revolving
charge business, he would probably go to two or three stores 9r go to
all of them and set up a similar account so he can 'buy what h0 wants
at each store.

I agree with you, that there is no competition in the man's mind
between the rates when he buys a house, and the question of whether
he knows how much the rate is or how much mo.iey he is going to pAy
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and the rates when he makesa short-term' consumer-type' installment

SMi. IIAriOx. The Senator left out the short-term loan, the consumer-
type loan. That's where we have a difference-- -

TheCHAIRMAN. Just -a minute. Let's see if we can understand this.
You say, on a shoct-terin loan, on short-term credit, that the cost in
dollars and cents should be stated, but not the true annual ratq.

Mr. 1fvrro.x. "No, sir; I did not. i say in short-term consumer or
iustAllnent loans,

TheO.CjimRA,;. All right.. Short-term consumer-
Mr. IIArroI. Or installments.
The CJAIRMAN. Credit. The dollar and cents cost should be stated

but not. the true annual rates?.
Mr. IA'rrox. TAat iscorrect, sir.
rho Chio0AIR-MAN. YoU say that in long-term credit-
Senator BrF;NNEwr. Mortgage loans.

I Mr. tInarcx. Long-tein mortgage loans. It's important therv.
There are tfliee types, at least.

The CUA'MIAN. What about a long-term consumer loan?, What
would you do then? Would you state the true annual rate, but not
the dollars?

Mr. IIA,'ro-.-. I believe, and I recognize in 19062, we took off the time
limit in Kentucky, sir, and I belide that that is applicable to banks.
And I believe it is a question to which the Senator addressed himself.

The CUAIRMIAN. Exactly so.
Mr. HATroN. I am glad I anticipated you, sir.
The CHAIRMAN. You may have anticipated the question. Now I

would like to get the answer. [Laughter.]
Mr. HATreN. All right,,sir. I think, and this I truly believe in-

stead of this being for a 2-year or a 10-year period, we told this fellow
it's going to cost him $900, or whatever the amount is--I think the
fellow would be crazy to make the loan. I think this is a thing that
would warn him.

The CHAIRMAN. We're trying to get at this. Suppose you have a
long-time consumer loan, or consumer credit, would you-state the true
annual rates but not the total amount?

Mr. HATmON. No, sir.
The ChAIRMAN. You would simply state the total amount?
Mr. IfnrroN. Yes, sir. And thatman, if he borrowed $1,62.0 and

couldn't get any better credit than a 10-year loan at $10 discount, I
think you ought to tell that manlet him go try to borrow someplace
wherehe can get a)better rate. I

The CHAIRMAN. You do believe, then, that in long-time loans, the
total amount in dollars and cents should be stated?

Mr. HArrON. In long time consumer-
The CHAIRMAN. What's the difference between long-time consumer

rate and a long-time mortgage rate?
Mr. HArMO. Sir, there's all the difference in the world, because

in your mortgage rate, your interest--Idon't know how it's computed,
but at least when I make payments, when I bought my house, I got
a long sliet of paper. On that shet, of paper it tells me my first pay-
ment reduces the interest by so much, and the principal by so much.
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Tht CHAIMMAN. Let me say, that the computation of tl iteynest I
a ioiig4eri_ mortgage is perfectly ciler It's Ca :trUe atr aiiid tatl o
the outstaiding, unpaid balance. ' - - I - , -, ;: :% : ,- "!

Mr. I[AIWN. I thinkthat's right, Sir.
The CHAi'RA. That's right. Aid it is sttWd, compute l: every

moith.
Mr. HATToN. Yes sir.
The CHAIRk'AN.' Then you do believe in a-true annual ra'to'?
Mr. HTTOsN. For long-term mortgage loans, yeS, sir .
The CHAIMAN, Then why not oalong-term consumer cjditl
Mr. IiATr4Z. Sir, I think you'll be doing this man a disservice to

tell him that he ought to borrow where it would cost him $900 to gt
$1,620 and tell him he is going to get it at a $5 charge. I think tlat
would be doing him a disservice.

The CHAIRMAN. Of course, $5 iF a 10 percent'charge.
Mr. HATrON. $5 a year.
Senator BEN.NrErr. Mr. Chairvman, may I tell a story at this point?
The CHAIRMAN. I'll give you 5 minutes in which to tell your story.
Senator BENN Err. It won t take me that long.
The CHAIRMAN. It seems to me, Mr. Ilatton, you've involved your-

self in some great contradiction,.
Mr. HATrO1. I don't think so, sir.
Senator BENNRTT, This is a story, of v which this reminds me. It's

a story that comes from our country, whinere we have a great niany
Navajo Indians who do not speak English. Occasionally they run
afoul of the courts, and they gemt i'ito court and the story--o, course.
the questions have to be asked through an interpreter, and the answer
has to come back through an inter'preter-and the question was asked
of a Navajo, and he really took off, and he talked and he talkedand
he gestured and his voice went w,. and down and the Navajo language
is quite a language because it has 8 or 10 versions. 8 or 10 words for
each concept. The word "dog" may have 10 words, whether a dog islying down, standing up, or running.

After this had gone on for 10 minutes, the judge said to the interpret-
er, we can't go on with this, we are not getting anywhere. Stop the
mait, and tell us what le said.

So the interpreter talked to the Navajo and the Navajo stopped, and
the interpreter said, "lie said no."

The CIAIRMAN.; I object to this interpretation of the replies by Mr.
Hatton.

Senator BNNfE-Tr. I think lie said, "No."
The CHAIRMAN. NOW, Mr. Hatton.
Mr. LIAToN. Yes Mr. Chairman.
The CIAIRMAN. suppose you have a 5-year mortgage on a hous,.
Senator BENNETr. Here wego again.
The CHAIRMAN. How wouly:ou have these finance charges quoted,

as a trlie annual rate or the total amount of payments.
Mr. HATrMN.' Sir, I would do it this way-
TheChIARMAN. A 5-year mortgage.
M. HATmON. A 5-year mortgage on the house; yes, sir." I would,

at the time that the house was h6ught, I would have a mortgage lender
give a dollar-and-cents amount of the closing costs and of the fees.
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Then I would have him tell that this was payable at a certain rate of
interest and have him give me an amortization table to show it,

The CHAMMAN. In other words you would have both a statement
of total dollars-and-cents cost, and then the true annual rate. Both
of them I

Mr. HATION. Ye, sir.
The CITAIRMAN. ,That's precisely what we're asking for.
Mr. HArroN. No, sir.
Senator BiNNzEr.' Mr. Chairman, I have to raise the question raised

of me at the beginning of this session. You've taken our witness over
this questioning for nearly 20 minutes, and I think the time has come
for him to finish his statement and let's call it a day.

The CHAIRMAN. Let me say I think the witness is a very charming
follow, but has involved himself in hopeless contradiction.

I really think that you should think this over when you read the
record. You remind me of the character in Stephen Leacock's story,
who mounted his horse and rode off in all directions. [Laughter.]

Senator BENNm'r. Led into temptation by the Senator from Illinois.
The CHAIRMAN. Go ahead.
Mr. HATTON. The penalties are too severe.
Finally, our banking communities are vitally concerned by the pro-

posed penalties. Litigation is an expensive luxury. To encourage
such in the event of an unintentional violation of the statute is a dis-
service to our already overworked judiciary. Every lender will be
fair game for threatened litigation by aggressive attorneys and un-
happy borrowers. Even if the lender should succeed in successfully
resisting the claim, he may be found liable under the proposed bill
for the cost of litigation, including reasonable attorney's fees.

It would be sufficient to raise the threat oi. litigationn if two mathe-
maticians disagreed on the accuracy of the computation of simple
annual rate. Surely, in such an event, there should be a provision
permitting the creditor to be made whole for any loss incurred with-
out further penalty in the event of unintentional violation.

For these reasons we oppose the enactment of S. 750. We believe
that, the disclosure requirements of lending institutions and selling
institutions should require the disclosure of the true cost of consumer
credit in terms of dollars and cents.

I think on the words "consumer credit," Senator, is where we have
been failing to communicate.

Thank you, sir. I do appreciate the extreme courtesy of letting me
finish, as you all did, sir.

The CHAIRMAN. I have no further questions.
Senator BENN-Tr. No questions.
The CRAIRMAN. Thank you very much.
Is Dr. Scott going to testify ?
Mr. HATrON. No, sir; but he is available.
Senator BENNETr. I think since it is half past 3, Dr. Scott, the let-

ter you put in the record would be adequate for us.
(The complete prepared Ftatement of Mr. Hatton follows:)

TEsTImoNY o ROBERT E. UA'Iro, A ORONEY AND GENERAL CouNszr, OF THE
KENTUOKY BANKERS AsSOOIATION

I am Robert B. Hatton, Louisville, Ky., attorney of the firm of Hatton, Smitb,
Britt & ,riedlander, general counsel for the Kentucky Bankers Assciatlou, a
position I have held since early 1940.



The Kentucky Bankers Association fQr which I Apeak number aiong its
membership 888 out of a total of 351 State and National.banki in Kentucky and
I am authorlied by the assoclatlon'to athe its ofilcial aiticon on S.750's It re
lates to the banking industry in Kentucky. ' re.-

The average bank in Kentucky is a small bank. Ninety percent of Kvntucky
banks have total resources of $15 miloh 'or less. Seventy percent of Kentucky
banks have total resources of $5 million or less.' And, in tills respect, Kentucky,
we believe, Is representative of many of the States of the Union. On an aver-
age, such a bank would have not more than 10 employees, probably not more than
2 of whom would be authorized to approve loans.

The Kentucky Bankers Association strongly favors the objective of full dis-
closure of the dollar amount of finance charges in connection with the extension
of consumer credit. The people of Kentucky have supported tis policy and It is
now part of the following statutes: (1) The banking law KRq 287.215(7), 194' .
(2) The Motor Vehicle Installment Sales Act KRS 190.100, 1950. (3) Petty
loan companies; KRS 288.540, 190. (4) Industrial loan companies KRS 291.-
510(3), 1962. (5) Installment sales contract law; 371.210--330, 1962.

This background of legislation demonstrates that we in Ku-Liucky do believe
in full disclosure to the borrower of the dollar amount of the cost of his con-
sumer credit. Incidentally, the general assembly has provided adequate penalties
for the enforcement of the several laws. Only credit unions are presently exempt
from the provision for full disclosure.

Because the Kentucky Bankers Association believes the borrower is adequately
protected under Kentucky law, we oppose the enactment of any Federal legisla-
tion in this field.

Spelfleally we oppose S. 750 for the following reasons:
(1) It Is unnecessary, and will seriously Impair teacher and farmer credit In

Kentucky.
(2) S. 750 is objectionable In that it combines into one bill the regulation of

lenders and sellers of goods.
(3) Its requirement that finance charges be expressed in terms of simple an-

nual rate is unworkable In the case of many loans and does not benefit the
borrower.

(4) Expressing finance charges in dollars and cents rather than as an annual
percentage is more intelligible to the average borrower.

(5) Customary and beneficial current banking practices would become unwork-
able or require substantial change: (a) The present lender's demand notes would
be unlawful; (b) a lender could not provide for delinquency charges in advance;
(o) demand loans secured by policies of life insurance or other collateral-thus
having no fixed date of maturity-would become illegal; (d) a d'lcult format
would have to be devised for construction loans in connection with new real-
dential housing ad perhaps some other types of building; (e) mortgage lending
would be adversely affected.

(6) The penalties appear unduly severe.
I shall make a brief reference to each of the foregoing:

FEDERAL LEGISLATION 15 UNNECESSARY AND WILL SERIOUSLY IMPAIR TFJCHFR AND
FARMER CREDIT IN KENTUCKY

The Kentucky Bankers Association believes that the regulation of the exten-
sion of consumer credit is a matter of State rather than Federal concern.
We recognize that In many fields Federal legislation is required, but not in the
field of consumer credit. The policing of Federal legislation would not be the
proper function of any existing Federal agency.

If there be no existing Federal agency, then the policing must, necessarily, be
assigned to a new agency. This would increase the bureAucracy which many
feel is already too great at the Federal level.

We believe that the efforts of the Congress of the United States should be
directed toward a reduction of the cost of Government rather than expanding
the Federal Government activities into fields more properly the subject of State
regulations.

In 1960, the Kentucky Bankers Association and the Kentucky Education Asso-
ciation, by joint effort, developed in Kentucky t0e teacher-banker credit plan.
Both the KEA and KBA felt that all too often teachers were forced to borrow
at high rates to finance their plans for the months when their salary no longer
continued. The teacher-banker credit plan was tailored especially to meet this

n/m
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need. Among its elements were :. (1) Low borrowing costs; (2) Joan repayments
separated"ovqr a convenientnumber 6f months; (3) waiver of payments during
vacation mofithgl; (4) life insurance provided through KBA covering the ulipaid
balance of the loan at no additional cost to the borrower; and (5) credit estab.
listed for future needs.

The plan was announced to the membership of'the association on March 2),
1901. By April 5, 1901, mnore than 100 banks had Joined in the plan. And now
163 of the banks of Kentucky are participating. This plan was signally recog.
nized at the executive council meeting of the American Bankers Association at
its meeting April 6-8, 1901, at White Splphur Sprifigs, W. Va. For the ommit.
tee's benefit I tender the promotional material issued in connection with tie
plan.

Kentucky is primarily an agricultural State. Now. as to the farmer credit
situation here, tobacco is the greatest single cash farm crop. In 1948, Kentucky
Bankers Asspclation established an agricultural office. The function of this
office was to relay information to the farmer concerning crop production tech.
niques, credit, and other information. Each year more than 90 banker-farmer
meetings are held throughout Kentucky. As a result of this close relationship
between banker and farmer, the banks of Kentucky have developed loan plans
which are tailored to the farmer's specific needs. The plans in their essence
provide for low monthly payments during most of the year with a substantially
higher payment in December or January when the farmer's tobacco crop is
marketed. If the farmer has other high seasonal income such as the sale of hay
or cattle, the plan can be adjusted to reflect a higher payment during those
months when the farmer's income is higher.

The effectiveness of both teacher and farmer credit would be seriously impaired
by the enactment of S. 750 as I shall point out later.

LENDERS AND SELLERS SHOULD BE REGULATED BY SEPARATE ACTS

The Kentucky Bankers Association believes that it Is entirely proper, as has
been done in Kentucky, to treat by separate acts the regulation of instalinlent
selling from installment lending, and to require in each case the cost of credit
to be expressed in terms of dollars and cents.

The selling of merchandise and the lending of money are two entirely differ-
ent businesses. Of the seven items required to be disclosed by section 4(a) of
the bill, only the last four are applicable to lending as distinguished from sell-
ing. We of the banking industry in Kentucky believe that separate State legis-
lation should govern banks insofar as their operations are concerned. We accord
to other lending institutions such as building and loan associations, industrial
loan companies, small loan companies, and credit unions the same degree of in-
dependence as we expect for banks. It is true in Kentucky that each of these
lending institutions is supervised by the commissioner of banking, but different
techniques are involved In the supervision and examination of a bank than are
involved in the case of an industrial loan company or of any other type of lending
institution. With banks, it is the depositor's money which is being loaned.
Consequently the responsibility of the banker is, in the first instance, to his de-
positor. It Is for this reason among others that we proposed in 1916 legislation
requiring full disclosure in the case of banks, and that is the law today.

I am informed by the Ilonorable Hugh Rogers, Kentucky commissioner of bank-
ing and securities, that there has been a niInimum of violations of any sort by
banks in connection with Installment lending, and I know of no violation in
the matter ol disclosure.

Expressing finance charges in terms of simple annual rate Is difficult if not
impossible in the case of many loans, and there Is no corresponding benefit to
the borrower.

I have discussed previously the teacler-banker credit plan and the farmer-
banker credit plan in Kentucky. In fact a large percent of loans made are
tailored to the individual needs of the borrower which vary widely as to the
tines and amounts the borrower is able to meet and pay. The interval of pay-
ment and the amounts of payment are frequently completely Irregular.

Other variations in lending practice normally affect the difficulty of the com-
putation. Repayments may vary depending upon the ability of the borrower in
seasonal industries to repay. There may be a "balloon" payment due at the end
of the period. These variations make the task far more difficult and beyond the
ability of the average banker to compute, nor do they benefit the average
borrower.



t'RUTH f.#LND1 '- 1O8 g 805

The sImp1e annual tate requirement would penalize the honest lender who'are
already regulated by present laWs. and competition. ItW6ulddo nothing, t
control the unscrupulous and dishonest who prey on ' the udwaty; careless; fIgaor-
ant, and uneducated.

I have prepared a chart to illustrate three examples,: and-for the cbmmittbe's
convenience, a blowup.

I must admit that I am no mathematician. I have however, attempted to
compute the annual rate and have been unable to do so. Admittedly defeated,
I, then, approached several trained mathematicians, among them being Dr. V. I.
Scott, professor of mathematics at the University of Louisville, and asked them
'to tell me what the simple annual rate Is In each example of three typical ldais
and I asked them to give me their work papers, to show how they arrived at
their computations.

I am assured that the following examples are characteristic of loans of this
nature.

1. A schoolteacher in June wishes to borrow fotr her summer education.
Since she has no income in the summer, being vacation, she wishes to skip
payments in July, August, and September. She needs $1,620 payable over a
2-year period in 18 Installments.

2. A dairy farmer in June needs to buy a new refrigerated tank for his
milk to upgrade his dairy. He can pay small regular payments'from his
milk checks but in December he wishes to make a larger payment from the
proceeds from his tobacco sales. He likewise wishes to borrow $1,620
repayable in 24 payments.

3. This is simply a variation of example No. 1. An" independent bulldozer
operator needs $1,620 for repairs on his tractor. He asks that he be allowed
to miss payments In January, February, and March, and make 18 payments
during the 2-year period.

In each case the face of the note Is $1,800 from which the bank deducts a
finance charge at $5 per $100 or $10 for the 2-year period. The dollar cost is
therefore $180, but what Is the simple annual rate?

A 2-y- r loan of ..................................................................... 2 r ............ $1,80
5-percnt discount-2 years ....................................................................... 180

Cash to borrower ........................................................................... 1,

A teacher re- A farmer re- A bulldozer
pays 18 at pays 22 at V50 operator re-

$100 and 2 at $350 pays 18 at $100

June!-------------------------------------------- 4180 1.0June I ........................................................ $1. 800 $OSo0 $1, 600

I. July I .................................................... 1,80 ,750 1,700
2. Aug. .................................................... 1.800 1,700 1:00
3. Sept. ! .................................................... 1.800 1,65 1,600
4. Oct. I ...........-......................................... 1.70 I,&OX 1.400
5. Nov. ! .................................................. 1,600 1,50 1,800
6. Dec ................................................... 1,5W0 ,200 1,200
7.J an. 1 .................................................... 1.400 1150 1,200
8. Feb. I ..................................................... 1,300 1 100 1,200
9. Mar. I ................................................... 1200 1,030 1 200

10. A I ..................................................... 1100 1,000 1,100
IIM:, .------------------... 1,000 950 1,000
12. June .................................................... 900 oo
13, July I ..................................................... 8.50 00
14. Aug. 1 .................................................... 900 800 700
15. Sept. " ................................................... 900 750 600
16. Oct. I .......... ........................................... 0 a0w
17. Nov. 1 .................................................... 70) 650 400
18. Dec. 0 ..................................................... o0 300 300
19. Jan. I ..................................................... 500 2.50 200
20. Feb. 1 ..................................................... 200 20
21. M ar. ) .................................................... 00 150 200
2. Apr. 1 .................................................... 200 100 200

1May I ..................... .............................. 00 to 100
24. June I .................................................... 0 0 0

These are answers that I have gotten from the experts to whom I submitted
the problems:

A banker who is a graduate In economics and in charge of electronic data
processing for one of the banks answered: Example 1, 10.3 percent: example 2,
11.7 percent; example 3, 12.7 percent.

23-902- 4-pt. 2.-----9
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A certified public accountant gave the following answer: Example,1, 9.21
percent; example 2, 10.44 percent; example 3, 10.95 percent.

Dr. Scott gave me the following answer: Example 1, 9.125 percent; example 2,
10.41 percent; example 3, 10.79 percent.

A recent graduate of Harvard Business School answered: Example 1, 12.6316
percent; example 2, 9.7297 percent; example 3, 12.6315 percent.

I am more than impressed by the fact that these professionals had difficulty
in working out a problem which a lending officer in a $5 million bank must work
out several times a day, each loan varying slightly from the other.

If S. 750 Is enacted into law, the small banker in Kentucky, the schoolteacher,
and the farmer and other small borrowers having special problems will be
penalized because the small banker, being able to make the computation may
not make the loan.

The average borrower understands dollars and cents, but I do not believe
that he understands these involved percentages.

To attempt to equate finance charges in terms of simple annual rates Is
like trying to find a common denominator for apples, eggs, meat, and fish.

In order to maintain the minimal rate consonant with the number of times
an installment transaction must be handled, it is a recognized principle that
the delinquent borrower m'ist pay some additional charge lest the prompt
borrower be penalized. For that reason many lenders require borrowers to pay
additional sums in the event of nonpayment when due of an installment (so-
called late payment charges, or payment of a certain portion of the collection
charge of the entire loan defaulted). The definition of the finance charge In
the proposed bill is so broad that It appears impossible from the beginning.

At the time of the transaction it is difficult if not impossible to compute the
simple annual rate when it is not known what costs will be charged to the
borrower. Not only are finance charges In many cases difficult, if not impossible
to express in terms of annual rate, but it is unreasonable to require them to be
so expressed, and there is no resulting benefit to the borrower who understands
dollars and cents far better than he does percentages.

Another type of banking credit which is very difficult to state in terms of
simple annual rate is revolving credit, automatic credit, or check credit. This
committee has already heard testimony In New York concerning the problems
encountered by retail merchants in their revolving credit plans. The conclusion
of Mr. Millstein's testimony was to the effect that it is impossible to state these
in terms of simple annual rate. If it is impossible for the merchants to do so,
then it would be equally impossible for the banks to do so, assuming like factors.

FINANCE CHARGES EXPRESSED IN TERMS OF DOLtARB AND CENTS ARE MORE UNDER-
STANDABLE TO THE AVERAGE BORROWER

Any child can understand what an article costs in dollars and cents. Few
adults can compute percentage rates on simple installment loans. Many of the
best mathematical minds cannot compute the simple annual rate in terms of a
percentage where such factors as defei red and "balloon" payments are involved.
If these experts cannot accurately compute such annual rates percentagewise,
then what earthly comparative benefit can a percentage annual rate have to the
average shopper for credit?

Requirement of simple annual rate disclosure of the total amount of the finance
charge puts lenders on an unequal competitive basis with sellers of merchandise.
Dlsclos+;re of the so-called simple annual rate, assuming it could be accurately
computed, will undoubtedly put lenders at a disadvantage with sellers because
they, the sellers, can vary the so-called cash price of the item being sold, and
can, in effect, conceal'actual or true cost of credit.

I understand that others have heretofore demonstrated that the lender or
seller will incur substantial additional cost of he is required to compute the
simple annual rate at the time of the transaction. Under our competitive system
it is far more likely that this cost will be passed along to the buyer or borrower
than be absorbed by the seller or lender as the case may be.

Similarly, it is reasonable to assume that all borrowers will ultimately have
to absorb whatever cost incident to the risk of unintentional violation of the pro-
posed bill. One might well ask why burden borrowers with these additional
costs of overhead and management unless there be a demonstrable need to do so.
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CUSTOAIARY AND BENEFIOIAL BANKING PRACTICES WOULD BLOOME UNLAWFUL OR
REQUI E SUBSTANTIAL ORANGE

A. We are assured that because of the broad definition of credit In S. 750, it
is clear that a demand note would become Illegal. Unless a note bears a fixed
date of maturity, the dollars-and-cents cost of the finance charge cannot be
computed.

B. I am sure you are aware that persons borrow money to form a life Insurance
estate. While It is true man is mortal, the precise maturity of a loan secured
by life insurance cannot be determined In advance. One might well add what
social purpose Is to be served by making such transactions illegal?

C. A similar consideration makes construction loans In aid of new housing
and other building suspect of violation. This might affect new housing starts.
The problem here is that the bank gives a commitment letter applicable to prin.
cipal amounts advanced by the way of progress payments at different times. The
total advance, of course, is ultimately consolidated in the permanent financing.
But how does one compute the dollar amount or a simple annual rate unless,
the date and amount of each advance is known and a definitive mattority can be
established for the so-called takeout?

D. A brief word about mortgage loans. These loans are now quoted at a
simple annual rate. They are long-term loans. S. 750 would require the finance
charge also to be stated In terms of dollars and cents. I note from the testimony
In 1962 of Mr. Robert Weaver, Administrator of the Housing and Finance
Agency, at page 168 of the record, there were Inserted certain tables showing the
cost of various mortgage loans. A $10,000 loan at 51A percent over a period of
30 years would cost in interest alone $10,429. The FHA Insurance premium
would amount to $948, making a total interest and Insurance cost of $11,377.
To this amount, would, of course, have to be added closing costs ,title examination,
and recording fees, and In some Instances insurance premiums. Traditionally,
mortgage loans have been disclosed as a simple annual rate. To suddenly re-
quire the disclosure of the dollar amount of finance charges might well have a
depressing effect upon the real estate market.

TIlE PENALTIES ARE TOO SEVERE

Finally, our banking communities are itally concerned by the proposed pengl-
fies. Litigation Is an expensive luxury. To encourage such in the event of an
unintentional violation of the statute Is a disservice to our already overworked
judiciary. Every lender will be fair game for threatened litigation by aggressive
attorneys and unhappy borrowers. Even if the lender should succeed in success-
fully resisting the claim, he may be found liable under the proposed bill for the
cost of litigation, including reasonable attorney's fees. It would be sufficient to
raise the threat of litigation if two mathematicians disagreed on the accuracy of
the computation of simple annual rate. Surely, in such an event, there should be
a provision permitting the creditor to be made whole for any loss incurred with-
out further penalty in the event of unintentional violation.

OONCLUSION

For these reasons we oppose the enactment of S. 750. We believe that the
disclosure requirements of lending institutions and selling Institutions should
require the disclosure of the true cost of consumer credit In terms of dollars
and cents.

(The following letters were later received for the record:)
KENTUCKY BANKERS ASSOCIATION, INC.,

Loulsville, Ky., September 12, 1963.lion. PAUL H. DOUOLAS,
Chairman of the Production and Stabilization Subcommittee of the Senate Corn-

mittee on Banking and Currencp, Senate Offlice Building, Washington, D.C.
DEAR SENAT'oR DOUGLAS: You will recall that I appeared as a witness on behalf

of the Kentucky Bankers Association at the hearings on S. 70 in Loulsville, Ky.,
on August 24 of this year, I wish to amplify and expand on my remarks on the
effect of S. 750 on mortgage lending transactions In general. I respectfully re-
quest that this letter be included In the record as constituting a supplementary
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statement of the Kentucky Bankers Association on S. 750. The element of time
and the nature of the questioning did not provide adequate opportunity for me
to express or develop fully my .lews with regard to the problems raised by . 750.

Under section 3(3) of the bill the temi "finance charge" is defined as-
'The sum of all the charges (including but not limited to interest, fees, service

charges, and discounts) which any person to whom credit is extended incurs in
oonnecton with, and as an incident to, the extension of such credit." [Italic
supplied.]

I wish to point out that this definition of "finance charge" would require a
mortgage lender to characterize or state maaiy items as finance charges which
are not correctly or traditionally finance charges in mortage lending trans.
actions. This definition would, of necessity, include elements which normally
do not accrue to the lender and which the bill would require to be stated as
finance charges but which are actually not finance charges& Section 4(a) (0)
requires that the finance charge (as defined under see. (3)) be expressed in terms
of dollars and cents. This requirement that many elements of a mortgage
financing transaction which are not truly finance charges be stated -as such
and that they be expressed in terms of dollars and cents would serve to confuse
a mortgage borrower and would, in fact, result in a substantial distortion of
mortgage finance charges over and above their proper level. Moreover, I wish
to point out that the Inclusion In the dollar requirement under section 4(a) (6)
of charges which are not truly finance charges and the requirement In section
4(a) (7) that such charges be converted to a simple annual rate in many cases
would result in an inflation of the true interest rate.

The requirement of the bill relating to the dollar statement of finance charges
(as defined under section 3(3)) and the simple annual rate requirement of
section 4(a) (7) would, because of the substantial distortion which would often
result from these requirements, very possibly tend to have some depressing
effect upon the real estate market. Because of the unrealistic and unsatisfactory
definition of finance charge (as It would be applied to mortgage financing) under
section 3(3), a mortgage borrower could be led to believe that he is paying a,
substantially larger finance charge than is actually the case. The conversion of
distorted finance charges to a simple annual rate also could cause the rate to
appear to be usurious.

I invite your attention to the fact that It would be extremely difficult if not
impossible under the terms of the bill to determine whether or not many charges
are in fact Incident to the extension of mortgage credit for the reason that there
are In excess of 20 items which may or may not be construed to be "incident to"
the extension of such credit Some of these charges are, for example, survey,
appraisal, title examination, inspection and escrow company charges in the case
of construction loans, property inspection, title insurance, recording cost, broker's
fees, preparation of Instruments, settlement charges, apportionment of taxes and
assessments, local transfer or ad valorem taxes, notary fees, revenue stamps,
credit reports, various insurance premiums and fees, and many more. The
question of whether or not these and other charges, which arise in connection
with mortgage credit, are incident to the extension of such credit depends upon
local law as well as tradition and custom which varies from State to State
and from community to community.

In this connection, it Is appropriate to cite the testimony of Neal 3. Hardy,
Commissioner of the Federal Housing Administration, HHFA, and Milton P.
Semer, (Ieneral Counsel of that Agency, before your subcommittee on May 15,
1962. In response to questioning, Mr. Hardy, who appeared as a proponent of
the bill, stated:

"* * * closing costs vary so much from Jurisdiction to Jurisdiction that it
would be Virtually Impossible to do a standard set of closing cost items."

Mr. Semer, when asked to explain what charges are incident to land what
charges are not incident to a mortgage, stated:

"* * * I think that both of my colleagues feel that we are getting into legal
waters here.

"In a closing sheet of 20, 25, or 80 Items there will be some States in which
some Items will be Incident to and some States in which they will not."

Although Mr. Semer testified as a proponent of the bill, I quite agree with his
view that "we are getting into legal waters hire." It is abundantly clear that
no conceivable amendment to the bill and no possible regulatory language could
be devised which would cure this defect of statutory construction or solve the
Jurisdictional discrepancies which exist among the several States in this matter.
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Moreover, in such matters as title search and title policy, where the seller or
lender makes the search or writes the policy on the borrower's behalf and passes
the cost on to him at the time of closing, the defnition "incident to the extension
of credit" requires the cost of the search arid the policy to have to be converted
to simple interest--even though no monetary benefit accrues to the lender from
either the search or the policy.

Additionally, I wish to point out that the provision in section 4 which requires
the furnishing of a statement "prior to consummation of the transaction" poses
other obvious difficulties for the reason that the consummation of a real estate
transaction occurs at the time of final settlement. In many cases it would be
extremely difficult If not impossible to estimate closing costs accurately prior
to the consummation of the transaction. This may be particularly true in the
case of loans to finance new construction.
I also wish to direct your attention to the fact that there is an inherent

distinction between mortgage financing and consumer and/or installment financ-
Ing. One of the most significant points of distinction which must be taken into
consideration is the length or duration of a loan which is one of the principal
factors in determining the cost of borrowing. If one considers this premise
in its broadest implications, it is soon realized that the simple annual rate in
mortgage financing does not in fact reflect the same cost factors'that are re-
flected by the simple annual rate in consumer or installment loan financing.
In the former situation the cost of borrowing is many times greater because it
Is spread over a period of perhaps some 20 to 80 years. In the latter situation
the cost of borrowing is smaller and is normally spread over a period of from
30 to 90 days or from I to 5 years. In each case a simple annual rate may be
given but this truly does not reflect the differences in cost which are borne by
the borrower In each situation. Moreover, It is to be noted that the effect of
depreciation on consumer goods is a much more signflk-ant factor in consumer
financing than it is in lome financing. Consumer goods depreciate at a much
more rapid rate than does the average home. The effect of the slower deprecia-
tion in the case of a house must be considered In the light of relatively higher
financing costs which attend mortgage lending.

I respectfully direct your attention to the facts and principles stated above
and wish to reiterate that the Kentucky Bankers Association is firmly opposed
to S. 750 on the grounds stated herein, as well as on the grounds stated in my
testimony of August 24 before your subcommittee.

Yours very truly,
ROnnnr E. HATTON.

UNIVERSITY OF LOUISVILLE,
Louiaville, Ky., August 28,1963.Hon. PAUL H. DOUOLAB,

Chairman, Suboommittee on Production and Stabilization,
to'mtttee on Rlanking and Currency,
U.S. Senate, Waahington, D.C.

DEAR SENATOR DouoLas: As you will recall, I appeared before your subcom-
mittee In Louisville, Ky., on August 24, 1963, as a cowitness with Mr. Robert E.
Hatton, general counsel for the Kentucky Bankers Association. However, due
to the lack of time, I did not have an opportunity to state my views regarding
the general problem of determining the "simple annual rate" on consumer loans
which are to be repaid in installments. Therefore, I would very much appreciate
it, sir, if you would include the following statement in the record of the hearing
on the "truth in lending bill," S. 750, which your subcommittee conducted in
Louisville.

When I first became aware of tha fact that S. 750 would require the lender
to state the simple annual rate at which he proposes to lend money, my im-
mediate reaction was that this seemed to be a most reasonable requiremnt and
one to which no honest lender could possibly object. Consequently, when Mr.
Hlatton asked me to study the problem of determining simple asnual rates, I
agreed, but I also told him that I could not guarantee that my findings would
support the thesis that it is often very (iflicult to make an accurate determina-
tion of such rates. Much to my surprise, my investigations into this problem
bave forced me to the conclusion that for a great variety of frequently occurring
consumer loans the problem of determining an accurate and true simple annual
rate is indeed very complicated and difficult. Furthermore, the difficulty is not
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resolved by using the constant ratio, direct ratio, or other approximations,
rather than the annuity method for defining the true annual rate. There are
a great many variables whose values must be specified In order to describe a
given loan and these variables play an Important role in the determination of
a formula for the annual rate. This is true regardless of the definition one uses
for the true rate. The result is that an almost infinite variety of formulas
would be required to-cover all conceivable cases which might arise. Moreover,
I cannot see how one could settle this problem by the use of tables, since the
formulas are necessary for the compilation of the tables.

In conclusion, it Is my considered judgment that the requirement In S. 750
of a true and reasonably accurate statement of the simple annual rate would
place an unreasonable burden upon the lender and would present great practical
difficulties In many of the situations which arise in current consumer loan
practice. If the agency, designated to administer such a requirement, should
solve this dilemma by permitting the use of inaccurate rules which yield very
poor approximations and untrue simple annual rates, then one must wonder
what possible value could a knowledge of such rates have for the borrower,
and Is it not possibly the case that they might frequently serve to misinform,
rather than to inform?

Sincerely yours,
LELAND L. SCOTT.

The CHAIRMIAN. Thank you very much.
The next witness is--
Senator SIMPSON. May I suggest a 5-minute recess.
The CHAIRMAN. We'll take a 5-minute recess.

A short recess was taken.)
he CHAIRMAN. The committee will come to order.

The next witness is the H1onorable Tom Raney.
Senator Raney?

STATEMENT OF THOMAS RANEY, DEPARTMENT OF LABORt,
STATE OF KENTUCKY

The CHARMAN.. Thank you for coming, Senator. You've ben very
pat ient waiting.

Senator BE.N X ETrI. Before you start, Mr. Raney, we have lost a
witness, and we're not sure if the man is here or intends to come.

Is there a representative of the Lexh1gton Chamber of Commerce
here?

(No response.)
enator BENNE'rr. All right.

The CHAIRMAN. he'll be very welcome whenever he does come.
Senator BENNEr. Apparently he is not coming. This was a little

bit indefinite all along.
Tihe CHAIRMAN. Senator Raney, will you continue?
Senator RANE:Y. I'd like to state I am just getting over a case of

laryngitis. I raty have a little trouble reaclufng the people in the
rear, but I will try.

Senator BEN.NE'rr. I have some cough drops. That might help.
Senator R.N .;F. I'm afraid right now it wouldn't. Maybe after-

ward.
Senator BENN .r. All right.
Senator RANEY. My name is Tom Raney. I live in Pike County,

Ky. During the 1962 session of the Kentucky General Assembly, I
served as a senator from Pike County. It was the privilege of State
Senator Everett White and myself to introduce at that time Senate
bill 124, a bill similar in content and objectives to S. 750.
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There are many of us in Kentucky who believe that legislation of
this sort is necessary to give the consumer a chance to make a sound
decision on using credit after comparing interest costs that are stated
in a forthright, simple manner. -Unfortunately, our senate bill did
not pass, and prospects in the future appear dim for the reasons I
will outline later.

My purpose in apppearing before this Subcommittee on Production
and Stabilization today is to convey to you my belief that this vital
legislation cannot be enacted at the State level. I say this fully
aware that one of the arguments used against the Federal bill, S. 750,
is that if there really is a need for such legislation, that it should be
enacted on the State level, not on the Federa level.

That this is a commonly voiced criticism can be proven by referring
to an article which appeared in the August 19 issue of the LoulsvilR
Times. In this article, the author, Dick Berger, listed this argument
as one of four most frequently mentioned by business groups who
oppose the Federal bill. Since Mr. Berger's background as an expert
writer on the subject of consumer credit is well kno -n, I think it is fair
to accept his judgment that the interposition of State jurisdiction in
this matter is a major point by the opponents.

It is my belief, as I mentioned earlier, that such legislation as
"truthl in lending" cannot, in fact, be passed on the State level. Once
the desirability of this type of law is accepted, there is no recourse left
than to, pursue, its passage by the U.S. Congress. I make this state-
ment only after the most careful analysis of the past history of the
legislation in Kentucky and its future prospects.

X would also like to say at the outset that this belief of mine in no
Way reflects on the integrity or abilities of the legislators that make up
the Kentucky General Assembly. Legislators are, in my opinion, no
better and no worse than the public at large, and they genearlly try to
do what they think is better Jor their constituents.

Senator SiMpsoN. Senator Raney, are you asserting here that you
don't believe in representative form of government I

Senator RANEY. I hope that is not. what it implies to you, sir. It
certainly is not what is intended.

Senator SIrpsoN. I'm afraid it does. If it does to me, it probably
would toothers. I'm surprised at the statements. I just wanted to in-
quire if you felt State representative government is falling down.

Senator RANEY. What?
Senator SiMpsoN. State representative government is falling down.
Senator RAxEy. Perhaps if you'll permit me to finish---
Senator SiMPso,. Go ahead.
Senator BEiNir. May I warn you, you are talking to a former

Governor?
Senator R k",Y. That's perfectly all right with me. [Laughter.]
The CHAIRMAN. You've talked to Governors before.
Senator RAN Y. Yes.
Senator SIMpsoN. You've been to the Senate. I'm sure yott've had

that experience.
Senator RANEY. Yes, sir. It down't affect me in any way.
Do you mind if I go to the beginning of the paragraph
I would like to say at the outset, that. this belief of mine in no way

reflects on the integrity or abilities of the legislators that make up
the Kentucky General Assembly.

INEFANNN I
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I hope that will clear you up on that, sir.
Legislators are, in my opinion, no better and no worse, than the

public at large, and they generally try to do what they think is best
for their constituents.

The problem of passing this type of sophisticated legislation rests
on other grounds, which I will explain in my statement.

I would like now to give you some background on the history of
the bill I cosponsored in the 1962 session of the assembly. We are all
aware that this type of legislation is controversial. Strong lobbying
groups opposed the disclosures required by Senate bill 124.

For a number of reasons, there appeared to me to be more than
normal pressure brought to bear by the opponents of Senate bill
124.

For example, the introduction of the bill was accompanied by a
great deal of publicity in the press, and efforts were made to confuse
the public by distorting the intent of the bill. In an effort by op-

sing oups to defeat Senate bill 124, another bill was introduced.
ThisW billalso bore the label of the "truth in lending" measure but it
was, in fact a retail credit sales law. It cannot be denied that the
substitute bill provided for some disclosures of credit costs, but it
failed to contain the key requirement: that cost be stated in terms of
true annual interest.

Senator SirPsoN. Was the other bill passed, may I ask?
Senator RANEY. Yes sir; it was.
Senator SimPsoN. You are taking issue with the fact that they

passed another bill instead of yours?
Senator RANEY. I am not taking issue with it, I am taking a. state-

ment of fact as I see it-just what took place during the session. I'm
giving that merely as my belief as to why it could not be passed on a
State level here.

Senator SimPsoN. That surprises me, that statement, that it can't
be passed on a State level here.

Are you advocating more authority of the legislature, more au-
thority of the other State's legislature, sir?

Senator RANEY. It's not my intention to do that.
Senator SimnsoN. You certainly do with your statements, and it,

certainly surprises me, but go ahead.
The CHAIRAMN. Your later material, which I had a chance to

glance at, gives a detailed explanation.
Senator RANEY. I hope I may be able to clear the Senator up on

it as we go along. If not, I'll answer your questions on it.
Ironically, this so-called consumer bill also legalized many service

charges and refidanco charges that now are being imposed by sellers
of retail credit. In my opinion, this substitute bill was far from being
one to benefit consumers. It, in fact, heavily favored creditors.

This was the legislative situation as it developed in the 1962 session
of the general assembly. The distinguished members of this committee
will agree, I am sure, that such a conflict between legislative goals
requires calm, careful deliberations. This as we shall see, is an im-
possible ideal in Kentucky legislature and in State legislatures gen-
erally across tie country.

Senator SiMPSo. I think that's an unwarranted assumption, and
I think it's the strangest thing I've ever.heard, a State seiiator say
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that repre~entativ6 government doesn't work. It doesi'thapp
the State of Wyoming. It iay happen in the State o RcKntucky
even doubt that.

Senator RAJAY. You may doubt it, sir, but it certainly does happen
here, if you'll just let me finis] my statement.

The CHAIPMAN. I like in,, colleague from, Wyoming very much.
We get along very well as ii'dividuals. But I don't think he should
challenge the motives of the senator from Kentucky.

Senator RANEY. May I sa", sir, it makes little difference to me what
his motives are or what his questions are. It doesn't bother me one
way or the other. I've heard those things before.

Instead of the deliberate, well-planned pace necessary for considera-
tion of such a complex piece of legislation, the Kentucky' General
Assembly was faced with considering nearly a thousand bills and
resolutions in the space of 60 days. Our truth-in-lending bill was
just one of these. In those short 2 months, the supporter of Senate
bill 1,1 found themselves confronted with the task of informing the
members of the general assembly about the seriousness of. the Con-
sumer credit problem and about the undesirable effects it was havig
upon Kentuckians and the State's economic life. ,'

This task would have been formidable if senate bill 124 were the
only one being considered in the 60 days. As it was, with senate bill
124 being only one among a thousand, the task proved overwhelming,
and, ultimately impossible.

Our bill, unfortunately, did not pass. Nor am I at all optimistic
about its chances in future legislative sessions. The pressure of time
and the burden of the many bills will prove too much to overcome.
Permit meto explain why:

In order to operate at all, the Kentucky General Assembly operates
on a number of unwritten ground rules to speed things along. These
include: (1) Lightning committee hearings where witnesses are heard
from on a perfunctory basis; and (2) keeping controversial bills from
ever reaching a vote. These rules may sound ill-conceived and even
vicious when exposed in this marmer, but believe me, without them tho
le islature could not function at all.V1he CHAIMRAN. Did you ever get a hearing op this bill?

Senator RANEY. No, sir. We did not.
The CHAIRMAN. They never gave you a hearing?
Senator RANEY. No, sir.
The CIIAIRMIAN. They did give a hearing to the other bill?
Senator RANEY. Hearings were granted on the other bill. We were'

not given an invitation to attend.
Senator BENN--'Tr. Were the other hearings perfunctory and light-

nin g?
SenatorR ANEY. I was not at that hearing; I don't know.
Senator BEN N mr. You made the statement that "lightning com-

mittee hearings" were held, where witnesses were heard on a prefunc-
tory basis.

Senator RANEY. I am not referring to this bill at the present time,
but, to other bills before the legislation and the general procedure.

Senator BENxEr. Then your statement does not cover all bills of-
fered and considered by the Kentucky legislation?

Senator RAN M. No, sir, it does not.
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Obviously, this sort of operation makes it difficult or impossible for
anything as complicated as a truth-in-lending bill to gain the thorough
attention it deserves from the members of the general assembly.

Senator SiMrsoN. Did the other bills gain this proper attention at
the time, or were they inadvertently passed?

Senator RANEY. Many of them did gain attention. But the greater
part of them did not, sir.

It is far easier to ignore this bill and get on to other matters, per-
haps as vital as appropriations, that are not so controversial. For these
reasons I am not optimistic about getting our bill passed in Kentucky,
desirable as it is.

You may argue that the problem is Kentucky's alone, not the Na-
tion's. But I think that the problem of the overburdened legislature
is not oidy germane to Kentucky, but to just about every State in the
Union.

Senator SimrsoN. How do you know that?
Senator RANEY. The same way that you would know the things that

take place in other States-by keeping in contact and reading the pro-
grams, televising, and newspapers of other State legislations.

Senator SnimpsoN. Have you found in other States of the Union--
Senator RANEY. In many of them, I find they have the same prob-

lems.
Senator SImnsoN. Do I take it, then, you advocate that our lives and

privileges and liberties should be controlled by the Federal Govern-
ment; that the Stste legislatures be dissolved?

Senator RANEY. No, no, that's not my thought at all. It's not my
intention to convey such a thought.

Senator SimpsoN,. I confess, Senator, I don't want to argue with
you, but your statement surely sounds like it.

Senator RANEY. Well, perhaps to you it does. I am offering it for
such as it may be wolth. Let me state to you, sir, that I had thought
that this hearing was to be conducted for the purpose of trying to
ascertain as to whether or not there was a need for such a law, par-
ticulaiy as it referred to Kentucky and the Nation, and you would
welcome such information as may be necessary, that Congress may
use.

Senator SnirsoN. Of course. But believe me, Senator, I hope you
are not objcting to some repugnant question, even though they may
be embarrassing. By the same token, you embarrass me, and mem-
bers of this committee, if this is true about our Government, which
I am trying to delineate, and trying to ascertain from you.

Now if you take objection to my asking you questions, I'll desist.
Senator RANEY. I am not tak-ing objection. I just want you to

know the reason why I make the statements I am making. If you
would follow my statement, I wouldbe glad to answer your questions.

Senator SiMtpso.N. I'm trying to. All right, go ahead.
Senator RANEY. As I was saying, you may argue that the problem

is Kentucky's alone, not, the Nation's. But I think the problem of
the overburdened legislature is not germane to Kentucky-

The CHAIWMAN. Is not only germane to Kentucky.
Senator RANEY. Is not only germane to Kentucky, but to just about

every State in the Union. Perhaps you may be an exception.
From talks I have had with friends in other States, I have dis-

covered that many other State legislators face an impossible job when
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they respond to the call to go to the State capital for annual or
biennial meetings.

I am reminded, too, of a program produced by NBC television
called "Man in the Middle'.' This program graphically told of the
problems, similar to ours here in Kentucky, that legislators faced in
Minnesota and South Carolina. The story was the same in both
States: too much work and too little time.

The television program made the useful point that integrity-or
lack of it-of the individual legislators was not the core of the prob-
lem in the States. The problem is one of old institutions, operating
under 19th century rules and laws, trying to cope with 20th century
problems.

It is my opinion that Federal legislation on such matters as truth
in lending is the only answer to the problem posed by the situation
in State legislatures. I say this because there seems little likelihood
that legislatures-at least in Kentucky-will be overhauled in the
future. And such a bill as Kentucky's bill 124 is too vital to await
reorganization.

The CHAIRMAN. Thank you, Senator. I thank you for coming here.
I think your testimony is very honest. and very impressive. I know
that legislators do not like to cast reflections upon their colleagues.

I would like to ask you, however, would you be willing to speculate
why this other bill was pushed through andwhy yours was never able
toget evenahearing?

Senator RANEY. Senator, I think similar questions have been
answered here.

First, let me say that time in the Kentucky Legislature does not per-
mit--the space of time that we have to give proper consideration to
the bills. There are many bills that come before us.

The CHIA1113AW. Why did the other bill get rapid treatment, go
through express, while yours were put on a siding?

Senator RANEY. Because of the pressure groups with varied opin-
ions. The different senators ii areas were able to sell them a bill of
goods that we simply were not able to do. In other words, they out-
obbied us, and they wer able to accomplish this.
The CHAIRMAN. Isn't it true, that the public's views, generally, are

not represented, that generally the lobbyists, where special interests,
which have a great deal at stake in given measures, are represented?

Senator RA EY. That is true in Kentucky, very much so.
Th CIAIRMAN. You sometimes felt it was true in Washington, too.
Senator SImPSON. Yes; we've been laboring for 8 months, and we

brought forth a mouse today in Washington. [Laughter.]
Senator RANEY. What does this have to do with my testimony, sir?
Senator SimPsoN. Your anp1ogy was the Federal Government could

do it. If you are thinking that the State government is slower with
its biannual legislation than the U.S. Senate and House of Repre-
sentatives, you'ie whistling "Dixie." [Laughter.]

The CHAIRMAN. May I say, also, we've had trouble in holding hear-
ings, too.

Senator SItPsoN. I haven't secn any evidence of it.
The CuAIRIVA. "We Tfiled last year by a vote of 5 to 4 in the

subcommittee.
Senator BENNFrr. Not to hold bearings, Senator. You held hear-

ings last, year.
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The CHAIRMAN. Outside of Washington. We had the most des-
peratr struggle to hold hearings outside of Washington this-year.

Scmtor BENNETr. May I make the point again that this subcom-
mittee has held more pages of hearings on this bill than any other bill
in the history of the Senate Banking ,ommittee.

The CHAIRMAN. It has held hearings in Washington, where high-
priced Wall Street lawyers could testify.

Senator BENNEa'r. And high-priced labor union officials who came,
and the credit union people. They came down.

The CHAIMAN. A great many of them coming here giving testi.
mony were John Q. Public and Jane Doe.

Senator RANEY. May I say, sir, that your statement about all the
hearings and pages of hearings, and so on, to me, just exemplifies my
point, but in Kentucky in the time allowed limited legislators, is such
an expense that they do not halve the opportunity to give the time
that you do.

For instance, you are here today, and you told us this morning
you have been in three other meetings 9nd hope t go to another one,
which shows you do have more time to give consideration to thins
of such importance as truth in lending that we cannot do, on the
State level.

Senator BENNM-r. I agree that 60 days is less than our normal pat-
tern of 7 to 8 months. This year, we're going to go to 12 months.

Senator RAN E. I believe you aro going to hold hearings between the
recesses.

Senator BENNErr. Most of the time, most of these weeks, we have
had 2 to 3 days a week, so there's no use opening that up.

The CHAIRMAN. Let the record show that the bipartisan coalition
does its work of deciding on bills very well. [Laughter.]

Senator BflNNITr. This opens up a vast new opportunity for rep-
artee. The President's party controls. the Senate 2 to 1; in the
House, 3 to 2-yet, the minority always gets blamed for murdering the
baby.

The CHAIRMAN. At the tiriie, there are two political parties, but
when we made up Congress there were at least four political parties.
We have the progressive Democrats, primarily but not exclusively from
the North; the conservative Democrats, primarily from the South-

Senator SimpsoN. Conservative and progressive. [Laughter.]
-The CHAIRMAN. The conservative Remblicans, consisting of the

vast mass of Republicans, and the progressive Republicans, a small
but gallant band. [Laughter.] [Applause.]

This is a coalition.of the conservative Democrat and the conserva-
tive Republican, blood brothers who have really dominated Congress
for the last 25 years, and are in the seats of pow-er as chairmen of the
commit tees.

Senator BEN NE'r. Would you say the majority leader of the Senate
belongs to this unholy alliance?

The CHAIR1MAN. I never try to be personal about that. rLaughter.]
Senator BFNNETr. I heard'you say something. You used two words

to describe Republicans, and I hope you said "vast mass," and not
"vast mess."

THE. CHIAIRMAN. Whatever I thought, I would never use the words
"vast mess." [Laughter.]
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Senator SIMrsoNi. I.take it, Senator Raney, frora what you say here,
that your particular legislature is an inefficient body.

Senator R.,NEY, It is, to the degree that we do not h ave the time to
allow to each and every important measure that comes before it. We
do not have the time to consider them as they should be considered be-
fore they are passed.

Senator SImPsO,. tow often do you meet?
Senator RANEY. We meet every 3 years for 60 days.
Senator SIMPSON. Most people will probably'disagree with you and

say you're taking too long a time with those 60 days.
Senator RANEY. With some, yes.
Senator BENNurr, Just for the record, there were introduced in

the last Congress of the United States over 17,000 bills. We passed
1,500 out of the 17,000, so the sponsors of 'he other 15,000 bills could
say, "There wasn't time to get to our bills. We were rushed. Nobody
gave us any attention."

Mr. Raney, I would like to question you about another matter per-
taining directly to the legislation before us.

I have in my hand a copy of Senate 124.
Senator RANEY. Yes, sir.
Senator BENNErr. As I re ad it, that section referring to revolving

credi., 6id not contain a requirement that a simple annual rate be
stated in advance; as I understand it, you gave the seller an alterna-
tive of either stating the simple annual rates-these are the words:

Either at the time of consummation of the transaction or the regular billing
of the person to whom credit is extended a statement reflecting the uniform re-
payment schedule of the creditor, the actual finance charges per $100 or multiple
or division thereof, at each maturity, and the percentage that the finance charge
bears to the total amount of credit expressed as a simple annual rate at each
maturity.

Now, can you tell me what that alternative was that you, gave to the
seller? What does that mean?

Senator RANEY. Senator, I confess that I do not know or remember
what-too much of what was in the bill. I have not seen the bill since
the session ended.

Senator BENNE'r. When did the session end?
Senator RANEY. 1962. March of 1962. 1 don't remember too much

of what was in the bill at that time. So much time has passed since,
I can only say I didn't give as much consideration in studying the bill
as I should have before, because we didn't have the time and it did
not come before a hearing that would cause us to put emphasis on the
bill.

Senator BENNEWr. Someone else wrote the bill and you introduced
it?

Senator RANEY. Yes. I cosponsored the bill or cosigned it.
Senator BENNEITr. Everett White and Tom Raney were the two

senators?
Senator lANRY. Right.
Senator BENN TT. Another interesting alternative to the revolving

charge account statement given to the customer are these words:
At the time of the regular billing or the person to whom credit is extended,

a statement reflecting the amount of credit that has been extended, the amount
of payments or other credits to the account, the actual finance charge assessed
at that billing in dollars and cents, and the rate at which finance charges are,
or will be, assessed against the person, expressed as a simple annual rate.

m--
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In other words, this seems to me to be after the fact, after the ob-
ligation has been incurred. You require in your bill that it be stated
then. This part was in S. 750 until this morning, and then the Senator
offered to make some changes which would no longer require the
statement of this kind of information, specific information regarding
each account at the end of the billing period.

The CRAIRMAN. I want to read the record very carefully on that and
see if that is what I did offer.

Senator RANEY. If you refer back to my initial statement, at the be.
ginning, on the first page, you will note that I said that it was similar
in content and objective.

Senator BENNmrr. The thing I am interested in is making clear
for the record that this bill is not essentially the same as the bill we
are considering here today, S. 750. If adopted, insofar as revolving
charges are concerned, it would not have required revelation in ad-
vance, which is the basis of our disagreement,.

Senator RANEY. May I say I don't want to get into discussion
about the mechanics of either bill. I am not well enough versed on
it. My purpose in appearing here was to ive to you a picture why
Kentucky, in my opinion, cannot pass such a bill in this State. lf
such a bill, or such legislation may be enacted, it would have to come
from Congress. That's the purpose of my appearing here.

Senator BENNETT. You have also said, in answer to me, that you
didn't understand what was in your bill or you no longer remember
what was in the bill.

Senator RANEY. That's right. I remember some of it.
The CHAMMAN. le's not an expert on the details.
Senator BENNETr. This is a basic point of the bill.
Senator RANEY. I am not an expert in details of it at all.
Senator BENNETT. I won't pursue that question any further.
Senator RANEY. I am not testifying as an expert; I am testifying

only as to why I think Kentucky cannot now, or in the future for
many years, pass such legislation.

It will have to be done on a Federal level, if it is done.
Senator BENNT. No further questions.
The CHAIRMAN. Thank you, Tom. You are a very public-spirited

man.
Senator RANEY. Thank you.
The CHAIRMAN. The hearing has gone on for so many hours that

some of our witnesses have been compelled to leave: Judge Blakey
Helm was to testify of a wide experience with people in trouble in his
capacity.

I am going to ask unanimous consent that his statement be made
part of tho record.

Senator BiNNETr. No objections.
(The statement follows:)

STATEMENT OF BLAKEY IIELM, ATTORNEY AT LAw, FORMER JUDOS OF JEmASOX
CIRCUIT COURT, CHANCERY BRANCH, JEFFERSON COUNTY, Ky., PRrSIDENT, LEOAL
AID SOCIETY OF LOUISVILLE, KY.

THE KENTUCKY ACT OF 1960 WITH REFERENCE TO PETTY LOAN COMPANIES

This act applies only to companies which procure a license for the making of
small loans of $800 or less. The observations have nothing to do with the que-
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tion of Issual or 'revocation of licenses. They apply only' to the provisions as to
operation under the act.

Section 13 of the act, now published as K.R.S., 288.530, contains 12 subsections.
The first subsection authorizes a licensee to lend not exceeding $800 uude a
schedule of charges of 20 percent per annum for the first $150, 16 percent per
annum for the next $450, and 11 percent per annum for the net balance up to
$800. The face amount of the note is the sum of the principal plus all interest
charges for the designated period. The amount of the monthly payment is
determined by dividing the total of the principal plus all interest by the number
of months of the loan.

Fortunately, my experience with this act has not been as a borrower. Nor
has it been as a lender. But the operations of this section have come before
me for duties of interpretation.

Subsection (0) provides that, if the contract of loan is prepaid in full by cash,
a new loan, or otherwise before the final installment date, the portion of the
charges applicable to the full installment periods following the installment date
nearest the date of prepayment shall be refunded. As my experience was in
court hearings, it did not deal with persons who were either paying or refunding.

A further provision of subsection (0) is as follows:
"If judgment is obtained before the flnal InslNfA'1nta LAt&e the contract balance

shall be reduced by the refund which )otrbeorequired for'the. repayment in
full as of the date judgment is obtal dk*.

The provision conipels a litigft, an attorney, and a judge to consider just
exactly what credit should b9gIven on a Judgment which is given befbe the
final installment is due. 7 ( .

In one case which wasndIng before me in 11 ther6 had been a an of

$639.89 cash with Intelespadded of $203.11-iiia Ing tTe face of tje note $840. The
debtor had paid one instAllment of $35,o6 the '4-month note. A~his left a balanc&,
due of $805. The maer of the qote made o further ppyments./-Te holder \
filed suit for $805 with interest 4t-6 percent rom Lhg date of defullunot refer-
ring to rights of the debtor under .R.S. 288. 5e00 /refer

The debtor failed fo answer and thue n-' -lAaft'ked fo judgment bf, default,
as so often happen . The burden was o ruebddy to fl d 9 lit whatamount
should be adjudge4 to the noteholder. Itt s in a positlt (o collect' ts note
because it had a mortgage on a Plymouth a~ t obi' ..

I could find very few peoplI who Were thi1lkjDg -# nt line ofrrotecting
Indigent debtors, soi I called in'attorneys~or several I al"n panies to get sug-
gestions on how to determine th amount 4 principal in est which the court
could adjudge in this default. I Was never's tisfled ta I h tiecorrect answer.

The reason for t a memorandum is fpuret to s t 41tilculty w hih this
statute brings to people trying to mply with lt, or .ny it.As I understand judgment tned after a note as runi or 10 months can
legally give judgment, in full for the 10 accrued instrliments,. but the following /
14 Installments should Oave deductions made of all interest c..argep'lneluded il
those installments . . I

This Is on the theory t~iat when judgment is rendere'O there is no longer yny
credit being extended in thb~lote. The judgment b if"'interest.

The purpose of this statenia3t is to attempt to express to this commit the
need for the borrowers to have bomne knowledge of what the obligation will be in
the future months-as well as the'daX he borrows the money. .-" .-.

I am sure that any legislation, Kentidky or Federal, which.Doefinake this kilI
of information available to the borrower wll render a-relitservice not only Ito
the persons needing to borrow money but to the litigants, the lawyers, and tlb
court officials attempting to comply with legislation of this type. It might even
add something to the buying power of the borrower who receives a credit to which
the law entitles him, but which generally is not manifest from either the petitions
or the exhibits in these default judgment cases.

The CHAIRMAN. Very good. Our next witness is Mr. Thomas T.
Pogue, of Columbus, who has driven down a long distance to attend
this hearing and has'engagements in the evening which he nmus meet.
I am going to ask the Louisville witnesses if they would be willing to
defer to him so he may get back to Columbus.
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STATEMENT OF THOMAS T. POGUE, OHIO DIRECTOR , UNITED
CONSUMERS OF AMERICA

The CHAIRMAW. We are very glad to have you with us, Mr. Pogue.
This is a regional hearing and not merely a local hearing.

Mr. POGuE. Thank you.
Senator BiRNNE-rt. What does that sign say I United Consuners?
Mr. POGUE. United Consumers. Thank you Senator and members

of. the committee. My name is Thomas T. Pogue. I was born in
Muhlenberg County, Ky., in the heart of the western Kentucky coal-
fields.

I have a degree in history and economics. I went back to Muhlen-
berg County and taught school there--high school-teaching govern-
ment and economics, and it was there that the birth of an idea came
into existence.

That was, in viewing the exploitation of the consumer by most
other organized groups, a definite need was eminent-that the con-
sumer should be organized.

So today I am here as the Ohio diretor of the United Consumers
of Ohio, which is a State-administrated unit of United Consumers of
America, about which you will be hearing plenty more.

My formal statement is as follows:
United Consumers of Ohio endorses and supports the basic princi-

ples of providing the consuming public with truthful and full dis-
closure of all conditions of credit and particularly providing both
oral and written statements of actual credit charges in total dollars
and cents and the true simple annual interest rates without request
by the consumer and before the consumer signs any contract.

Considering all known proposals, it is recognized that the truth-in-
lending bill, sponsored by Senator Douglas, of Illinois, provides the
consumer with the best protection available at this time, disregarding
maximums of interest rates.

Every consumer organization and every labor organization in the
United States has, to the best of our knowledge, stated that they sup-
port without hesitation the truth-in-lending bill.

Before I read further I would like you to know that members of
our Advisory Board-wio are Dr. B. F. Lamb, past. president for 35
years of the Ohio Council of Churches; Rev. John Wilson, executive
secretary of the Ohio Council of Churches; David Kane, president of
the Ohio AFL-CIO; Orville Jones, educational director of the Ohio
AFL-CIO; Dr. Clinton Warne, associate professor of economics at
Ohio State University; Dr. Leland Gordon, professor of economics
at Dennison University; Charles Remy, public relations director of the
Ohio Credit Union League; Theodore Saker, attorney and former
Administrative Assistant to Attorney General McElroy; Dr. Joseph
Blair educational Services manager of Nationwide Insurance; and
Carl bair, who is special consultant to the president of Nationwide
Insurance-that these organizations and their representatives support
wholeheartedly the following statement:

The abuse of consumer credit in Ohio by the exploitation of igno-
rance for profit is particularly vicious for the following reasons:

One, the consumer is denied the possession of all the facts regarding
the conditions of credit.

820
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Two, there is an evasion of usury laws by Jack of an adequate de6ni-
tion 6# "iierest" as to the all-inclusive price to b paid for the use of
money or credit, and that's a definition from Websters.

Three, coirt delays and postponement thwart justice in most cases
for the consumer and become more expensive than the -' st of the fraud.

Four, signing notes and contracts containing a "no recourse" clause
when sold to a third party deprives the consumer of a bargaining lever
when a product or service is unsatisfactory or misrepresented, whether
it be the product or the terms of credit.

F ive si gning of notes and contracts containing a "cognovit" clause
deprives the consumer of his rights of defense r. ardless of circum-
stances, bringing an umiecessarily high mber bankruptcies.

Roadblocks of frustration confuse the consumer s mind into apathy
regarding conditions and tranquilize the consumer into impulse buy-
ing for easier shearing.

The CHAIRMAN. You say "shearing," not "sharing."
Mr. Poou.. I sure do-you know like the sheep.
The CHAIRMAN. You compare the consumer to a lamb whose wool

is sheared?
Mr. PoouE. I'm afraid, in this case, Senator, I liave to. That's the

condition of the consumer in the United States at the present time.
Senator BENNEIr. All consumers?
Mr. PoGuE. Well, I'll say 95 percent and give you the leeway of 5.
Senator BENNET. So, 95 percent of the consumers are cheated, de-

frauded, and sheared?
Mr. Poou-E. That's exactly what I said.
Senator BENNFrTr. You are saying 95 percent of the consumer trans-

actions are part of this shearing process?
Mr. PoouF. I said that, o Senator.
Senator BENNErr. That's what I thought you said.
Mr. PoouE. The placing of individual cases of credit abuse and the

various complex manipulations and techniques of fraud performed by
lenders has been presented over the years. at these hearings by numer-
ous so-called authorities in the consumer credit field.

Senator SisresoN. Everybody else is wrong but you.
Mr. PoouE. No. Everyone is out of step but you, Senator, not me.

I'm with the 95 percent. I'm trying to protect them. I'm not trying
to protect the vested pocketbook interests of the people who are de-
priving and cheating the American consumer.

The CHAIRMAN. Right there, Mr. Pogue. Senator Simpson isn't
either.

So, let's proceed.
Mr. POGUE. Thank you, Senator.
Senator BENNETT. I think the gentleman is drawing a perfect pic-

ture of the reliability of his testimony and I hope he continues to talk
natulallyinto therecord. [Laughter.]

Mr. PouE. That's one thing you can be sure you can count. on.
It is not our intent to duplicate these efforts and bog down in the

intricate details and cause further confusion.
Representation of the actual point of view of the ultimate consumer

is the most rare occurrence in political, social, and economic life.
United Consumers of Ohio goes directly to the consumer to deter-

mine the existence and nature of their problems as a consumer, not. so-
23-902-61--pt. 2-10
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called authorities who as a byproduct present some useful information
but who consciously or unconsciously have biased their judgment in
attempting to prove a point of view for their patrons in business and
industry or their supported organizations.

Now, we realize that it can only be expected in most cases that so-
called authorities receiving this support, directly or indirectly, will
attempt to justify the current conditions or fog up the issue with
abstract economic theories based upon unrealistic assumptions of "if,"
which have been repeated and repeated where in some places it is
accepted without question, in argument on both sides of an issue.

United Consumers knows from firsthand knowledge, from the thou-
sands of consumers surveyed by our organization that without even
one exception, the consumer has stated absolutely "yes," when asked
the question: Do you believe that you should be told before you sign
a note or contract what the true annual interest rate the bank or finance
company is actually charging youI

The consumer needs and wants to know the total cost and true simple
annual interest rates so that the consumer can shop for credit and com-
pare the real cost and conditions of payment.

Senator Br:NNE-T. What good would it do to shop if 95 percent of
the people lie shopped among are liars and thieves and exploiters?

Mr. POGUE. They've been trying to knock out sin for many years,
but they are still working at it day and night and all of us commit sin,
now, don't we?

Senator BENNETT. Speak for yourself. [Laughter.]
Mr. PoGuE. Oh, I am. [Laughter.] I try to speak of nothing about

which I know very little.
The CHAI-.MAN. There, let me say-well, I won't say it.
MNr. PouE. Let me take it one more step. The one act of violence

accorded or recorded to Christ was when he drove the lenders out of
the temple. Do you remember that-that's in the Bible.

In the Lord's Prayer, we say, "Forgive us our debts-"
Senator SimPsoN. Don't say it in any school system. [Laughter.]

Mr. POGUE. We're not in school, Senator. [Laughter.] "Forgive us
our debts, as we forgive our debtors."

Senator SiMPsoN. We use "trespasses."
Mir. PoouE. Oh, I knew you would, Senator; I knew you would.
Senator SIMrso,. You don't like my religion either? [Laughter.]
Mr. PoGUE. Thank you.
I am one of those southern Baptists.
Now, this next statement, I think, carries the meat:
By bribery of premium and gimmicks as inducement to buy, by mis-

representation of quality and quantit of product and services, and by
minimizing the cost of product and failing to disclose in understand-
able simple terms the true cost and simple annual interest rate on
credit, the consumer is beguiled into wasteful overspending and ac-
cepting overextension of credit which has resulted in gigantic social
cost and in public and personal tragedy.

Public tragedy is reflected in historical study of the economic fac-
tors involved in our cycles of boom and bust in the last 100 years. The
deliberate manipulation of extending and retracting credit was a vital
factor. The rich grew richer, and the number of poor consumers
increased.
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Personal tragedy is reflected in the mounting increases in-marriage
problems and divorce rates; juvenile delinquency and family instabil-
ity, garnishment, unemployment, and bankruptcy; educational drop-
outs and failure to attain higher levels of education; psychological
pressure and acts of criminal violence; mental breakdown and suicide;
moral decay and loss of respect for obtaining justice.

The truth-iii-lending bill is a definite step in the direction of inform-
ing the consumer and providing a basis for rational judgment instead
of emotional impulse in buying, thereby creating greater public and
personal stability.

Then, I have stated, we respectfully request the privilege of extend-
ing our remarks, if it becomes appropriate.

The CIIAIRMAN. Thank you very much.
Mr. PoGrou. I would like to extend my remarks, if I may.
The CHAIRMAN. Certainly
Mr. Poo . Sever or ei points have come up that we think are

of vital significance~throughout these hearings and previous hearings.
Businessmen have testified that they could not figure the rates of

interest. Now, gentlemen, how does a businessman borrow as a busi-
nessman when he borrows from thb bank; or how does the bank
borrow?

Or when he is paying interest on my savings, how does he tell me
about it?

How does he tell the consumer?
It's rather odd, gentlemen, and it's also particular in big industry

that these rates, in percentages, mean millions of dollars, so they have
them down to a quarter of 1 percent and a half of 1 percent, but it's
never all this gimmickry which we get when we borrow money or when
we are offered credit. Now, why?

Why is it that the businessman can't understand it, when he is
charging us-but the minute he's borrowing, he becomes a genius
in finance?

There's basic inconsistency in :principle, as stated in these previous
hearings and at the hearing today, particularly in which the state-
ment was made, in one case we want dollars and cents; that's in short-
term credit. But in long-term credit, let's have it in simple interest
rates.

Now, why?
Gentlemen, it's like this: If I was going to sell you 10,000 units of

something, why try to tell you how much 1 unit will cost? See? It
minimizes the cost.

But when I try to tell you what a saving I'm making for you, how

it figures out with 10,000-boy-look, look what a tremendous figure
it is.

It is this gimmickry, this displaying of semantics, this misrepresen-
tation and twisting, bringing misconception, the lack of information,
of knowledge on which sound judgment can be formed-this is an
inconsistency.

For instance also I have been a member of the staff of the National
Federation of Independent Businesses for 5 months and was a district
manager. This organization is larger than your five largest trade
organizations all rolled into one.
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Fivo nouthls under the vice. president of public relations. These
men walk in and they say all ofa sudden, "No, we do not want Fed.
eral control-it's terrible.'I

But these same men will be in Washington testifying, "Let's have
fair trade." Now is that not Federal control? This is basic incon-
sistency of principle, moral principle, even.

Senator B1ENNErr. I doii t like to interrupt this, but when we in
Congress say we would like to extend our remarks, this meanis that
we request permission to put additional material in writing in the
Record, rather than continue to testify verbally.

I thought we were giving this witness permission to submit written
statements.

Mr. Pooum. I am not a Senator. I have not been a member of the
legislature. Even though I have been a teacher of government. I
should, Senator, have known this point. My apologies, and I shall
renew my request.. Give me about 5 more minutes, and I will shut up.

I do know that two previous witnesses one behalf of the opposition
got an hour each or more.

The CIIAIRMAw. Do you think you can wind up ii, 6 or 7 minutes?
Mr. POGUE. Yes, Senator, I can.
Senator BENmNE'1. Fine.
The CHAIRMAN. We want to be generous.
Mr. PoGuE. Now, it has also been brought up that there has been a

tremendous cost in administering this law. Right now, our country
is in a huge defict anyway, and we should not take on any more deficits.
You know, it's more than magical, the concern for deficits of the
Government; but the lack o' concern for deficits of the personal nature,
of the indebtedness of the individual, is also there.

Now, why is this basic inconsistency allowed to persist in testimony
and go somewhat unchallenged. Local merchants in Columbus have
come to our organization and while we were still new, telling us about
the various tech nics in which, for instance, a charging system is made.

Pay in 30 days; no charge. 'l Senator even mentioned it today;
"No charge." But in Columbus we have an organization that costs the
merchant 6 percent. The retail merchants representative today said
all costs are paid by the consumer, so I have to pay that additional 6
percent anyway.
. No cost It's a lie. We would like for the consumer to be told the
truth.

Senator BEN,,NETT. Now, wait a minute. The merchant says, "No
charge"; is that a lie?

Mr. POGUE. Of what? The merchant doesn't say anything of no
charge. ,,

Senator E.N.NTEr. I was quoting your words.
Mr. POGUE. The charge is in the system.
Senator BENNur. There is no charge to the consumer, but there is

a cost to the merchant. I think there is a definite difference.
Mi-. PoGuE. Any cost that a merchant has is a charge to me, Senator,

if I buy the product at 6 percent. This man has made $2 million in
the business. I think lie knows what he is talking about.

Now, let me conclude before my 5 minutks. We can sit up here and
give all kinds of testimony from organizations who have taken the
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money out of the consumers pocket and paid.tho bill to coiIo heii
these various organizations, to testify before various types of hearings.

Fine. We have our high-powered lawyers, as was said, from busi-
ness oft Wall Street.. One of those was also iheiitioned from New York.

I am not a high-prlced attorney. I haven't drawn one copper.
These hearings are beneficial and, ii fact, present to thl public exactly
what we are trying to do in the promotion of truth in-lending.,

And from this standpoint they have bedii very, very essential. We
wanted to have at least a presentation of the ideas of a consumer group.
that I came in from Columbus to be here today.

I realize that the emotional appeal, the sincerity I have in believing
in my mission of coming here, could well be inferred, as it was, that-
well, this will kiuid of, taint up your responsible position. of leader-
ship, or you are not a very responsible witness, you kmow.

I don't like it. I am just as responsible as you.,
Senator SI3tPsoX. Every laborer is worthy of his hire.
Mr. PoGT. Thank you, sir. Thank you. One is paid with a labor

of love and the other with canker sores. I will take the labor of love.
The CHAIRMAN. Thank you very much for coming.
Mr. Poeu. Thank you, Senator.
(The following information was supplied by Mr. Pogue:)

UNIrEni CONsuMEuS or AMFaIOA, UNITED STATES, OHIO Di R.TOB, COLUMBUS, 01o

United Consumers of Ohio began to organize, promote, and serve the con-
sumers of Ohio on May 23,1963.

United Consumers is a nonprofit, nonpartisan organization of consumer mem-
bership working for consumer protection.

The consumer's pocketbook and buying power will be better protected by (i)
helping the consumer to "know what you are buying" and "get what you pay
for," (2) bargaining for a better price, quality, quantity, and availability of
products and services, and (3) combating and defeating consumer fraud.

United Consumers proposes to raise the consumers' level of living by action
programs of research, education, and legislation.

United Consumers provides the consuming public with (1) consumer com-
plaint center (in Columbus-Franklin County, phone 221-3318) as a consumer
service and as a research and investigative arm; (2) clearinghouse of informa-
tion and education on consumer problems; and (3) coordinator of consumer ac-
tivitfes on a local and State level.

Research programs provides investigation in (1) food purity, packaging,
and pricing; (2) housing availability, quality, and pricing; (3) utility, trans-
portation, insurance. and hospitalization rates; (4) employment agencies; (5)
trading stamps and premiums; (6) advertising of tobacco and alcholic products;
(7) drugs and medicines safety, effectiveness, and pricing; (8) water resources;
(9) credit; (10) competition, price fixing, and fair trade.

Educational programs provide for creating opportunities of consumer educa-
tion using all media such as newsletters, newspapers, magazines, radio, TV, and
various classes, conferences, and public meetings and establishing consumer units
particularly In churches, activity groups, (service clubs and civic organizations),
unions, and schools. To demonstrate the degree of existence on consumer fraud
and the effectiveness of present law and its enforcement for consumer protection,
United Consumers of Ohio will request grand jury investigations of consumer
fraud in each county of every district in which United Consumers opens its op-
erations and also periodically thereafter.

Legislative programs for 1964 provide for (1) consumer representation in
State government by creating in the executive branch (a) consumer counsel, (b)
department of consumers, (c) consumer advisory council; and by creating in the
legislative branch (d) consumer committees in both houses of the general as-
sembly; (2) consumer protection by enacting the following (a) truth in lending,
(b) truth in packaging, (o) truth in advertising, (4) truth in pricing, (e) abolish
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cognovit note, (f) abolish referral selling; and (8) adequate appropriations for
State agencies to provide enforcement , of existing law for consumer protection.

Yearly voting membertip dues o! $2 for regular, $5 for sustaining, (?) for
contributing, and nonvoting associate membership for (?) provides (1) subscrip-
tion to the United Consumers with special issues ballot to be mailed to Congress-
man, (2) special research bulletins, (3) consumer counseling programs and con-
ferences, (4) debt counseling services, (5) consumer complaint services, (6) rep-
resentation to any person and any organization-governmental or nongovern-
mental-concerned with consumer interests under, any circumstances, and (7)
action for the enactment and enforcement of law for consumer protection.

United Consumers of Ohio is a State administrative unit for United Consumers
of America--U.S. incorporated In Columbus, Ohio, on May 23, 196.3. Incorporat-
ing officers as ordinary consumers were: Thomas T. Pogue, of Columbus, presi-
dent; Clyde Howell, of Dayton, vice president; Willis E. McNabb, of Hebron,
vice president; and Charles Strohl, of Billiard, secretary-treasurer.

The State office for United Consumers of Ohio has been opened at 205 North
High Street in Columbus, Ohio, and will be followed by district offices in
Cleveland, Cincinnati, Dayton, Toledo, Akron, Canton, Youngstown, Lima, Bowl-
ing Green, Portsmouth, Springfield, Marion, Athens, Warren, Elyria, Zanesville,
Mansfield, and Steubenville.

A former government and economics teacher, Thomas T. Pogue, of Columbus
(age 33), serves as the full-time Ohio director giving realty to United Consumers
becoming a strong and respected voice representing the consumers point of view.

The members of United Consumers Advisory Board are:
Dr. B. F. Lamb, past president of the Ohio Council of Churches for 35 years.
Rev. John Wilson, executive secretary of the Ohio Council of Churches.
David Kane, president of the Ohio AFL-CIO.
Orville Jones, educational director of the Ohio AFI,-OI0.
Dr. Clinton Warne, associate professor of economics at Ohio State University.
Dr. Leland Gordan, professor of economics at Dennison University.
Charles Remy, public relations director of Ohio Credit Union League.
Theodore Saker, attorney and former administrative assistant to Attorney Gen-

eral McElroy.
Dr. Joseph Blair, educational services manager of Nationwide Insurance.
Carl Bair, special consultant to Nationwide Insurance.

The CHAIRMAN. The next witness is Nancy Von Bokern. As I
understand, Airs. Von Bokern has some associates here today.

STATEMENT OF NANCY VON BOKERN, INTERNATIONAL REPRE-
SENTATIVE, RETAIL CLERKS INTERNATIONAL ASSOCIATION

The CHAIRMAN. You have been very patient, Mrs. Von Bokern.
Do you have some associates with youI

Mrs. VoN BoHKERN. No, I don't, Senator.
The CHAIRMAN. We are very glad to have you testify.
Mrs. VoN BOKERN. Thank you.
My name is Nancy Von Bokern. I am an international representa-

tive for the Retail Clerks International Association, assigned to the
southeastern divisional office in Cincinnati, Ohio. The territory in
which I work consists of Kentucky, Indiana, Virginia, WVest Vrgnia,
Michigan, and parts of Ohio and Canada. I maintain an office here
in Louisville.

Working as I do with clerks in hundreds of retail establishments in
these States and Canada, I have found a. need for the bill both from the
point of view of the seller and of the consumer. Obviously, when
our clerks aren't selling they are consumers. And when they are sell-
ing, they get a pretty good idea of the problems of other' buyers--
problems that are intensified by the credit practices of maln) retailers.

It is my conviction that S. 750, if paused, will be a useful instrument
in chariu Ill) the fog that shrouds too many c-edit tr"iinsactions today.
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It will not perform miracles. Persons choosing to take on debt in
excess of their ability to repay will still be able to do so. But it is
my feeling that the bil! will help a vast number of people who take on
the burdensome obligations of installment contracts unaware of what
credit is costing them.

The other day, while preparing material for my statement, I came
across an atircle in the Courier-Journal of August 20. The headline
itself spoke volumes about the situation of the presen-day consumer.
It read: "Consumer Buying Credited for Rosier Outlook Here."

The story that. followed was based on a finding by th IxLuisille
Chamber of Commerce that (and I quote) :

A strong consumer-buying trend has kept the Loulsville economy out of the
summer doldrums and new gains are in sight. * * *

I couldn't help wondering whether the headlines writer f,)r the
story wasn't making a pun by using the word creditedd" in the head-
line. Was this, I wondered, an indication of where the strength lay
in the consumer-buying trend? Unfortunately, no answer w-ts forth-
coming in the rest of the article. The chamber of commerce was
merely reporting that retail sales were continuing to ri,;e in the first
half of August..

There was no indication given whether credit tran,.action; were
playing a major role in this increase, although from wh, t, we know of
retil Shles practices, it can be surmised that credit was a factor, if not
the factor.

The story left me with mixed emotions. I was glad to read that the
much-abused consumer was still sturdy, that he was continuing to
spend great chunks of his income to keep the economy of Louisville
running.

The C HAIRMAN. I notice you used the masculine--that "he" was
continuing to spend great chunks. Now, don't you do your sex a dis-
service? Shouldn't it be "she"?

Mrs. VoN BOKERN. Well, he or she--I think we all--
The CHAIMAN. Perhaps it should be chunks of "their" income.
Mrs. VoN BOKERN. The woman does the greatest deal of buying,

Senator.
Senator BENNETT. I would like to share with you something I heard

while I was in high school and I have enjoyed it. every since: "Man
embraces woman.

Mrs. VoN BoK:uiN. I was disturbed by a question that crept into my
mind: What if the Louisville consumer was unable to pay out, in one
form or another, record amounts of money? Would our great city's
economy flounder?

You can well imagine my feelings when I later came; across a state-
ment made during the 1961 hearings on the previous version of S. 750.
The statement, made by a representative of one of the great, retail
chains, seemed to bear out my worst doubts. Here is what the gentle-
man said:

This leglslative proposal would disrupt the distribution and sale of consumer
goods at a time when our economy requires all the support possible from consumer
Purchases * * *. If the bill should become law, Installment 3ales of consumer
goods would be curtailed.

You can imagine hiow I felt., preparing testimony in favor of S. 750,
a bill that apparently would remove the finger in the dike that was

827



TRUTH IN ILENDING-1063

keeping Louisville's economy high and dry. I asked myself whether I
shouldn't stay home today rather than testify in support of a measure
that would wreak havoc onl Louisville

But my pride in the Louisville. consumer wouldn't let me do it. I
felt bound to come here and speak in support of S. 750, even if it meant
flying in the face of the best minds in the chamber of commerce. My
conclusion, gentlemen, is this:

Today's consumer, without the benefit of clear and honest disclosure
of credit costs, is already courageous enough to carry the economy of
Louisville along on his shoulders; think what he would do if ie were
permitted to know fully the cost of credit he is paying.

I'm not so sure that the passage of S. 750 wouldn't result in a mil-
lenium for retail sales.

If we accept the importance of the consumer in our present-day
economy, I can't see how we can deny this selfsame person the right to
know exactly what he is offered in the way of credit costs. The con-
sinner is supposed to know the cost and quality of items he buys.
Theoretically, the retailer who offers merchandise at prices higher
than those offered for goods of similar quality will suffer loss of sales
and perhaps be forced out of business. That is the law of the market-
place.

There is no such law in the case of consumer credit. In fact, all
grantors of credit, whether they are offering 15 or 30 percent interest
annually, seem to be doing well. One of the prime reasons for this
obviously is the fact that the consumer is not offered the choice be-
tween the 18- and 30-percent figures. Instead, he is told he may pay
so much down and make so many installment payments of a certain
size.

By agreeing to do this, the consumer may be getting a deal at 18
percent or may be paying through the nose at 30 percent. This holds
true in a variety ofretail contracts, such as those involved in the sale
of furniture, clothing, and appliances.

I personally cannot see how mere disclosure will affect the volume
of retail sales. The consumer's needs won't change simply because
lie knows what his credit is costing. However, this knowledge may
very well induce him to seek an alternate source of credit. Ile may,
for example, visit a merchant extending credit at 12 percent on an
annual basis and buy clothes there rather than pay another department
store 18 percent for the same privilege.

S. 750 also may help to remove from the shoulders of the consumer
some of the burden of keeping the economy moving again. To hear
some people tell it, the consumer would be positively un-American to
retrench his inst 'lhnent buying. But would it be un-American for
the consumer to seek out the best credit buy before buying on time?
S. 750 would assist immeasurably inthat search.

I would like to add a word lhere about comments made at previous
hearings of this subcommittee concerning the ability of clerks to
comply with S. 750's provisions. There have been statements made
tlmt the bill would impose an impossible burden of computation and
clerical work upon retail clerks. Some opponents claim the bill
would force merchants to hire additional help to assure compliance.

May I say that I personally do not feel that there is anything in thebill more complicated than the present tvpes of credit transactions that

are made in retail establishments today: If a clerk has been handling
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installment Bales contracts, he can easily learn to comply with the
bill's provisions. As a corollary, if the merchant 'Wotld spend as mch
time explaining the bill's requirements as'he ordixarily does explain-
ing his sales contracts, then I'm sure our clerks would experience no
trouble..

The subject of education by labor organizations was brought up in
testimony this morning by Judge Kellerman.

We realize that there is a tremendous job to be done and Air. Land
will have more to say about it; however, I would like to say that we are
doing the best we can to educate our people. We feel this is a task
everyone should help with.

Why can't the merchants and lenders here in Louisville join with
us in a concerted effort to teach the public tho full truth about the
economic facts of life?

I can assure you that labor movements in Louisville will give full
support to such an undertaking. We know there is a job to be done.

Thank you very much for hearing my testimony. I hope S. 750
becomes law.

The CHAIRMAN. Thank you very, very much.
It take it that what you are sayig is the Retail Clerks International

Union will cooperate to try to educate its members and the general
public about the facts of credit costs. You would like to have the
merchants and bankers cooperate with you?

Mw. VoN BoKR m. Right; we certainly would.
Senator Br.NNErT. May I ask Mrs. Von Bokern a question? Ac-

cording to the information I have, you have been, at one tipie, em-
ployed by a finance company ?

Mrq. Vox BOKERN. M0.
Senator BFzigr. Then, I am sorry. My information indicates

you were formerly employed by the Associated Loan Co.
%frs. VON BO KERN.. Mfy daughter.
Senator BENNsrr. I see. Since you are an authority on retail

credit associations, hrove you been a retail clerk?
Mrs. V BOKERN. Yes; I have.
Senator BENNETT. Behind the comter in a store?
Mrs. Vo. Bo:xERN. For 13 years, sir.
The CHAIRMAN. I would like to ask from what source did the Seni-

ator from Utah gather this personal information?
Senator BEN,-, . Well, the Senator has sources, just as the Sen-

ator from Illinoi has sources.._ don't think this is derogatory infor-
mation, because she is talking about experience, and I was just trying
to find out whether she had, in fact, any experience in computing
finance charges herself.

She said it was her daughter.
Mrs. VoN BOKRN. Yes, sir.
Senator BENNEr. But you have stood behind the counter in a

store?
Mrs. VoN BoKrRN,. Yes, sir; for 13 years on Fourth Street here in

Louisville.
Senator BENNETr. Now, on page 5 of your testimony, you talk about

the comments that have been made about the ability of clerks to
to figure this rate.
Mrs. VoN BOKERN. Yes,

vm . . . ..
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Senator BNNErr. In your work behind the counter, did you have
anythin to do with installment accounts?

Mrs. VoN BoKFRN. No, sir.
Senator BNyNrr. You did not?
Well, maybe n little more time would be required for the task that

1 would like to give you. If you had been called as a witness 2 or 3
hours ago, I would have asked you to try to work this problem out
while you were here.

But since it is 5 o'clock, I am going to give you a problem, which is
the kind a clerl' might be asked to work outbehind the counter. Now
I won't put any limited amount of help on this to you.

Will you take this question home and thme yourself, so that you
could tell us, after you h ave had some help in getting the information,
how much time it took you to figure this.

I will read the question:
A lady purchased a washer on the 15th of February 1962 for a

cash price of $179.95, with a $23.50 finance charge, an add-on charge,
payable in 23 installments of $8.50, and a final installment of $7.95.
The payments were to begin on April 1.

The customer paid six scheduled monthly payments. On the 15th
of September, she decided to buy a drier and add it to her account,

The cash price of the drier was the same as the washer: $179.95.
The same finance charge of $23.50 is added, and a new purchase is
added to the old balance.

The new monthly payment on the combined balance is to be $15 a
month for 23 months, and a final payment of $10.90.

Now, according to Senator Douglas' bill, you would hava to give
the lady who bought this the following information :

The percentage that the finance charge bears to the total amount to
be financed, expressed as a simple annual rate on the average out-
standing unpaid balance of the obligatiofi.

The percentage rate, I ask you to compute, This i3 the rate you
would give the woman at the time she made this purchase.

She had already aid 6 months on her washer. Now, she comes in
;,lid buys a drier an adds the two together. I would like to have you
do this job. If possible, I would like to have yo, submit the work-
sheets that you use for the calculations, and a record of the amount
of time that it took you to do it.

In the face of the fact that you testified that any clerk can easily
learn to do it with a .ittle training I want you to try it.

Of course, your situation wilt be different than the clerks, because
you can work it at your own time. The clerk standing behind the
counter has got to work this out while the customers come in, other
customers are there pressing for attention, perhaps; and these are
the problems.

Now, I am frankly trying to demonstrate that it is not as easy as
it sounds. I have said earlier, I will be honest with you--I gave a
similar problem to a lady who made a similar kind of statement a week
ago today, a week ago yesterday. She thought she could figure it
before sle left the room, but I still haven't had her answer, after a
week.

Now, this-take your time. Get the help you need and find out
how to do it. Then, tell me w:hen you are through whether you think
it is as easy as it sounds.
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Mrs. VO' BOKERN. May I say, Senator, the average consumer, I
think, if given the even. rather than the odd time payments of 24
months, would be able to figure the interest she was paying.

Senator BFN -Efr. I will be glad to send you a problem with even
amounts.

Mrs. VoN BOKERN. It doesn't make any difference to me. I just
want to comment that I do think the average consumer would be able
to figure the even rather than the odd months easier.

Senator BENNmr. My impression is that if you had one of these
Little Man's interest rate computers, that would make a difference,
but I am sure you could multiply by 17 as easy as you can multiply
by 18.

Mrs. Vox BoN3KER. Well, sure, I will be glad to appear any time
on behalf of S. 750.

The CHAMRMAN. We asked a question of the American Bar Associa-
Jion S years ago. We asked them to supply some information and
to give an answer to questions. We haven t heard from then yet.
tLaughter.]
Ami(- that's from 'the high-priced, high-salaried lawyers in the finance

industry.
Now, without making any comparison with the man that. was per-

sonally involved this afternoon in an event that occurred 1900-and-
some years ago, do you remember the Sadducee who asked of Jesus,
concerning a certain woman-he said, "This woman has been succes-
sively married to seven men, each one of whom has died."
I Then, the Sadducee thought he was going to demolish Jesus by ask-

ing, "Now, to whom is she married in Heaven? "
And the answer was very simple: "In Heaven they neither marry

nor are given in marriage.'" In other words, the question bears little
resemblance to reality.

I would say when the American Bar Association answers our ques-
tions, then I think it will be proper to answer his question 2 years
from now. [Laughter.]

Senator BENNETT. The American Bar Association was asked for an
ol)inion. You are asked for a mathematical computation. This is
not a highly complicated question. Now, if you want to change these
figures, if you want to foundd out the amounts, instead of $179, make
it $200.

Cast. your own problem, as long as you retain the basic pattern of
the question, which is that the woman buys one appliance, and after
she has paid for a certain length of time, she buys another appliance,
and your job is to figure out these simple annual rates on the second
appliance.

This is a job that is faced by many retail clerks in many stores in
this country every week.

Thank you.
Mrs. VoN BoKxRN. Thank you.
(Subsequent to the hearings Senator Bennett sent the witnms the

following letter:) 0CIOB :R 1, 1963.
Mrs. NANOY VON'BOKERN,

Retail Clerks International Association,
Louisville, Ky.

DEAR MRs. Vox BOKEmN: I a'm curious to know if you have been able to work
the problem which I gave you In connection with the hearings on S. 750, held
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in Louisville on August 24. I ani not trying to badger you but I am sincerely
interested in having an answer. You will recall that I also asked you to
furnish me your worksheets and also an indication of the time it took you to
work it out.

In the event t;hat you have lost or misplaced the problem advise me and I will
send you another copy of it.

Sincerely,
WALLACV F. BENNErT.

The CHAIRMAN. I think the opponents should now put on a witness.
Senator BFNNETT. Mr. Richard M. Carter, vice president of the

Kentucky Central Life Insurance Co.
While Mr. Carter is coming up, I would like to offer for the record

a statement of Mr. Laurie Leonhardt, Jr., who would have appeared
as a witness. We will now offer his statement.

The CHAIRMAN. It will be done.
(The statement referred to follows:)

STATEMENT or LAURIE LtONHARDT, JR., TREASURER, LEONIIARDyr APPLIANCES

Mr. Chairman and members of the subcommittee, my name is Laurie Leon-
hardt, Jr. I am treasurer and assistant general manager of Leonhardt Appli-
ances, Inc., and Leonhardt Appliances-Shively, Inc.

I wish to thank you for the opportunity to appear before this subcommittee
in behalf of our firms. Ours is a small business, employing 24 people. My
father started this firm 18 years ago when he opened one store. Today, we have
four retail appliance stores in the Louisville area and have become an important
part of the appliance sales business in Louisville. We feel our growth has been
due to our dedicated policies of truth, value, and service.

We know the products we sell, we explain them fully to the customer and
back them up with our own trained service department. When we sell our
appliances we also offer financing which has features of value for our customer.

As treasurer of our firm, I am opposed to S. 750, especially section.7 on page
4, "the percentage that the finance charge bears to the total amount tb be
financed expressed as a simple annual rate on the average outstanding unpaid
balance of the obligation." I am opposed to this for the following reasons: The
Commonwealth of Kentucky has lately enacted its own "truth in lending" bill in
the form of a retail installment sales act and this law completely protects the
consumer by providing that the retail installment contract must be filled out
,ompletely with all spaces filled in including the total dollars and cents of
financing charge.

I would like to submit to the members of the subcommittee one of our retail
installment contracts. You will note at the top in bold type a notice to the
buyer: "Notice to the buyer: Do not sign this contract before you read it or if it
contains blank spaces. You are entitle to a copy of this contract before you sign."

In addition, the following is required to be listed:

Cash price Filing fee
Less trade-in Principal balance
Cash price with trade Finance charge
Kentucky sales and use tax Time balance
Basic price - Outstanding balance of previous con-
Less cash downpayroent tracts
Unpaid cash balance Total time balance

And you will note at the very bottom a statement in very bold type: "I hereby
acknowledge the receipt of a copy of this retail installment contract."

The Commonwealth of Kentucky can and has taken care of Its-own. To com-
ply with this proposed law and to calculate the simple annual rate is hazardous,
difficult, and not always revealing. We have several policies built into our
credit package that cannot be reflected in "simple annual rate." No charge for
90-day accounts. This includes contracts written for 12, 18, 24, or more months.
Even if a buyer signs a contract for 24 Installments he can pay the cash amount
within a 90-day period and obtain a paid in full receipt. Even this policy must
be flexible. As a small firm we must bend to the demands'of the buyer to main-
tain good will and this often results in extending this 90-fday credit to 120 days Or
nmore.
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The proponents of this bill se m to have the large, well-equipped credit offices
in mind when this bill was drafted. Small retailers, because of competition,
must operate on a more personal basis with its cUstomerq. We cannot always
follow hard and fast rules. If a customer signs an installment contract to pay
on the (5th of thp month he may pay as late as the 25th, or even skip a month
now and then. Sometimes he may pay two installments In 1 month. We make
no penalty charge, The small retail merchant who extends credit to Its cus-
toners cannot- afford to rebuff the debtor for an irregularity in his payment.

Often, our installment customers must sometimes completely miss a payment
because of illness,' short workwe*ek, or for other reasons. We cannot charge
a penalty in this instance. Some individuals may be In a situation viere their
vacation has taken more money than planned. Some of our customers are mene-
bers of unions which have gone out on strike. These are all situations where
creditors are not paid each and every payday. We must understand the problems
of these people with whom we deal and the misfortunes which occur. We
recognize customers may take 26 to 28 months or even 80 months to: pay a 24-
month account. Our desirable prospects for future business are customers who
insist on the same terms and rates we allowed them in the past.

Sometimes debtors have severe changes in income or family status, a bread-
winner dies or goes into the Army, the working wife's Job is terminated by an un-
expected pregnacy. These things happen in people's daily lives. Under these
conditions we will lower the monthly Installments, stretch out the contract, and
help them adjust to their new situation without extra charge.

In the above cases, it would be impossible for us to determine simple annual
rate until the contract has been completed.

Over the past several years we have expanded our share of this market area
because of the service we have performed for the consumer in Louisville. We
have (lone so with a reasonable profit. We have increased our share of the
market with bargains, competitive pricing of our merchandise and our liberal
financing policies. We spend thousands of dollars each year to advertise our
merchandise competitively. If we could tell our financing story as easily in
advertising we ",ld increase our market still more. A statement of simple
annual rate will not tell the whole story or a true story.

In fact, it~will hut us.cw",tpetitvely speaking. We and other small businesses
cannot have our hands tied by complex rules and regulations. We do not want
our customers to have to support an expensive bureaucracy that forces us to
tell our story in a way that will confuse our customers. Ve have found that
freedom to operate in a competitive market keeps us on our toes, it develops
better values for the consumer and a larger share of the market for us.

May I thank you again for this opportunity to be heard.

The CHAIMAN. We are very glad to have you here, Mr. Carter.

STATEMENT OF RICHARD M. CARTER, CHIEF ACTUARY AND VICE
PRESIDENT OF KFINTUCKY CENTRAL LIFE INSURANCE 00.

Mr. CARTiR. Thank you, Senator. Mr. Chairman and members of
the subcommitee, my name is Itichard M. Carter. I am chief actuary
and a vice president of Kentucky Central Life Insurance Co. and a
vice president of Kentucky Central Insurance Co., both of Lexington,
Ky. Kentucky Central Life is the oldest and the second largest life
insurance company domiciled in the Commonwealth of Kentucky.
It has operated since 1902 and is currently licensed to operate n
nearly 40 States.

I majored in actuarial mathematics at the University of Alichigan
and received my B.S. degree in 1932. I receive my MLS. degree in
actuarial' mathematics there in 1934. Until 1944 1 was employed by
a firm of certified public accountants and during this period special-
ized in insurance examination work which this rm handled ror the
insurance department of the Commonwealth of Kentucky. I joined
Kentucky Central Life as assistant actuary on March 1, 1944, and
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have since then worked almost exclusively with acttarial; investment,
and Federal income tax matters.

I wish to conserve the time of this subcommittee and will therefore
be as brief as possible in expressing the reasons for my company's
opposition to Senate bill 750.

This morning, a witness before this committee stated that no repu.
table lender can possibly be harmed by the bill; "that only those
already exploiting the weak and the ignorant could be heard to cry"
about the bill.

My company and all other legal reserve life insurance companies
are lenders. I seriously doubt that any individual in this room
would, upon mature thought, dare place himself in the untenableposition of implying or inferring that such companies are not repu-
table lenders. Yet my company is certain that passage of Senate
bill 750 will be most harmful-to its operations and consequently to its
policyowners. Thus,the statement of the previous witness referred
to above is, I am sure innocently, on its face invalid and inaccurate.

The definition of credit contained in section 3 part (2), of the bill
is so broad and, possibly, so vague that it would be difficult, if not
impossible, for my company to determine which of its loans, invest-
ments, or other transactions are included therein. Certainly, the
defmition covers the making or granting of monthly payment mort-
gage loans and of policy loans, including automatic premium loans.
In my opinion it also covers the making of any investment which
earns interest as it includes-
any option, demand, lien, pledge, or other claim against, or for the delivery of,
property or money; any purchase, or other acquisition of, or any credit upon
the security of, any obligation or claim arising out of any of the foregoing; and
any transaction or series of transactions having a similar parpose or effect.

And I quoted that.
Thus, the making of deposits at interest in banks and in savings

and loan associations and the purchase, either from the original issuer
or in the open market, of corporate bonds, of obligations of States
and political subdivisions thereof, and even of obligations of the U.S.
Government are included in the definition of granting "credit."

The CHAIRMAN. Mr. Carter, I would be very glad to go over it in
detail with you, but I say for the record what I have said over and
over again:

"It is not the intention of this bill to cover business and government
loans."

Mr. CARTR. I am sure it's not. But it does, Senator.
The CHAIRMAN. I don't think it does.
Mr. CARTER. If not, I would like to have it plainly stated, Senator.
The CHAIRMAit. Will you turn to page 6, line 23.
Mr. CARTR. I have it, sir.
The CHAMxAN. May I read it to you:
The Board, the Federal Reserve Board, which chaeitered'the bill

and is charged with the administration of the bill:
The Board shall exempt those credit transactions involving 'extensions of

credit to business firms, governments, or governmental agencies or Instrumen-
talties, as to which it determines adherence to the disclosure requirements of
this act is not necessary to carry out the purpose of this aict.

Mr. CARTER. Yes, I read it. It is a discretionary provision. They
have full powers. .
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The CHAnRAN. Wait a minute. The term "shall," I always
thought, is mandatory. It does not say "may." It says the Board"shaH.

Mr. CARTER. But if you will read the last clause of the section, it
qualifies the word "shall" and leaves to the Board discretion in thetermination
The CHAIRMAN. You always have to have some administrative dis-

cretion in these matters. Administrative discretion is subject to the
general instructions laid down by the legislatures.
Mr. CARTER. Why not specifically exempt such things in the bill?
The CHAIRMAN. Would you accept this if we had a period after in-

stiumentalities-"The Board shall exempt those credit transactions
involving extensions of credit to business firms, governments or gov-
ernmental agencies or instrumentalities," period, and then strike out
all the remainder: "as to which it determines adherence to the dis-
closure requirement of this act is not necessary to carry out the
purpose of this act"?

I am ready to have it stop at that point and eliminate the rest.
Mr. CARTER. That's right; as far as this particular point is con-

cerned, that would be satisfactory.
The only question it would leave in my mind at all would be

whether or not there would be other things perhaps not quite as
obvious-

The CHAIRMAN. This would meet your objection?
ir. CARTER. Yes.

The CHAIRMAN. I would say that is satisfactory to me. It, I think,
is real progress, and I want to thank you for coming.

Mr. CARTER, Thankyou.
Senator B.NNmvr. Let the record show it is a witness who is an

opponent of the bill who contributed to the progress. Hooray for vs.
The CHAIRMAN. Let me say this: I am ready to take good suggestions

from whatever unlikely source they may come. [Laughter.]
Senator BENNETr. I wouldn't spoil that little triumph for any-

thing.
The CHAIRMAN. I am striving for the truth.
Mr. CARTER. I thought that's where this objection would end up. I

was just leading up with this, sir: I knew this could be easily cor-
rected.

The Kentucky Central Life Insurance Co. contracts approved by
the insurance commissioners of States in which we are licensed to
operate include a policy loan provision and an automatic premium
loan option provision. The policy loan provision allows a policy
owner to make a loan at any time up to the amount of the policy
owner's equity and at a stated interest rate. Policy owners have the
privilege of paying off all or any part of this loan at any time with a
full credit for any so-called unearned interest.

The CuArRmA. You do state the interest rate?
Mr. CARTER. This is stated in the policy.
The CHAIRMAN. As long as you stated it, it would satisfy the con-

ditions.
Senator BBNNEmr. But you cannot state the dollars.
Mr. CARTER. Yes; that's what I am leading up to.
The CHAIRMAW. It's the dollar charge you object to ?
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Mr. CART.R. Yes; you are ahead of me. Up until that point I was
just explaining theprovi3ions. I had not raised an objection yet.

The CHAIRMAN. Button, button, who's got the button I
First, you criticize the statement of the interesV-I don't say you,

but the opponents criticize the statement of the true annual rate, but
accept the dollar charge.

Now, you accept the true annual interest rate, but object to the
dollar cb)arge.

Mr. CARTER. As a matter of fact, we go out of our way to state the
true annual interest rate.

The CHAIRMAN. I was going to congratulate you on that.
Mr. CARTER. We could state it on terms that would appear more

favorable to us.
The CHAIRMAN. Don't you think other businesses should follow your

high example and state the true annual rate of all of their loans?
Mr. CARTER. This is a question that I don't feel qualified on, as an

expert, to express an opinion.
Tho CHAIRMAN. And, likewise, you don't feel qualified to object

to it?
Mr. CARTER. To answer you, "Yes"--I will say this: If it would not

entail hardships in determining it, and if it would not entail addi-
tional costs that would require them to raise the amounts of their
charges and interest rates to cover the additional cost, I would see no
objection.

The CHAIRMAN. It does not entail hardship for you.
Mr. CARTER. Correct.
The CHAIRMAN. .J think we are making great progress here. This

is a very fine witness.
Senator BENN..ETr. It seems to me that the witness is demonstrating

that there is a wide variety of types of loans. Some of them are auto-
matically made. In some cases the amount of interest is available in
advance. In other cases, the amount "of dollars might be stated in
advance. But your problem here is to state both-in order to comply
with the bill you are called upon to state something that you cannot
state under any circumstances.

Mr. CARTER. That is correct.
As a matter of fact, it would appear to me that requiring just one

of the two statements, allowing a choice of one or the other, would
help the bill to a great extent, although it would not by any means
completely cure the difficulties that would be experienced in operating
under it.

Senator BirNmNrr. Go ahead and finish your statement.
Mr. CAI'sR. Well, part of this has already been gone over. It is

impossible for a: life insurance company' to tell a borrowing policy-
owner, at any time prior to full repayment of a policy loan, the fnanco
charges expressed m terms of dollars and cents because it has no ad-
vance knowledge of when and in what amounts the repayments will
be made; such times and amounts are governed entirely by the com.
plete freedom of action* granted by the policy-loan provision to th(
borrowers.

The CIIAMfAN. May I say I think it would' come under the re
evolving credit feature of the bill, which requires the rate but does no
require the precise amount.
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And if that is not clear in the biil we will be perfectly ready to make
it clear.

Mr. CARTER. Did you say that you thought we did or we did not?
The CHAIRMAN. I said I thought you did, but if specific authority

does not exist in the bill under the revolving credit, I would per-
sonally add at this moment: We will be ready to change the language
so it would-

Senator BENNET. Is there any connection between a policy loan
and a revolving charge account in a department store?

Mr. CARTER. I will bring this up later, if you will allow me the
freedom to do that.

The CHAIRMAN. In this case, I would ask you to look on page 5,
lines 19 to 24.

Mr. CARTER. I have it.
The CHAIR3AN (reading):
As used In this subsection, the term "revolving" or "open-end credit plan"

means a credit plan under which the total amount of credit to be utilized, the
dollar amount of the finance charge to be assessed, and the amounts and times of
repayment are not specified at the time an agreement to extend credit pursuant
to such plan is entered into.

Mr. CARTER. Yes, sir.
The CHAIRMAN. It seems to me,. from your definition of the policy

loan, it would come under this provision.
ir. CARTER. Well, I wasn't sure which it would come under, and I

refer to both of them. but frankly I think we would prefer to come
under the other provision.

Under the other provision, we would simply be unable to comply
with it in any manner whatsoever.

Under the revolving credit provision, it would be too costly for us
to stay in- business.

The CHAIRMAN. In other words, you prefer to come under the def-
nition that you say is unworkable? [Laughter.]

Mir. CARTER. In regard to policy loans, it is impossible for life in-
surance companies to comply with the requirements of section 4 (a) (6)
of the bill, that the finance charges be expressed in terms of dollars
and cents.

I also wish to point out that in the case of any monthly payment
mortgage loan with a prepayment privilege exercisable upon payment
of a charge therefor, such as is normally-well, I think always in-
cluded in FHA and VA loans and normally included in conventional
loans it is impossible to comply with the requirements of section
4(a) (6), the one I just mentioned, and also with those of section4(a) (7)-

that the percentage that the finance charge bears to the total amount to be fi-
nanced Is to be expressed as a simple annual Interest rate on the average out-
standing unpaid balance of the obligation.

Any amount or percentage expressed in writing in advance by the
lender would be altered by the borrower exercising the prepayment
privilege and would, it appeals, subject the lender to to the penalties
prescribed by section 7(a) unless the lender waived the contractual
charge for the privilege of repayment.

The CHAIRMAN. You are going very fast for me. As I understand
you, you said, in your judgment, you can't compute the finance charge
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in these cases, either in terms of dollars and cents or the simple an.
nual rate?

Mr. CARTER. Yes. On the monthly payment mortgage loan where
prepayment privileges are written into the mortgage contract for a
specified fee.

The CU[1 ,IRNI[ . Why couldn't that be done in the original contract?
Mr. CARTFE,. Because no one knows what the ultimate charge in dol-

lars and cents will be or what the ultimate rate expressed in Percentae
as simple annual interest will be, unless they inow whether or not te
prepayment privilege will be exercised and, if it, will be exercised,
when it will be exercised.

The CIJAnIMAN. As I see it, what you are saying is that the man who
borrows the money may not be able to pay on tim and where you have
lapses in payments you can't predict in advance?

Mr. CARTER. No, sir. Do you understand the prepayment of mort-
gage loans, Senator Douglas.

The CHAMMAN. Certainly, if I can get, up enough money, I try to
prepay some of mine. [Laughter.]

Mr. CARTER. On all FHA loans, and I believe on all VA loans in the
mortgage loan contract, there is a provision that-I don't know ex-
actly wiat the prove ision is, but I know, in general, these provisions.
Of course, the contract requires a payment of so much per month, from
which the proper portion is allocated to interest and principal. Theborrower does not have the right to prepay the full balance of the loan,
or any more than his monthly payments during the first year of the
loan. Thereafter, he may-at any tin-pay off the full balance of his
loan. If lie does so, in addition to paying the balance and any amount
of accrued interest at that time, he pays a fee amounting to 1 percent
of the original loan.

The CIHAIRMAN. Well ?
Mr. CARTER. NOW, he is charged a fee because of being granted this

)repayment privilege if he voluntarily avails himself of it; that fee
)ecomes a charge, as defined by this bill.

The CHAIRMAN. I seem to be unable to get through to you. It is
probably my fault.

Again, I want to emphasize: this bill sin.ply requires a statement of
the original terms. It does not require a continuous revision as cir-
cumstances change.

Senator BENNETT. It requires a statement in full of the entire
amount of credit charge in dollars.

Mr. CARTER. You had better reword it again, sir.
Senator BENNETT. To the end of the contract.
The CIMRM 4. Under the original conditions which I stated,

period.
Senator BENNETT. One of the conditions is that a man will pay a 1-

percent fee if he repays in advance. That is part of the original
conditions.

Now, how do you calculate that into a statement of the total doll
amount?

Mr. CARTER. You can't.
Senator BENNETT. You can't
Mr. CARTER. If it is stated as a flat, il I'arying fee, you could do it

on an either/or basis. If lie avails himself of it, the amount is so much:
if he does not, it is so much. i,
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But you cannot possibly make calculations as to the rate that he
pays, expressing a simple annual percentage, unless you wanted to give
iim two or three pages, expressing it for each different instant of time,

during the 20 years of the mortgage-or whatever the period of the
mortgage is.

The CHAIRMAN. The real estate mortgages which you now loan on,
do you state the siml)e annual interest rate on the outstanding balance ?

Mr. CARTER. Yes.
'[le CHAIRMAN. That's all.
Mr. CAWIR . But I would like to have it covered in the bill. I

have seen administratols-particularly in the are4 of income tax-
issue some very peculiar regulations, sometimes appearing to con-
travene the expressed intent of the Senate and the House.

The CHAIRMAN. We state, very clearly, the finance charge ex-
presses the simple annual rate on the outstanding unpaid balance of
the obligation. All we are asking you to do on this item is what
you do now, insofar as the dollar-and-cents basis is concerned, if
conditions are laid down in the original contract, if they are fulfilledi,
what was the total amount?

Senator BENNE-I-. May I ask the witness a qfiestioi
If, let's say, on a 25-year mortgage, at, the end of the fourth or fifth

year, the man decided to pay off the total and he Lad a 1-percent
prepayment charge, wouldn t this affect the rate?

Mr. CARTER. Drastically.
Senator BENNE'r. As ,ell as the dollar?
Mr. C,%'Rmw. I)rastically.
The CHAIRMAN. This retrospective-this is something else again.
Mr. CARTER. Reword tie bill so it doesn't say you have to do

something you can't do. [Laughter.] Because there is iio place in
the bill, any part you read, where it says that all you are required under
section 4(a) is to express the rate that is originally agreed on. You
must take account of all )ossible charges that can be imliosed.

The CHAIRMAN. I think the illustration which I gave of Sadducess,
the question to Jesus, applies very well here.

Senator BFNN','Fr. You realize the position you are putting yourself
in, don't you ?

The CIAIRMAN. Wait, am I the Sadducee?
Senator BEN NE'L-. No, you're Jesus. [Laughter.]
The CHAIRMAN.T. I don't claim any resemblance. [lAughter.] I

wish there were a resemblance, but I cannot claim it.
Mr. CARTER. I can't understand why we are really having any con-

tention on this point, because you appear to believe that the bill al-
ready says that it. does not involve the point I am bringing out. Now,
if one or the other is incorrect on this, cannot we put it on the basis
of submitting it to competent technicians to decide and have it cor-
rectedI

The CHAIRMAN. As of the---
Mr. CART-r. If I'm wrong, leave it. as it is; if you are wrong-
The CILUMAN. Now, we are cooking. Absolutely. If I may say,

I'm not a lawyer-of course, I didn't draft this bill. We had many,
many consultations with the best legislative draftsmen in the country,
and they worked out this language, but if this doesn't meet the situa-
tion as I represent it, we NilI make the rohange-and we would wel-
come your assistance.
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Mr. CARTER. Thank you, sir,
The CHAIRMAN. We would love constructive help, granted that the

purpose is good, instead of using all these technicalities. I would not
say you're doing it., which has the effect of fogging the issue and ob.
souring the general princilpes-

Senator SIMPsoN. This has been my contention all along. I'm glad
you're coming to my point of view.

The CHAIRMAN. The trouble with you, Senator, is you won't ac-
cept a general principle.

Senator SiPsoN. I can't accept it, when it is basically wrong.
The CHAIR AN. Then, we can move, if you accept a general

principle.
Mr. CARTER. Let Me s %y something here, sir. I realize that I'm

bringing up technical points. These are points that can be easily
corrected, but please remember this: I do not consider myself a par-
ticularly intelligent reader of draft legislation. I have not had a
great deal of experience with it, and yet in the brief period that I have
had a copy of this bill available to read, I have found so many techni-
cal errors that. it frightens me to death to consider how many more
I may have missed and if these technical errors can exist, as far as
we are concerned, they can certainly exist. for other companies, too,
other types of lenders.

Now, I am thoroughly in agreement with the principle of truth in
* lending, but it seems to me that it should be primarily attacked by
education rather than by legislation. Certainly, you could provide
severe penalties for people that deliberately mislead and misinform
in their advertising, and so on, for what they are doing, without trying
to p indown in legislation every little detail of operating a business.

Senator BENNm'. W7hy don't you go on to the next. line, since the
Senator has indicated he would be glad to consider this one?

Mr. CAREWR. I think we do have a real problem, Senator, in con-
nection with the policy loan situation.

If a policy loan is not covered uider section 4 (a), it must be covered
under section 4(b) which specifies in part (2) that any creditor agree-
ing to extend credit to any person shall furnish to each such person
at the end of each monthly period following the entering into of any
such agreement a written statement setting forth six different items of
information.

When a policy is issued by a life insurance company, it has at that
time entered into an agreement to make a policy loan or policy loans
at any time requested to do so by the policy owner in accordance with
the provisions of the policy. Under the present wording of S. 750 it
might be required, to furnish each policy owner a rather lengthy state-
ment each month even though most of such statements would be to
the effect that no loan was outstanding. It would certainly be com-
pelled to furnish this statement monthly to each policy owner having
a loan on his policy if this type of loan is covered under section 4(b).

The CHAIRMAN. Let me say that it is not our purpose to require
these statements every month. If there is any ambiguity on this bill,
we will be very glad to have help.

The main thrust of this bill is that the original agreement will
state the conditions.

MI. CANTER. Well, that could very eaily, of course, be corrected
by getting the wording out of there, where it says "agreeing to extend
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credit" and at least make it so that the lender has to actually enter
into the transaction and make the loan before this provision would
apply.

The company would certainly be compelled to furnish these state-
ments monthly to each policy owner having a loan on his policy.

The CHAIRMAN. It's not the intent-
Mr. CARFER. All right. I am very glad to hear that, but no discre-

tionary power for this is contained in the present wording.
Now, another serious problem to our company and to the insurance

industry which will re-sult from the proposed bill is the handling of
automatic premium loans.

This is one of the most valuable privileges granted the policy
owner by a life insurance contract. This option may be elected by
the policy owner in the application for the policy or subsequently
by written notice. If elected, it continues in effect until revoked by
written notice.

While in effect, it becomes operative whenever any premium re-
mains unpaid at the end of its grace period, and a net cash value is
available under the terms of the policy.

Senator BENNm-r. By this, you mean that any holder of life insur-
ance who comes up to a date when a premium is due has the privilege
then, if he applies for it, so the premium will be paid out of the cash
surrender value of the policy?

Mr. CARTER. Of course, that which you outlined is something that
is granted in all policies issued under regulatory bodies, and this is a
little different.

You are speaking of a case where the policy owner takes positive
action and applies for is. My next sentence will tell you: At the time
the option becomes operative-if it has been previously elected, it
becomes operative; that is, if it hasn't been revoked and the policy
has a cash value--then, the company automatically grants a loan to
pay a premium for a period determined in accordance with certain
conditions set forth in the policy.

Senator BENNErr. In other words, it could be a loan for a year
if the premium is on a.n annual basis, or it could be for 6 months, if
it's a semiannual premium basis?

Mr. CARTER. That's correct.. And if there is not enough value to
make a loan for even a month, a month's premium, we will lend him
enough for whatever days it will cover.

Senator BENNE'r. In other words, you exhaust their value in order
to help them carry the premium?

Mr. CARTER. That's right.
Senator SisipsoN. Andyou do that voluntarily?
Senator BENNErr. Automatically.
Mr. CARTER. Automatically, if the policy owner has elected to have

this done. It's an election he could make at any time, as long as no
premium is already in default.. And he can revoke it at any time.

Senator BENNErr. Do most of your policyholders us this system?
Mr. CARTER. Yes, they do. It is very valuable to the insuring pub-

lic, because if an insured inadvertently misses payment of a premium
and goes past his 31-day grace period, the policy is automatically
kept in full force, and all- the provisions as to double indemnity,
premium waiver, or anything else are kept in full force, and the
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policy owner now, if he wishes to resume payments on the policy, can
either pay the loan off if he wants to, or leave the loan on there if he
wants to,and just start paying premiums again.

Senator BENNMVr. I amti going to check my policy to see that it has
that.

Mr. CARTER. Ile can do it without. having to submit any evidence
of insurability, as he would be required to do if lie did not have this
provision.

Senator BENNE'r. You call that an automatic premium loan?
Mr. CAMRER. Automatic premium loan; yes.
Senator BENNETT. I am going to (1o some checking on Monday.
Mr. CARTER. Well, if you have one in your policy, sir, it. will be very

valuable.
Senator BENNEPT'. And if I don't have one, I will get one.
Mr. CARTER. The majority of companies offer it; not all. The

granting by the company of the automatic premium loan option un-
questionably places it, in'the position of a creditor agreeing to extend
credit pursuant. to a revolving or open-end credit, plan, and subjects
it to the requirements of section 4(b).

Nov, I think you commented that you would be willing to revise
this section so we wouldn't have to make monthly statements under
it, but very frankly, I doubt that you could make any revision of the
bill that would leave us unaffected, in any way, on this matter of
automatic premium loans.

The C11AIRMAN. I was afraid of that. [Laughter.]
Mr. CARTER. I'll tell you why: I know you never intended your bill

to strike at things like this.
Senator BENNE-r. This is the first time, I think, any member of

the committee has realized that the bill did strike at this.
The CHAIRMAN. I am not sure it does, but if it does, we will make

the changes. I hope Mr. Carter will come out then and support th0
bill.

Mr. CARTER. As I told you, I am pretty worried about finding as
much in it as I found in such a brief time, and I am sure there must
be other technical defects, other things that I missed. [Laughter.] I
am sure, sitce we are finding these difficulties, it seems very likely
that difficulties would be found by other types of lenders.

The CHAIRMAN. Are you an attorney?
Mr. CARER. No, sir; I am not.
The C1AR,,MAN. An actuary.
Mr. CARTER. I am afraid it doesn't sound very complimentary.
Senator BENNEr. You realize the Senators from Illinois and Utah

are not attorneys.
Senator SiMpsoN. Yes, but, I'm getting a little worried about the

two Senators-one, an economist(and another a businessman and
former English teacher. I'm the lawyer on the committee. I think
these things apply to me, so don't take them too hard yourself.
[Laughter.]

Senator BENNMr-. All three of us are subjects of derision.
Mr. CARTER. I certainly want to apologize if I have indicated any-

thing like that. I said that I was going to try to be brief-but I'mn
afraid I haven't-and may have worded things poorly, on that account.

Senator BENNETr. I thiink this has been very important.

842



TRUTH IN LENDING--1803

The CHAIMAN. Our discussion has been very helpful. We look
forward to cooperation with you in making constructive suggestions
as to how the language can be improved and so forth. Then, we hope
Kentucky will join our procession.

Senator BiFN Nrr. They have already joined the procession against
the bill.

Mr. CARTER. The average size of automatic premium loans is, of
course, quite small; on the other hand, the handling costs in connection
with the granting of and the repayment of such loans are considerable.

Automatic loans are offered only as a convenience and benefit to the
policy owners and my company is quite satisfied if its costs in con-
nection therewith, do not exceed the interest earned thereon.

The automatic premium loan option is not a standard policy pro-
vision required by the regulations under which we operate. My com-
pany would not be inclined to assume additional significant costs at-
tributable to this option-it would simply not include the option in
future policies.

Now, I think I have just two more short paragraphs here.
Senator BENNmrr. Are you just going to read now from your dittoed

statement?
Mr. CARTER. With one exception: I made a minor change in it.

First I said the increased costs would be primarily attributable to
policy loan handling under this bill, and would result in our seeking
permission from regulatory bodies under which we operate to specify
highIer interest rates in future policies to cover our increased costs.
Also, in our restoring full contract interest rates for loans on certain
policies issued prior to 1946, where we had voluntarily reduced theme-
it was a very minor reduction, but it. was a reduction. If we weren't
able to obtain relief from that source, we would then be compelled to
raise our overall premium rates to cover the additional operating costs
and still maintain the same margin of profits, which, 1 think, are
quite reasonable. If that should be done, then all future policyowners
would be forced to pay a portion. of the costs which were attributable
to the ones that did borrow.

Finally, I would like to say that the penalty provisions of section
7(a) of the bill are most. objectionable. They are harsh and they are
unreasonable as far as penalties are concerned.

For any "violation" of the disclosure provisions-and I have the
word "violation" in quotes-there is an automatic penalty of $100 or
twice the amount of the finance charge. I have been unable to find
anything in my copy of this proposed bill waiving or excluding the
applicatmon of these penalties to a creditor who has become an miad-
vertent and innocent "'\iolator"-again in quotes-because of a clerical
or mathematical error, even of a most trivial amount, or because of
action ) y the borrower completely outside the control of the creditor.

The CHA AN. Thank you very much.
Mr. CARn. Thank you, sir.
Senator SIMPsoN. I just want to say this: Mr. Carter, I want to com-

pliment you on one of the finest. statements we've had in three hearings
to date.

Mr. CARTER. Thank you very much, sir.
Senator BENNEir. I think it has been very constructive.
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(The complete prepared statement of Mr. Carter follows:)

STATEMENT OF RICHARD Al. CARTER, CHIEF AcTUARY AND VICE PRESIDENT OF
KENTUCKY CENTRAL LIFE INSURANCE CO.

Mr. Chairman and members of the subcommittee, my name is Richard M.
Carter. I am chief actuary and a vice president of Kentucky Central Life In-
surance Co. and a vice president of Kentucky Central Insurance Co., both of
Lexington, Ky. Kentucky Central Life is the oldest and second largest
life insurance company domiciled In the Commonwealth of Kentucky. It has
operated since 1902 and is currently licensed to operate in nearly 40 Slates.

I majored In actuarial mathematics at the University of Michigan and received
my B.S. degree in 1932. 1 received my M.S. degree in actuarial mathematics
there in 1934. Until 1944 1 was employed by a firm of certified public accountants
and during this period specialized in Insurance examination work which this
firm handled for the insurance department of the Commonwealth of Kentucky.
I Joined Kentucky Central Life as assistant actuary on March 1, 1-44, and have
since then worked almost exclusively with actuarial, investment, and Federal
Income tax matters.

I wish to conserve the time of this subcommittee and will therefore be as brief
as possible in expressing the reasons for my company's opposition to Senate bill
750.

This morning a witness before this committee stated that no reputable lender
can possibly be harmed by the bill; "that only those already exploiting the weak
and the ignorant can be heard to cry" about the bill. My company and all other
legal reserve life insurance companies are lenders. I seriously doubt that any
Individual in this room would, upon mature thought, dare place himself in the
untenable position of implying or Inferring that such companies are not reputable
lenders. Yet my company Is certain that passage of Senate bill 750 will be most
harmful to its operations and consequently to Its polieyowners. Thus, the state-
ment of the previous witness referred to above is, I am sure Innocently, on its
face Invalid and inaccurate.

The definition of credit contained In section 3, part (2), of the bill is so broad
and, possibly, so vague that it would be difficult, if not impossible, for my com-
pany to determine which of its loans, investments, or other transactions are in-
cluded therein. Certainly, the definition covers the making or granting of
monthly payment mortgage loans and of policy loans, including automatic pre-
mium loans. In my opinion it also covers the making of any Investment which
earns interest as it Includes "any option, demand, lien, pledge, or other claim
against, or for the delivery of, property or money; any purchase, or other acqui-
sition of, or any credit upon the security of, any obligation or claim arising out
of any of the foregoing; and any transaction or series of transactions having a
similar purpose or effect." Thus, the making of deposits at Interest in banks
and in savings and loan associations and the purchase, either from the original
Issuer or in the open market, of corporate bonds, of obligations of States and po-
litical subdivisions thereof, and even of obligations of the U.S. Government are
included in the definition of granting "credit."

The Kentucky Central Life Insurance Co. contracts approved by the insurance
commissioners of all States In which we are licensed to operate Include a policy
loan provision and an automatic premium loan option provision. The policy loan
provision allows a policyowner to make a loan at any tiue up to the amount
of the polieyowner's equity and at stated Interest rate. Pollcyowners have
the privilege of paying off all or any part of this loan at any time with a full
credit for any so-called unearned interest.

It is impossible for a life insurance company to tell a borrowing pollcyowner,
at any time prior to full repayment of the policy loan, the finance charges
expressed in terms of dollars and cents because it has no advance knowledge
of when and in what amounts repayments will be made; such times and amounts
are governed entirely by the complete freedom of action granted by the policy
loan provision to the borrowers. Thus, in regard to policy loans, it is impossible
for a life Insurance company to comply with the requirements of section 4(a) (6)
of the bill that the finance charge is to be expressed iu terms of dollars and cents.

I also wish to point out that in the case of any monthly payment mortgage
with a prepayment privilege exercisable upon payment of a charge therefor,
such as is normally Included in FIIA, VA, and many conventional-type mortgage
loans, it is impossible to comply with the requirements of sectioui 4(a) (6) and
also with those of section 4(a) (7) that the percentage that the finance charge
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bears to the total amount to be financed is to be expressed as a simple annual
Interest rate on the average outstanding unpaid balance of the obligation. Any
amount or percentage expressed In writing in advance by the lender would be
altered by the borrower exercising the prepayment privilege and would, It
appears, subject the lender to the penalties prescribed by section 7(a) unless
the lender waived the contractual charge for the privilege of prelpyment.

If a policy loan is not cooped under section 4(a), it must be covered under
section 4(b) which specified in part (2) that any creditor agreeing to extend
credit to any person shall furnish to each such person at the end of each monthly
period following the entering into of any such agreement a written statement
setting forth six different items of Information.

When a policy is issued by a life insurance company, it has at that time
entered into an agreement to make a policy loan or policy loans at any time
requested to do so by the policyowner in accordance with the provisions of the
policy. Under the present wording of S. 750 it might, be required to furnish each
policyowner a rather lengthy statement each month even though most of such
statements would be to the effect that no loan was outstanding. It would cer-.
tainly be compelled to furnish tbis statement monthly to each policyowner hav-
ing a loan on his policy if this Lype of loan is covered under section 4(b).

A serious problem arises in connection with the automatic premium loan
option, one of the most valuable privileges granted a policy owner by a life
insurance contract. This option may be elected by the policy owner in the ap-
plication for the policy or subsequently by written notice; if elected, it continues
in effect until revoked by written notice. While in effet, it becomes operative
whenever any premium due remains unpaid a the end of its grace period and a
net cash value is available under the terms of *the policy. At any time that the
option becomes operative, the company automatically grants a loan to Imy a
premium for a period determined in accordance with conditions set forth in the
policy. The granting by the company of the automatic premium loan option
unquestionably places it in the position of a creditor agreeing to extend credit
pursuant to a revolving or open-end credit plan and subjects it to the require-
ments of section 4(b). The average size of automatic preminim loans is, of
course, quite small; on the other hand, the handling costs in connection with
the granting of and the repayment of such loans are considerable. Automatic
loans are offered only as a convenience and benefit to the policy owners and my
company is quite satisfied if its costs in connection therewith do not exceed the
interest earned thereon. The automatic premium loan option is not a standard
policy provision required by the regulations under which we operate; my coin-
pany would not be inclined to assume additional significant cost attributable to
this option-it would simply not include the option in future policies.

The increased clerical, machine rental, postage, and other operating expenses,
primarily attributable to policy loans, my k.)lnpany would surely experience
under the provisions of this bill would probably result In it seeking permiisson
front the regulatory bodies under which it operates to specify higher loan interest
rates in future policies and in it restoring full contract interest rate.4 (volun-
tarily reduced by my company some years ago) for loans on policies issued
prior to 1946.

If my company needed and was unable to obtain adequate relief from this
source, it would then be compelled to raise premium rates on future policies in
order to cover the additional operating costs forced on it by Senate bill 750.
As a result, future policy owners who do not borrow on their policies would
bear a large share of the cost attributable. to both past and future borrowing
policy owners.

Finally, the penalty provisions of section 7(a) of this bill are most objec-
tionable. IHarsh, oppressive, and unreasonable penalties are prescribed therein
for any "violation" (and I have placed the word violation in quotes) of the
bill's disclosure of information provisions. I have been unable to find anything
in my copy of this proposed bill waiving or excluding the application of these
penalties to a creditor who has become an inadvertent and innocent "violator"
(again in quotes) because of a clerical or mathematical error, even a most trivial
amount, or because of action by the borrower completely outside the control of
the creditor.

Thank you.

Senator BENNETr. Now, I was about to suggest to the remaining
witnesses of the opponents Mr.'Ezzell, Mr. Willing Ezzell, INho Iu
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been waiting all day I was going to suggest that he just put his
statement into the record. If he would like to read it, I would withhold
that.

The CAIRMAN. There are two Ezzells.
Senator BENNETr. This is William, from Lexington.
Tie CII1M IMN. I would like to put on some proponents. They have

waited all day, too.
Senator BENNETr. I am just trying to get this man's statement in

the record without him al)pearing.
The CHAIRI'MANI. Very good.
Senator BENsXNETT. Would you be willing to put your statement in

the record, or would you prefer to wait and read it?
Mr. WILLIAM EZZFLL. I could reduce it somewhat, I think.
Senator BEsNNET. Then, we'll ask you to wait. We have a problem:

Our staff people have got to fly back to Washin gton toni lit and we
are trying to hurry things along so they can catch their p ane.

We are going to continue to be here, however. If you prefer to make
this statement verbally, certainly that's your privilege, and we will
ask you to wait.

The CHAIRMAN. Would Mr. Edward S. Bonnie take the stand?

STATEMENT OF EDWARD S. BONNIE, ATTORNEY, LOUISVILLE, KY.

The CHAIRM N. Mr. Bonnie, we are very glad to have you. Mr.
Bonnie has waited all day.

Mr. BONNIE. I have no objection to simply submitting my statement,
if it will help.

The CHAI AN. Well, it's only two pages, is it not?
Mr. BONNIE. It's approximately four.
The CHAIR.M\ N. Well, I don't think it will take much time, Would

you read it?
Mr. BONNIE. All right, sir.
Senator Douglas, Senator Bennett, Senator Simpson, and those

assembled: My name is Edward S. Bonnie. I am engaged in the
general practice of law in Louisville, Ky.

I have been interested in the problems which have given birth to
Senate bill 750 for several years. In 1957 I did a reasonably compre-
hensive study of Kentucky's small loan law, and their conditional
sales and installment sales law. In 1958, for the Health and Welfare
Council of the Community Chest, I chairmaned a study of legal aid in
Louisville and Jefferson County, during the course of which many
facts and opinions concerning the use and misuse of credit were
brought to my attention. I)urimg the course of this study and with
the invaluable help of Emmet Field, general counsel of the Legal Aid
Society, a Community Chest ageniy, -my committee compiled a great
many significant figures on the economic problems of those people in
this community who were without funds with which to emnploy.private
counsel.

During the years 1959 and 1960 1 was president of the Legal Aid
Society, and since 1957 and continuing to date, have been a director
of this dependent Community Chest agency. I want to make it
plain that the opinions I state hero today are personal opinions de-
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rived from my experience as stated above, -and do not in any way
reflect. the opinions or positions of any executive, employee; or director
of the Legal Aid Society.,

I am in favor of Senate bill 750, and supply the following facts
and opinions upon which I base this view:

(1) The local economic picture: From the years 1958 through 1962
the Legal Aid Society handled 16,726 cases arising from debt tnd
involving wage-earning debtors, which figure comprised 53.7 percent
of the total caseload of the Legal Aid Society during these years.
Although these cases were only 53.7 percent of the total caseload of
the Legal Aid Society, these cases consumed more than 65 percent of
the Le gal Aid Society's office time.

The CHAIRMAN. In other words, these cases were more than half
of the total nuinber of cases, approximately two-thirdst

Mr. BONNIE. Yes; that's correct.
During the 5-year period mentioned above, the average national

legal aid experience in economic cases wasrunning approximately 28
percent of tle total caseload. As you can see, Louisville's economic
caseload was running almost double the national average. Our local
experience also displayed during these years, and continues to display,
a very high percentage of cases requiring court action and reference
to bankruptcy court.;

Louisville has been, in my opinion, for the past several years an
aocurateo barometer of the vps and downs in our national economy.
The caseload of the national Legal Aid Society was at its highest in
1958, a recession year. During 1962, this figure dropped, and for the
first quarter of 1963 was down again.

(2) Causes of Louisville's economic picture for debtors: Kentucky's
antiquated exemption law still refers to "1 yoke of oxen, 1 wagon, 3
hoes, 1 loom and spinning wheel;" makes the collection by garnish-
ment of wages extremely easy, and a crushing burden on the debtor.

Senator SiMpsoN. I don't like to interrupt you, but we have a law
in Wyoming that. is similar. We have one that. when two trains are
running in opposite directions and they pass each other, one will stop
until the other passes.

Mr. BowNm. You have hope, Senator?
The CITAIRMAN.. Have you ever repealed that yet?
Senator SImPsON. Not yet.
Mr. Bo.N.-i. I have lioi)e, Senator.
But let. me emphasize this point: There can be no debtor or debt

without credit, and when credit is extended without the debtor being
accurately informed with reference to the extent of his obligation,
and the cost of credit. many debtors get involved beyond their capaci-
ties and, too often, no doubt, beyond their intentions.

There are those in this community who are fortunate enough to
be able to purchase necessities with cash, or who can postpone pur-
chases wien the terms are too high, but I know of too many, many
cases where tho wage earner must make a purchase and doesn t have
the knowledge to figure out interest rates, discount features, insurance
charges, or the temerity to stop the salesman in order to figure out for
hiiself the sum he is being asked to pay for an item which he must
buy, whether' it, be a means of conveyance, a refrigerator, or what-
ever.
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(3) Kentucky's progress in the consumer credit field: Kentucky
has passed two laws in recent years which have helped the consumer
using credit. The first law I refer to is the Motor Vehicle Retail
Installment Sales Act of 1956, which took many significant. steps to
protect the motor vehicle purchaser from the occasional unscrupulous
automobile dealer. Thisbill was a big help to the reputable auto-
mobile dealers, and was certainly intended to, and was, a big help
to the automobile purchaser.

The next significant step in this same area was the Duffy bill of
1962--that bill has been discussed here today-which extended the
protections of the aforementioned bill, to the many other consumer
credit areas.

It has been my experience that these bills referred to above still do
not require enough information on the sales contract, mortgage, or
other instrument of obligation to fully protect the credit buyer.

(4) Senate bill 750 is needed in this community: The Truth in
Lending Act will help, in my opinion, a failure in Kentucky's present
laws by requiring the inclusion of the "finance charge" in writing to
each person to whom credit is extended before the consummation of
the transaction. In addition, the broad definition of "finance charge"
will stop the circumvention of other language which has given attor-
neys in this community a great deal of trouble in past years.

And, last, this bill will make interest rates an item of open com-
petition between retail merchants.

Senate bill 750 puts more responsibility on the person or business
extending credit to the consumer. This is exactly where the responsi-
bility should rest. It is my opinion, based on many cases which Ihave
handled and observed, that the consumer has neither the knowledge
nor the financial resources to argue extensively with his creditor. I
have heard it so often that it haunts me, "I am sorry, but you signed
that contract and it's perfectly legal," ,or "Mister, you have a good
case, but I cannot afford to handle it. for the amount involved."

This is particularly distressing to the legal community and should
be distressing to the business community.

I like the provisions of the Senate bill 750 because they will be
adequate to insure the protectionn of the rights of those who, for many
years, in this community, found it difficult to protect themselves.

The CHAIRMAN. Thank you very much. We appreciate your pa-
tience and your very excellent statement.

Senator BEsm-r. No questions.
Senator SinwPsoN. I have two very brief-I take it you would be

in favor, in view of your statement, to exemption lawsV
Mr. BONNIE. Ys; I would.
Senator SImPsoN. Would you think it would be helpful if wages

were totally exempt from garnishment attachment?
Mr. BoNNIE. I think that would be too much in favor. of the

debtor. I think there can be-there is a middle ground. At this
point, I feel the debtor hasn't a sufficient amount exempted.

Senator SIim'soN. Thank you very much.
The CHAIRAN. Thank you very much.
Now I will ask Mr. Sam Ezelle to take the stand.

848



TRUTH IN LENDING-1968

STATEMENT OF SAMUEL F ZELLE, DIRECTOR, KFNTUCKY -STATE
AFL-O

Senator SIMPSON. We've reached a point here that they don't spell
their names the same.

Mr. EZELLE. That's quite true, Senator. I have long heard of my
fellow Kentuckian with the same name. Today is the first time I
have had the privilege of meeting him.

Mr. Chairman and members of the subcommittee, my name is Sam
Ezelle and I am the executive director of the Kentucky State AFL-
CIO, with 135 members of Kentucky. My office and my home are
located here in the city of Louisville.

The Kentucky State AFL-CIO has supported the provisions of
Senate bill S. 750 since the bill was first introduced. IVe believed, at
the outset, that it was important, needed legislation.

In the years that have followed, as consumer credit has occupied an
evermore important role in our economy, the need for the biill has
become more and more urgent. My organization welcomes you gentle-
men to this beautiful city to enjoy the hospitality of Louisville, Ky.,
and hear the interest of the working peoplein the truth in lending bill.

We were somewhat chagrined to learn of the inhospitable attitude
shown to you by the local chamber of commerce through its repre-
sntative, Mr. William Kerber. I can assure this committee that there
is not a member of the chamber of commerce who would be willing
as a businessman to borrow money without knowing the true annual
interest rate on the money he is borrowing.

Certainly those clever people they employ to file income taxes for
them are capable of solving the simple problem of telling the customers
the simple truth about the annual interest rate they are expected to pay.

We view with some alarm the confusion that now surrounds the
extension of consumer credit. This confusion can only work to the
detriment of the consumer. I notice Mr. Hatton was somewhat con-
fused in earlier testimony, like the culprit of the Arkansas Snake
Railroad. It wiggles in and out, and it wiggles out and in, and it left
the people all in doubt as to whether its zigzag track was going east or
going back. [Laughter.]

You gentlemen may be interested to know what kind of trouble that
a borrower can get in here in the Blue Grass State, due to some
ancient State law. The passage of Senate bill 750 will help consumers
in this State avoid some of the pitfalls provided by State law.

Now the Kentucky law relating to garnishment mentioned by Mr.
Bonnie is a case in point. This statute has not been changed since the
Spanish-American Var. We've been trying to get it amended since
1954, but we haven't succeeded. The very people that Mr. Kerber, of
the chamber of commerce, represents, try to prevent any change in this
outmoded State law.

Today, they would be against protection of the consumer to Federal
protection and legislation.

The simple truth of it is, gentlemen, that a lot of low income people
that I see every day in my work, particularly, are urged by advertis-
ing or high-pressure salesmen, to buy beyond their means. These
people, as consumers, are not able to shop around for reasonable credit

/
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charges, because the truth of the annual interest rate they are paying
is never made known to them. They don't know what they are paying.

In Kentucky the retail outlets don't have to worry much about col-
lecting a bill, because no matter how ridiculous the interest rate may
be, they have this old, 1891 personal exemption law to protect them.

Just a few weeks ago, an employee of a tobacco factory came to our
office and le had been sold a used car, which was a little better than
junk.

His employer had a well-established rule, which is common in this
community, that an employee served with three garnishments will lose
his or her job.

This erson had a wife, a house full of children, and a junky used
car. He had paid 6 months on the car when he came in, and he got
sick and got behind with his payments. He offered to give them the
car back. They just let him alone, but le owned about as much after
6 months as he did to begin with when he drove off the lot.

The used car lot didn't want to take the old, rattletrap car back,
and would have proceeded with the man's third garnishment, if he
hadn't come in to us.

We talked to them on the telephone and just literally shamed them,
Senator, into giving the man another chance.

Now the Kentucky revised statute, mentioned by Mr. Bonnie--Ive
made several copies for you gentlemen, for your amusement, and
maybe to your enlightenment You may be interested in looking it
over.

You'll notice the following properties are exempted:
Two work beasts, or one work beast and one yoke of oxen; two plows and

gear; one loom and spinning wheel, and a pair of cards; one table; 10 head of
sheep, not to exceed $25 in value-

that's not much sheep-
* * *all family portraits and pictures.

That's how old this statute is.
Cooking utensils not to exceed $25 in value.

(The portion of the Kentucky revised statute referred to follows:)
427,010 (1697) Exempt personal property of a lcr~m~ with a family.

The following property of a person with a family resident in this state is
exempt from execution, attachment, distress or fee-bill :

(1) Two work beasts, or one work beast and one yoke of oxen: two
plows and gear; one wagon, cart or dray and gear; two axes, three hoes,
one spade, one shovel; two cows and calves; beds, bedding and furniture.
sufficient for family use; one lomw and spinning wheel and pair of cards;
all of the spunyard and manufactured cloth manufactured by the family
necessary for family use; carpeting for all family rooms in use: one table;
books, not to exceed seventy-five dollars in value; two sadd'es and their
appurtenances; two bridles; six chair. or so many as do not exceed ten
dollars in value; one cradle; lyxultry on hand. not to exceed one hundred
dollars in value; ten head of sheep, not to excoed twenty-five dollars in
value; all wearing apparel; suffilcient provfslons, including breadstuff and
animal products, to sustain the family for ove year; .provender suitable for
livestock, if there is any livestock, not to cxeed seventy dollars in value,
or, if such provender is not on hand, suth other property as does not exceed
that sum in value; washirg apparatus, not to exceed seventy-five dollars in
value; one ewing machine; all family portrait and pictures; one cooking
stove and appurtenances; cooking utensils, not to exceed twenty-five dollars
In value.



TRUTH IN LENDING-1903

(2) Ninety percent of the salary, wages or Income earned by labor, of
every person earning a salary, wages or Income of seventy-five dollars or less
per month. The lien created by service of garnishment, execution, or
attachment shall only affect ten percent of such salary, wages or income
earned at the time fo oervlce of process.

(3) Sixty-seven dollars and fifty cents per month of the salary, wages
or income earned by labor, of any person earning a salary, wages or income
in excess of seventy-five dollars per month.

The CHAIRMAN. I see there's not only a loom and a spinning wheel,
but a pair of cards that are stated.

Mr. EzELLF,. A lot of people wouldn't know what that is, and I'm
one of them.

Senator BENNErr. I know what that is. They card wool by having
two devices that have nails studded in the face, and you rub the two
across the wool and this straightens the wool out, so it s all pointing in
the same direction before they can weave it. That's what a pair of
cards are.

Mr. EziELL,. We don't see them now.
The CHAIRMAN. Senator Bennett is one of the greatest authorities

on thel9t.hcentury 1hatwe have. [Laughter.]
Senator BENNLIC. As a matter of fact., this goes back to the 10th

century.
The CHAIRMAN. All right. Strike out "11th" and substitute "medi-

eval period."
Mr. EZELLtE. Mosr; of the exercise I get nowadays is pushing 43.

So you go way before my time. But this shows you how out of
date thisis. I'm glad the Senator enlightened me about the clause.

Now in their day, this was, no doubt, an adequate statute. This
staute also provided an exemption of $67.50 per month of the salary
and wages or income of someone making $75 or less per month.

In 1891 this virtually meant that all of the salary was exempt, be-
cause $3 a day was a pretty fair wage in those days.

I have been told by other authorities on the last century that this
was so. Obviously, when this law was drafted, it was meant to allow
a borrower to retain the items that were necessary.

In this complicated age, of course, the statute offers little or no
protection for the consumer. Now, this law does mean that the creditor
has the advantages, as Mr. Bonnie pointed out so capably.

The lender doesn't have to worry about making a bad loan with
these excessive interest, rates. The creditor can starve the people to
death until the payment is made by this statute, and as we have noted
most, employers do not tolerate unlimited garnishment.

The result of all of this is that the garnishment is a powerful
weapon, indeed, in Kentucky by lenders to keep the borrowers with
interest, rates well in line.

I would like to add another comment on the aspects of the garnish-
ment situation. It has come to-my attention that. a number of poten-
tial witnesses have not appeared before the subcommittee to discuss
their credit transactions. They have been frightened away from
doing so. It. seems that. these people, mostly low income people-and
I remind you that the average education in Kentucky is 8.7 years, I
am sorry to say-many of these people who owe money are afraid
that when their creditors and/or their employers find out about their
testimony, some technicality might possibly be used to endanger their
employment, and they don't want that.
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We must frankly admit that if we were in their exact shoes we
would think twice about antagonizing creditors who hold such power
over them.

The threat of garnishment is a reality in Kentucky. Now, another
point should be made about the credit situation: Our State has laws
setting limits on the amounts of interest that creditors can charge
borrowers, with one major exception, and that exception is in Te
field of retail credit, where any rate is now permissible. Small loan
companies have interesting practices of buying installment paper.

Some retail merchants who have themselves negotiated contracts,
at ay rate they can get, do this. Thus, the small loan companies cash
in on the high rates prevalent in the retail credit area when they deal
with the public direct ly and make small loans.

This State law specifies the maximum rate they may charge. For
example, 36 percent on a loan of $150, which would seem enough, but
buying installment papers from a retail dealer is a loophole, widely
based by small loan companies in Kentucky to get around the limita-
tions that the law sets on the lending rates.

The CHAIRMAN. That's very important, what you're saying now.
Mr. EzEJ. In all this wonderland, it is the average Kentuckian

who does the suffering.
. The CHAIRMAN. You mean the 42-percent limit doesn't hold, that
there is no limit on installment salesI

'Ar. EZELLB. That's right.
The CHAMMAN. Installment sales can go above 42 percent and then

be sold to a finance company which, because it is buying vaper from
a retail concern is not held under the Small Loan ActI

Mr. Ezmzx. That's true, sir, and can use this loophole.
The CHAnMAN. That's very important.
Senator B .ivmr. Use it to do what
Mr. Ez LE. Use it to make more interest than they would legally

be allowed to do.
Senator B.Nxrr. This does not affect the amount that the con-

sumer who made the note had to pay. This does not increase the
burden on him.

Mr. EzzEJrJ. Well, I imagine it's in the cost someplace, if the paper
is to be sold to another business. I would expect that it's hidden in
there someplace.

At any rate, he doesn't have a chance.
Senator Bnixarr. Once the paper has been executed, the fact it is

sold does not automatically increase the amount the man has to pay.
Mr. Ezx ux. Tn fact, this practice exists, Senator, if you please

Plenty of able brains draw slogar, s of easy credit with terms that
sound sweet but. in reality are as bitter as quinine. .

Even if the customer has the ability to understand the terms of the
contract, it is likely to be print in yellow ink on yellow paper. It
is high time this sort of fleecing be brought to an end.

The consumer deserves legal protection so he.might know in un-
mistakable tetras, what he is being soaked for in installment buying.
We are convinced that Senate bill 750 will give the people of this
State and of this Nation such protection.

We do not hope and the sponsors of the bill would not hold that
Senate bill 760 is a panacea. We knoW it is n6t a cure-all, but it is s
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minimum measure needed to insure the consumer of a fair deal and
a free choice of credit cost at the'marketplace.

I want to emphasize our belief that the overnmnt' camot beox-
peeted to hold the consumer's hand and iprotect him from tho tempt4-
tion of buying gadgets that he.inay not need., We n wim.that but
the Government does, we feel, have an obli&tion to mal e ceit~a
that the consumer is protected from deceptive selling prices, and '1
provided with truthful admission of credit chag so he cn make
a reasonable, intelligent choice,' as to howp he wishes to-spend, his
earnings.

Now this has been a recognized principle in other types'of bbIr
summer legislation, protective legislation, "such as the truth-in-packag-
inglegislation.

The Louisville Chamber of Commerce should 'not fear a bill thatrequires their memblrs to tell the truth to this 'ommu;ity.
We believe that the overwhelming majority of busihessmen in this

community, Senator, an h M ro honest and 'willing for
their customers to avtha co a earning the true bost of
credit purcJhai 

actualses

For those b inessmen wo practice chicanery andeceit and gouge
the public w Ih tricky creditoclrgisWshould not c cern ourselves
with. I w4 soniewhat sjnr by, Mr. Cai , who'testi previously.
Mdr. CaIr is a rep utati e of at great financial d ast in the
Commoniwealth orxentuck -undet ayfeat Kincaid, al I would

rah oppse
expect;Mrr. Carter ~nd-W r e pubh

expetMr Cater~nd p Klv.Kincaic,-to be rath oppose d

to anY Federal legislation to prfec
There has always been le n ma 'in implyl mathem ical de-

duct tins here. Fqr exa J j '2nya' o theentuin inanCe

tion~~i 

Fr 
C re yt

Co. 'which is rob, an ire -*As fin in Fed court
ti5,&JO, and for ed to p haS. eat's an ganiza-

tr. Carte p rese so th - had troublenaki ance

adju m ents be re, yo ow. t tics gives them a t deal.
oftro ble.Seon te bill 7 gentlemen t poe this ty of retail) abuse of

the con umner as 5~e sho Jd be_ eped. Sow gi~e this bIl a whole-
hearted dorsemen and respect ly ask that j*tbe passed.

The C RmA . Thankyou ver muclIe. P ave no q Ztions.
Senator NEm~r. No quet-tlons2

The CHAIR N. Now, we will call as the next wi t4ess Mr. William
Ezzell, presiden f the Central Kentucky Moig4'e Co.

STATEMENT OF 4IA M s L1rsrc~~ETA
KENTUCKY MORTGAGES.

Mr. WILLTAm EzzrJm. I've known Sam, because he is the one who
gets his picture in the paper. [Laughter..

Senators, my name is William E. Ezzell. I am president of the
Central Kentucky Mortgage Co.

We appreciate this opportunity to express our opinion on S. 750,
the proposed bill for the full disclosure of finance charges. There i
no question but that consumers are entitled to know what the cost of
credit is. Our interest in this bill stem from our activity in real
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estate loans-a vital component of the homebuilding and con4ruc-
tion industry which contributes significantly to our national welfare.

Because the construction industry is so vital to the national welfare
and because homes represent such an important. investment for people,
this industry has received much governmental attention at. both the
State and Federal levels. As a result, there is some doubt in our
minds whether the home purchaser would be benefited additionally by
some of the requirements of the proposed legislation.

In any one market area there is seldom a variation in interest rates
paid in excess of three-fourths to 1 percent between a prime mortf-age
and a risky mortgage. There are several reasons for this. First
and foremost is the fact that mortgage interest, rates are a common
subject. of conversation among homeowners and prospective home
buyers. Not. less important is the fact that the interest, rate on the
mortgage is a primIe factor in the sale of the realty. This factor is
unique to real estate among consumer selling. Because this is so,
the sellers of real estate, builders and licensed real estate dealers, are
professional in their approach to the money market. The benefit, of
their knowledge accrues directly to the consumer. And then, too, we
have found the average home-loan seeker to be a well-informed indi-
vidual who does not sign a loan application until after he shops the
market.

Cloely allied to the importance of the mortgage interest rate tc
the sale is the fact that. there is no other area of consumer finance in
which the competition among lenders is of such direct benefit to the
consumer. The terms of every real estate loan are a reflection of the
general availability of funds and the risk inherent in the specific
transaction. Even in times of a relative shortage of mortgage money,
there are numerous businesses, such as mort.eage bankers and savings
and loans, who have no alternative areas of investment and continue
to compete.

The low interest rates prevailing in the real estate industry are not
due entirely to this competition, but. it plays a major part. *Some of
the other factors are:

1. Present State laws imposing interest ceilings.
2. The stability in value of the security.
3. The comparative safety of real estate loans as compared to other

types of consumer finance.
We believe it is fair to say that present conditions rn the mortgage

business resulting from custom, law, reinilation, economic conditions
and the low degree of risk in loans is such that real estate loans in any
market, are made at as low an intere, rate as is consistent. with attract-
ing funds. Further disclosure would not, benefit. consumers through
lower rates.

As a matter of fact, it would be completely unrealistic to be required
to point nut to the borrower under a long-term real estate mortgage
loan the total cost of interest he would pay over a 20- 25- 30-year
period. The home purchase transaction in the life of the average real
estate purchaser is the largest single investment he will make in his
lifetime, and the long-term mort nge leading transaction enables him
to secure a home of his own. Most. persons could'not accumulate the
purchae price of the lious. prior to the purchasing of it and the only
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eeasible way for him to acquire a home is through long-term mortgage
financing. To present the prospective home-buyer and mortgagor
with the total of interest, he will pay over a long-term period in cbn-
nection with the purchase of his home can have a number of harmful
effects. First, the average home buyer and mortgagor will not keep
the same mortgage to its maturity, and it. would be quite unlikely, for
him to ever pay the entire amount of interest whichwould be paid if
the loan were kept by him to maturity. To ,illustrate this, figures
compiled by the Financial Publishing Co. of Boston I indicate the
average life of loans of varying original terms is:

Year*
13 years or less --------------------------------------------------- d. 80
13 through 17 years -------------------------------------------------. .0
18 through 22 years ------------------------------------------------- 8.44
23 through 25 years --------------------------------------------------- 10. 23
30 years (estimated) ------------------------------ ---------------- 12.00

In connection with the above table, you -an readily understand that
the average person buys a number of homes in his lifetime, and that
mortgages are constantly being paid off, assumed, et cetera, so that it is
quite unlikely that the average mortgagor will ever pay the total
interest on the mortgage loan which he originally makes.

We feel that it is also unrealistic to point, out to the mortgagor, in
connection with a long-term real estate mortgage, that he will be re-
uired to pay what seems to be an enormous amount of interest for

? use of the sizable sum he is borrowing since, as a matter of foct,
it. is absolutely necessary for the average real estate mortgagor to
lrchase his home by the use of a long-term mortgage, and to dis-
suade him from entering into a long-term mortgage transaction is
not a service to the home buyer.

Actually, as I stated before, the long-term mortgage is made at the
lowest possible competitive rate of interest and the entering into'the
mortgage transaction is ordinarily of great service to the mortgagor,
in that it is the only way he can obtain a home of his own. It, is in-
practical to feel that the disclosure of the total amount. of interest to
be paid by the mortgagor in a long-term real estate mortgage trans-
action can have any salutary effect..

The Federal Housing Administration and other related Federal
mortgage agencies have really become the standard for the entire in-
dustry of real estate moi-tgage financing. These agencies, and c6iise-
quentlyt all mortgage lenders, always follow full disclosure principles,
including the furnishing of an amortization schedule to"the borrower,
showing the amount of interest to be paid. The record that has been
set by the Fedenal Housing Administration and the Veterans' Ad-
ministration as home financing agencies has lractically placed them in
an unassailable position, particularly from an honesty-to-the-borro ver
standpoint.

It is conceivable that, in most cases presenting a home purchaser with
the gross interest, figures that would be paid by him on a long-term
home loan would completely kill the transaction. Similarly, if all
young men were confronted with an estimate of the amounts they
would be forced to earn and pay to satisfy the bills of a lifetime 'for

From figures out of FRA's 24th annual report In 1957.
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raising a family-groceries, utilities, rent, et cetera-we would have
a country of overpopulated monastic orders and caves full of hermits.

I would suspect. that the authors of this bill were striving mainly to
provide full disclosure protection to that segment of the public using
credit to purchase objects which have a high obsolescence factor and
will depreciate faster in some cases than the loan can be repaid. In
this regard It seemsthat the fast depreciation in value of the item being
financed is the real threat to the individual's economy, rather than the
credit cost that makes the purchase possible.

One of the greatest industries in America is the homebuilding in-
dustry and the associated home supply and home lending industries.
Anything which could cause a dampening or depressant effect on this
industry could have the gravest economic consequences for America.

There is a great difference between the financing of quickly depreci-
ating personal property and chattels and the financing of real estate
which, under ordinary circumstances, actually increases in value. The
matter of a disclosure of interest charges on relatively short-term loans
in connection with personal property and the matter of requiring the
disclosure of interest charges for long-term mortgage loans in connec-
tion with real estate is not the same thing at all. The two situations
are not analogous.

Aside from these considerations, this bill if applied to real estate
financing as literally as it is written, would present. extremely difficult
interpretation and administration problems. I am thinking princi-
pally of the construction lending area.

For the moment, let us consider the cash buyer. If the reasoning of
this proposed legislation is carried out, a statement should be given to
the cash buyer explaining how much investment income he will be
losing if he puts his money into the purchase considered. In other
words, gentlemen, the protection question involved is whether to buy
or not to buy.

In the real estate area the workings of the marketplace, plus competi-
tion between lending institutions, plus close surveillance by Federal
agencies, plus the greater sophistication of the average home buyer,
has and will serve better than anything else to protect the economy
and the individual buyer.

In short, gentlemen, I sincerely feel that it would not be a benefit
to consumers or to the economy to include real estate mortgage transac-
tions in the terms of this bill. The main effect of the requirements, as
to a disclosure of interest in real estate mortgage transactions, would
be to make an unnecessary emphasis on interest in an unrealistic fash-
ion without a balanced picture of the benefits accruing to the mort-
gagor from his investment in the real estate over the long term.

The ChAIRAmAN. Thank you, Mr. Ezzell. Do you think that the
true annual rate should be used on stiort-term transactions, aq it is on
long-term mortgage transactions?

Mr. WILLIAi EZZEIdL. I think there would be no problem in that
area.

Senator BRNNrfr. What, area? Mortgage area?
Mr. WILLIAM EZZELL. Here is what I am trying to express-
The ChAIRMAN. What, I am saying is, do you think it should be

used in the short-term area, if used-in the mortgage area
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Mr. WILLIAM EzzML. I think they are two different businesses,
Senator. I am not familiar with the consumer loan business. This
is an entirely different kettle of fish.

The CIIAIRMAN. I assume you are aware that the Mutual Savings
Bank, U.S. Savings and Loan Association which represents the two
largest groups, I suppose, of lenders on home mortgages, have en-
dorsed this bill I

Mr. WILLIAM EZZELL. I have heard of that, yes, sir. But you're
not all the way to the post yet. You know out in Kentucky we have
racehorses, and a lot of things can happen before you go to the post.

The CHAMMAN. These two associations, I suppose, between them
there are $100 billion.

Mr. WILLIAM EZZELL. Yes, sir.
The CHAMMAN. They have endorsed the bill.
Mr. WILLIAM EZZELL. I discussed just now in the lobby-two sav-

ings and loan officials are there, and they were appalled at the fact
that the association had taken that stand.

The ChAIRMAN. Of course you know the Housing and Iome Finance
Agency distributed something like a million copies, I think, of what
the total finance charges would be over the life of mbrtgages of various
years.

Mr. WILLIAM EZZELL. Yes.
The CHAIRMAN. These have been distributed by the lenders, and

the interesting initial report is that these have not discouraged their
making of loans.

Mr. VILLIAM EZZELL. Things like that have been done ever since
FHA has been in existence.

The CHAIRMAN. No, no. Not on total charges.
Mr. WILLIAm EZZELL. The pamphlets have always--
The CIIAIRMAN. Not. on total charges. This is new. I think it's

something like a million copies that have been distributed. It has no
effect whatsoever on diminishing the number---

Senator BENNETr. Had it any effect on you or other lenders, as far
asyou know I

Mr. WILLIAM EZZELL. This is the first time I have seen it. I don't
know where it is used.

The CHAMMAN. We'll be glad to see that you get a thousand copies
to distribute.

Mr. WILLIAM EzzELL. Well, fine. This wouldn't disturb me near
as much as sitting down and saying, Now, look, this $14,000 house-

Senator BENNETr.'That's what it does.
Mr. WILLIAM EZZELL. No, it doesn't do that. It's not like sitting a

man down and saying, Look, this is a $14,000 loan, and when you
sign on the dotted lhie, you are going to have a total interest of $15,381.

The CHAIRMAN. That's exactly what the pamphlet does.
Senator BENNmr. That is what the pamphlet is supposed to do.
Mir. WILLIAM EZZELL. There is no place on here that you will have

to sign like you will when this bill -comes out.
Senator BENirrf. Do you make FHA loans ?
Mir. VILLIAM EZZE[,. Yes sir.
Senator BENNEmT. Aind tfiey've never sent you any of these?
MAir. WILLIAM EZZELL. No. .Normally, these things come out, on

request. "
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The ChAiRMAN. 1Ve will see that you get a thousand copies.
MSir. WLIAm EzzEUA Fine.
Senator BENNErr. On the request of the Senator from Illinois, not

you.! [Laughter.]
The CHAIRMAN. To help you. [Laughter.]
Mr W ILLTAm EZZELTJ. The FHA whedulo on the amortization really

boils down to his particularr situation. The point I want to make,
however, gentlemen, is that, I don't think mortgage home lending
industries should be included in this bill.

It's a completely different type of financing. There is no com-
arison between the- home mortgage business and the consumer

linance business.
Senator BFNNE'. Thank you.
The CHAIRMAN. Thank you, Mr. Ezzell. I am grateful for your

patience in waiting around. You may have htad an education in con.
stuner finance today. You may be able to set up a subsidiary.
[Laughter.] The final witness is Mr. Eugene F. Land, president
of the Greater Louisville Central Labor Council.

STATEMENT OF EUGENE F. LAND, PRESIDENT, GREATER LOUIS-
VILLE LABOR COUNCIL AND JEFFERSON COUNTY COMMITTEE
ON POLITICAL EDUCATION

Mr. LAND. My name is Eugene F, Land. 1 am president of the
Greater Louisville Central Labor Council and the Jefferson County
Cormnittee on Political Education. On behalf of the members of
these organizations, I would like to welcome the distinguished meni-
ers of this subcommittee to Lotuisville. We are glad you are here.

We feel that this hearing will contribute to a greater understanding
of consumer credit problems in Kentucky.

In the August 6 edition of the Louisville Times there appeared a
story stating the Louisville Chamber of Commerce was opposed to
today's hearings on S. 750. The spokesman for the chamber said
he did not detect any interest in the hearing here in Louisville and
that it should be heldelsewhere.

This statement. seemed to us to be so far from the truth that a
spial meeting of the Jeffeison County Confrnittee on Political
Education was called. At the meeting, the members voted unani-
mously to inform the subcommittee that. we did, in fact, want hearings
to be held there. It was also agreed that, contrary to the statement
by the rel)resentative of the chamber of commerce, there is a tremen-
dous amount of interest. in this legislation to protect. consumers of our
community. &

As a. result of this special meeting, I wired the distinguished chair.
man of this subcommittee, tellingiiiin in substance what, I have
related.

(The telegram follows:)
LTelegram l

, roUISVmix, KY., Augitst 8, 196.
Senator PAUL DOUGLAS,
Senate Office Building, IlValing ton. D.C.:

In the Tuesday, August 6. Louisville Times there is a story stating the
chamber of commerce opposition to youi public hearing 6n a truth-in-lendIng
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bill, planned for August 24, in our city. Tie chamber spokesmen stated they
do not detect any interest here and do not want it.

In a special called meeting of Jefferson County COPE the delegates voted
unanimously to Inform you that we want the hearings to be held here, and
there is a tremendous amount of Interest In this legislation to protect the con.
sumers of our community.

EUOENE F. LAND,
President, Greater Louisville Central Labor Council and Jefferson County

COPE.

Mr. LAND. The members of this subcommittee may be interested to
know that the Greater Louisville Central Labor Council has been
interested in truth in lending legislation for some time. As far back
as December 5, 1961, the council passed a resolution supporting the
bill that was then pending in the U.S. Senate.

We, as members of the council, feel that the bill will help the
economy of Louisville and the rest of the Nation by permitting the
consumer to make a free choice between sellers of credit. The country
will benefit by having sellers of merchandise open to freer competition;
the consumer will benefit by having a yardstick to use in judging
the cost of credit offered him. I am, of course, referring to the pro-
vision in S. 750 that would require extenders of 'credit to state the
cost of credit in terms of simple annual interest..

We feel that this provision is the heart of the legislation. With
it., the consumer willhave the information he needs to buy wisely.
As it is now, the consumer is confronted with a bewildering variety
of credit plans, none of which state their costs in such a way that they
may be easily compared.

The benefits of S. 750 seem to be so clear that I find it hard to under-
stand how anyone can oppose it.. Why should anyone object to the
truth revealed in the cost of credit expressed in terms of a simple
annual rate?

We of the Greater Louisville Central Labor Council do not know
why. We do know that. S. 750 is a deserving piece of legislation and
we urge its passage.

I have an additional statement.
This morning, in his testimony, Judge Kellerman mentioned that

labor unions and other organizations should be teaching their mem-
bers the economic facts of life. We in the Louisville Central Labor
Council couldn't agree more.

I would like to point out for the record some things labor is doing
to help clear things up for its members. We are trying to do a job
of education, but it's a. huge task, as you gentlemen Inow.

One of the major educational efforts is the 2-week summer school
held each year by the Kentucky State AFL-CIO, by Brother Sam
Ezzell who was just speaking. This school is held in Lexington at the
University of Kentucky.

In addition the autoworkers, which I'm a member of, and the steel-
workers hold schools for their members at Purdue University in
Indiana.

Senator BENNTrT. Are these for leaders or for members?
Mr. LAND. These are for members and the leaders, primarily for the

members.
Another one of the educational projects is the preparation and dis-

tribution of pamphlets discussing a wide variety of economic topics.
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In one I have here, there is a full discussion of the credit problems
faced by consumers and an explanation of the truth in lending bill.

If anyone would care to have them, I would like to pass them out.
The CHAIRMAN. Thank you.
Mr. LAND. One last item I would mention is the conference held

here 2 years ago on consumer problems.
This was sponsored by the Education Committee of the Greater

Louisville Central LAbor Council. We were honored to have as guest
speaker the late Senator Estes Kefauver, of Tennessee.

In conclusion, I would like to say I have no intention of implying
that organized labor is doing a complete job of educating its member.
The problems that need illumination are many and complex.

But we recognize the need for education that exists and we are taking
steps to meet it.

efalso feel this Senate bill 750 is a necessary bill, due to the fact that
we do need a tremendous amount of education.

The CHAIRMAN. Thank you very much, Mr. Land. You have issued
a pamphlet by the AFL-CIO, entitled "In Your Interest," which I
think is one of the best statements I have ever read.

Mr. AND. Thank you. This is just sample copies of the various
ones.

The CHAIRM AN. There is a subtitle underneath, "The Truth in
Lending Bill."

Here is one on packaging: "It's What's Inside That Counts."
Mr. LAND. We certainly support the truth in lending bill arid urge

i ts passge.he CHAIRMAN. This is one: "Better Housing for Better America."

Thank you, Mr. Land.
Senator BvNNmEr. No other questions.
The CHAIRMAN. I believe this concludes our hearing.
I want to thank all the witnesses. I think the testimony has been

excellent. Now, we have been in session--
Senator BENNMEr. Eight and a half hours, minus the time we have

had for lunch. Seven and a half hours.
The CHAIMAN. About 71/2 hours.
Senator SIMPSON. Again, I want to say I appreciate the very fair

and fine manner with which you have handled the hearings, and this
Kentucky hearing has been another example of the same.

The CHAIRMAN. Thank you very much. I want to say I appreciate
the passages of my colleagues that sometime add to the gaiety of the
proceedings, and-as in the case of attorneys in court-it is under-
stood that there is no animus behindour remarks.

Senator BENNamr. We are all riding home together, tomorrow morn-
ing on the same plane, and I don't thjnk there will be any explosion.

Senator SiM, soN. That's what he thinks. I'm left behind again.
(LAughter.]

The CHAIRMAN. I would like to thank Judge Kellerman for the use
of his courtroom.

Judge KELLERMAN. It's quite all right; thank you.
The CHAIRMAz;. The hearing is adjourned.
(Whereupon, at 6:25 p.m., the hearing was adjourned.)
The pamphlet mentioned above is reproduced as follows:)
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The purpose of this bill is to require that the
American consumer be given the truth, the whole
truth, and nothing but the truth about the interest
rates and finance charges he is asked to pay when
he borrows money or buys an article on the install-
ment plan.

Let me make it rdear that it is not our purpose
to control credit. It is not our intention to prc-
empt state authority over the level 61 rates and
charges. Our objective is, above all, to strip the
disguises and camouflage which frequently hide or
distort the true price of credit.

-- Senator Paul Douglas (D., ll.) at the
opening of 1960 hearings on the Con-
sumer Credit Labeling Bill
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In ,Your I

A CONSUMER buyt i product on
the installment plan. His pur-
chase contract calls for monthly
repayments to cover principal
and carrying charges. The true
interest rate isn't stated. Has the
consumer the right to know?

State law permits a loan com-
pany to charge three or thre
and one.half percent per month
interest on the unpaid balance on
a small loan. The true annual
rate isn't indicated. Has the
borrower the right to know?

Few Americans -have any no.
tion of the real cost of the money
they borrow. The careful shop.
per who prides himself upon get.
ting a bargain often dissipates far
more than he saves by accepting
extortionate installment terms.
Unscrupulous merchants and
lenders often go to -xtremes in
making credit "easy" because of
the rich interest crop to be har-
vested.

Senator Paul Douglas has long
taken the position that the con-
sumer is entitled to full disclosure
legislation regarding costs of con-
sumer credit. This year, the Sen-
ator and twenty-one of his col-
leagues have joined together in
introducing S. 1740, the "Truth
in Lending" bill. The Senators
are of the view that there is a
great public need for a bill re-
quiring the seller or lender to
state the true annual interest rate
on consumer credit.

Of est

Senator Douglas introduced a
"Consumer Credit Labeling', bill
into the Senate last year. Hear-
ings were -completed on the bill,
which'was similar to this year's
"Truth in Lending" bill. The
hearings aroused considerable
public interest and support os
they revealed startling abuses of
consumer credit.

EAGER BORROWERS,

AMEICANS are, the world's most
eager borrowers. Two out of
three U. S. families are in- debt.
About half make regular monthly
installment payments each month
before meeting other family
needs. A third make regular
monthly repayments on mort-
gages. Another quarter owe for
personal loans, charge accounts,
and similar credit. Many fami-
lies carry more than one kind of
debt. In family life as inAmer-
ican business and government,
credit makes the mare go.

Personal debt in America has
mounted to $200 billion. Of this,
about $140 billion is mortgage
debt, while installment debt ac-
counts for another $55 billion.
About thirteen cents out of every
dollar of personal income goes
for repayment of: installment
loam .

Mortgage credit has increased
six-fold since World War II's
end, while installment credit has
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increased eight-fold. Today, the
demand for such credit-and its
supply-is among our most im-
portant economic indicators. Dur-
ing more prosperous moments, the
business and government econo-
mists worry lest installment debt
be expanded too rapidly. During
recessions, cheers go up e v e r y
time consumer credit shows signs
of expansion.

Almost every American family
uses some form of consumer cred.
it at sonic time during its exist-
ence, but it is used least among
the very poor and the wealthy.
Consumer credit is used with
most frequency by those "middle.
income" families with incomes of
from $4,000 to $10,000 annually.

Installment buying has made
possible the American standard
of living. Home ownership would
be far less widespread were it not
for long-term mortgages with re-
payment stretched out for twenty,
twenty-five, or thirty years. At
least two-thirds of all automobiles
and half of TV sets alt bought on
credit. The small down-payment
with the regular monthly repay-
ment have given the consumer a
unique role in American life.

Consumer credit is of major
importance to U. S. industry and
its workers. WVithout it, the
wheels of industry Would soon
grind to a jarring stop and mil-
lions would be thrown out of jobs.

Because it is so vital to all, con-
sumer credit should be treated
,.ith respect. If the consumer
loses faith because he is swindled,

cheated, or fooled, the results
will be catastrophic. A law to
deter the serious abuses of con-
sumer credit is worthy of wide-
spread public support.

National concern with the size
and cost of the federal debt is
fully understandable. On the
other hand, it is difficult to un-
derstand the woeful complacency
about the size and cost of con-
sumer debt. The installment
buyer is left entirely to his own
devices although all of us will sink
if he goes down.

Easy credit and the ruthless im-
position of consumer debt upon'
the unwary have led to frightful
abuse and sometimes to tragic
consequence. Because of igno-
rance regarding the true costs of
money, lives have been heedlessly
scarred or even wrecked. Unless
excesses are. halted, the entire
American business community
may be discredited.
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If the real average price of per-
sonal and mortgage credit is six
percent, consumers will pay out
$12 billion in interest each year.
If the price is eight percent, con-
sumers will pay out $16 billion-
about half the nation's annual ed-
ucation bill.

A one percent increase in in-
terest rates is great enough to
price hundreds of thousands of
moderate-income families out of
the housing market. On a $13,-
500 mortgage, one percent repre-
sents a monthly payment of
$11.25 over a twenty-five year pe-
riod. The home buyer who fails
to note the interest charge care-
fully may find that he has saddled
himself with a burden beyond his
ability to carry.

Mortgage interest rates gener-
ally are clearly stated. The con-
sumer usually is able to tell what
his annual interest rate will be.
This has led to greater under-
standing and care in signing home
purchase contracts.

TRICKS OF THE TRADE

I NSTALLMENT credit and person-
al loans are an entirely different
matter. These generally are of rel-
atively short term-one, two or
three years, or a period of months.
Usually, interest is figured from a
complex table and is stated in
terms of a monthly rate. In some
cases, a flat service charge of so
many dollars per hundred is add-
ed on. Often, no provision is
made for rebate when repayment

is completed -in advance of the
stipulated termraof the loan, "--

Sellers in the consumer-cred-,
it market often advertise, loan
charges as "just pennies a week"
or a "dollar a month, for each
$50." To the unwary, the cost
seems small. Actually, the inter-
est charges continue at a "dollar a
month for each $50" over the life
of the contract. The actual cost
figures out to $12 a year for each
$50, or a rate of twenty-four per-
cent.

To confuse the more wary, the
seller often seeks to set up repay-
ment schedules of seven, nine, or
twenty-six months, or some other
such odd period. This makes it
difficult for the buyer to compute
the interest rate, especially when
the salesman persists with a high-
pressure sales talk.

The low-income family has least
understanding of the abuses of
consumer credit. Unable to buy
higher cost items for cash, these
families often turn to unscrupu-
lous merchants who pad high
profits with still higher carrying
charges.

Helen Hall, director of New
York's famed Henry Street settle-
ment, filed a statement during
last year's.hearings on the "Con-
sumer Credit Labeling" bill, She
related the case of a shipping
clerk with take-home pay of $68
a week.

The shipping clerk, his wife,
and three children were radiant
with happiness when they were
able to move from a furnished
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room to a five-room apartment in
a low-income city housing devel-
opment. . Faced with the need
to furnish the apartment, they
turner I to a peddler who had al-
ways sold them everything they
required from soap to shoes.

The peddler took the family to
a furniture store where they were
sold a bill of goods--1,800 worth
of furniture on the installment
plan. The peddler came to their
apartment to collect the down-
payment and then disappeared
from the scene.

From then on, the family dealt
with a finance company. Pay-
ments were $60 a month. The
family had no contract, only a
sales slip from the furniture store.

After two months, the jerry-
built furniture started to come
apart. Complaints to the store
were of no avail. Finally, in des-
peration, the family withheld pay-

ments, although money was set
aside to meet them.

The finance, -company turned
the case over to the city. mar.
shal's office. Following investiga.
tion, payments were reduced to
$28 per month, but the full debt
remained to burden the family.

"Today, three years later,"
wrote Miss Hall, "Mr. Phillips is
still paying off his furniture.
The furniture is falling apart, but
the company has made sure it
will, be paid because his waes
have been garnisheed."

WAGES GARNISHEED

THE case of William Rodriguez,
made news because it was cli.
maxed by tragedy. Easy credit
at high cost entrapped Rodriguez,
who found his way out in suicide
at age 23. Rodriguez supported
a wife and four young children
on a mail order clerk's pay of
$66 weekly. He owed $700 in
time payments.

Two reporters investigating the
death of the young Puerto Rican
found that a finance company
had garnisheed his wages for
$80.20, an acceptance company
for $34.15, and a furniture store
for $167.

"i'm up to my neck in debt and
can't go any further," Rodriguez
wrote in- his suicide note. Police
found in the young father's pock-
et a bill with a note warning that
if he didn't pay up his employer
would be notified.

A Washington Post and Times
Herald reporter found in 1960
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that easy credit at high prices is
readily available to anyone with
a job and a wage to be, garnisheed.
After the District of Columbia's
easy credit mill was exposed, the
capital's garnishment law was im-
proved. Throughout the country,
however, the courts in too many
cases still serve as collection agen-
cies for loan firms who justify
their high interest charges on the
ground of risk taking.

A prize-winning series of ar-
ticles by Washington Star report-
er Miriam Ottenberg revealed fi-
nance charges on used cars as
high as thirty percent, credit in-
surance costs double the normal,
and "balloon payments" of $200
or more still due on an auto after
the "final" payment was made.
Miss Ottenberg reported that " the
courts have ruled that finance
charges are not interest and do
not come under Washington,
D. C.'s usury laws.

Reporter Ottenberg described
how buyers were enticed into used
car lots by advertisements offering
a used car for $1,495, with only a
dollar down. She reported that
the customer would end up by
paying a total price of $2,195.
The additional $700 c o v e r e d
loans from two finance companies
to cover a down payment and a
heavy insurance bill. The buyer
affixing his signature to the com-
plex contract proffered him was
hooked.

The Ottenberg series revealed
tie-ups between used car dealers
and finance companies. Con-

cealed in the fine print of pur-
chase contracts were true interest
charges of twenty percent, hidden
insurance charges, and lump-sum
payments due after regular in-
stallments were completed.

Thanks to the Ottenberg arti-
cles, Congress enacted "reform,'
legislation for the District of Co-
lumbia. The new law left much
to be desired, although it was an
improvement. Annual interest
charges of from sixteen percent
on new cars to thirty-two percent
on used cars over four years old
are still legal. ,

TRUE RATES

THROUGHOUT the nation, t h e
purchaser of a new or used car on
installments is still very much at
the mercy of the fine print. Used
cars financed in the twenty-six
states without rate regulation car-
ry true interest charges up to 275
percent. In some of the twenty-
four states with regulationo" true
interest charges are as high as
forty-three percent.

The common true interest rate
on small loans is actually thirty
percent. Rates of thirty-six to
forty-two percent are permitted in
many states. Legal maximums
under present state law run from
twenty-four to forty-eight percent.
To the borrower, the rate is stated
as two, three, three and one-half,
or four percent per month on the
unpaid balance.

Some consumer credit ads are
viciously misleading. One placed
before the Senate subcommittee
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proclaimed boldly that Florida
law now permits a "new and bet-
ter way to borrow." The ad stat-
ed in smaller type that there
would be "no monthly interest
charges" to borrowers. The key
word was "monthly." Repay-
ment, of course, was clearly on a
monthly basis.

The more sophisticated and the
better credit risk usually turns to
banks for loans. Even these bor-
rowers are woefully ignorant of
the true cost" of money. Profes-
sional and businessmen who bor-
row for personal needs or who
buy on credit are among the ill-
informed.

Ten thousand commercial
banks underwrite or directly fi-
nance $15 billion in consumer
credit. These banks usually ad-
vertise loans at a stipulated an-
nual rate, although an increas-
ing number advertise a monthly
interest charge. True interest
costs are usually far higher than
advertised rates.

The borrower of $1,000 repay-
able over one year in regular in-
stallments may think that he is
paying only six percent on his
bank loan. But the borrower ac-
tually has the use of $500 on the
"average" over the year. His true
interest rate is twelve percent.,

The common rate for personal
loans at a bank is twelve per-
cent. The legal permissible max-
imum under state law runs from
twelve to forty-two percent. Max-
imum rates for credit unions is
twelve percent by law.

Richard L. D. Morse, professor
of family finance at the Kansas
State University, last year pre.
seated to the Senate subcommit-
tee a survey showing responses of
lending firms to a survey on in.
terest rates. Each lender was re-
quested to ask what the monthly
payment would be on a $200 loan
to purchase a $300 used car, to
be repaid in twelve monthly in.
stallments. Each was also asked
to state the annual interest rate
on the loan.

Five lenders said the monthly
repayment wGuld be $18.67. The
same lenders reported four dif.
ferent annual interest rates for
the same amount of repayment;
twelve percent, nine percent, six
percent, eight percent, and again,
twelve percent.

Four other lenders reported a
monthly payment of $18.33.
Each of the four stipulated a dif-
ferent interest rate on the iden-
tical repayment: 7.5 percent, ten
percent, thirteen percent, and
nine percent.

The true annual interest rate
with a repayment of $18.67 is
about twenty-two percent. The
true annual rate with a repay-
ment of $18.33 is approximately
eighteen percent.

These were chartered lending
concerns, supposedly experts in
their fields. None was a fly-by-
night firm. Each had years of ex-
perience in consumer finance.

Chairman William McChesney
Martin of the Federal Reserve
Board has confessed that he is
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confused by the vagaries of con-
sumer finance. Dr. Theodore 0.
Yntema, Ford Motors vice-presl-
dent in charge of finance, has
stated that the "variety and com-
plexity of finance and insurance
arrangements and the charges for
them are such as almost to defy
comprehension."

"It is impossible," the Ford of-
ficial added, "for the average
buyer to appraise the rates for
the finance and insurance serv-
ices offered, as compared with al-
ternatives elsewhere."

TRUTH BILL

THE "Truth in Lending" bill
would require full disclosure of
charges to the consumer. It
would in no way interfere with
the buyer-seller relationship, nor
is it an attempt to regulate the
terms of installment buying. The
bill is an attempt to prevent the
abuse of consumer credit so that
it may remain a bulwark of the
U. S. living standard and a use-
ful and legitimate tool of com-
merce.

The measure would require the
following information to be dis-
closed:
* The cash price, or, in the case

of installment credit, the deliv-
ered price of the article or serv-
ice to be performed;

* The amount to be credited as
a down-payment and/or trade-
in allowance when the purchase
is to be financed through con-
sumer credit;

* The difference between the two
amounts: the actual amount of
the purchase price being fi-
nanced;

• A listing of all charges in con-
nection with the transaction not
directly resulting from exten-
sion of credit. In the case of
an automobile, this would in.
clude a listing of all insurance
charges ;

* The total amount of cost to be
financed;

* The finance charge expressed
in dollars and cents. This
w o u 1 d include all interest,
service charges, discounts, and
other charges incident to ex-
tension of credit;

* The finance costs expressed as
a simple annual interest rate on
the outstanding unpaid balance
or obligation due.

The bill would require the sell-
er or lender to give the consumer
the basic information he requires
to make an intelligent decision.
It would give the consumer an in-
telligent yardstick that he could
use in shopping around to com-
pare actual prices and the costs
of credit.

Mutual savings banks, the Fed-
eral Reserve Board, the Federal
Trade Commission, the Homc and
Housing Agency, savings and loan
associations, the AFL-CIO, and
the Department of Health, Edu-
cation, and Welfare have re-
corded themselves in favor of the
bill.

Opposition has come chiefly

23-902 0 - 64 - pi. 2--13
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from small loan associations, the
U. S. Chamber of Commerce, re-
tail stores, and easy credit mer-
chants of various kinds. Each of
these has stated that business has
nothing to hide. Each, however,
is vigorous in its desire to con-
tinue the present camouflage.

The opposition argues that a
federal law represents intrusion
into states' rights. The truth is
that state law has permitted sad
abuse and that few states have
shown any desire to correct pres-
ent ills. Further, the bill is well
within the jurisdiction of the fed-
eral government under the Con-
stitution's money clauses.

The usual arguments regarding
the creation of a vast federal bu-
reaucracy to enforce the law have
also been raised. The same argu-
ment was raised when the Auto-
mobile Information Disclosure
Act wasr passed in 1958. With

passage of this law, the "pack"
has disappeared from auto retail.
ing. Consumers now know what
is on the car and what the manu.
facturers' list price is for each
item. The law has helped the
consumer, has helped to restore
true competition, and has brought
a measure of truth and sanity into
auto advertising. No great fcd.
eral bureaucracy has sprung up to
plague the auto industry.

The argument has also been
raised that it will take an expert
to compute the true interest rate,
and that the ordinary salesman
cannot do so. This argument was
effectively answered by Earl B.
Schwulst, president of the famous
Bowery Savings Bank of New
York.

"They have tables. You can
figure [the true interest rate] out
to the dollar. . . . They have ta-
bles to figure that very easily,"
Mr.: Schwulst said.

"I recognize," added the banker,
"the importance of consumer
credit and I know that if we
didn't have consumer credit and
installment credit the economy
would probably not have grown
and expanded as it has, and I
would never say that this credit
per se is a bad thing. I know
that many people would be un-

,able to enjoy many of the bless-
ings of good living if they were
not able to borrow or purchase
on credit. And this bill does not
say that consumer credit and in-
stallment credit are bad."
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There are many good reasons
for a full disclosure law in the
field of Orcnsurnet credit. Not the
least of these is the improvement
of business ethics. But, the mar-
ketplace aside,' life' in latter-day
20th century America demands
that the consumer be entitled to
know the truth about credit and
it costs to him.

America has boasted across the
world of her free enterprise sys-
tem. But no enterprise system is
truly free if it is based upon with-
holding the truth from the aver-
age citizen. A free society de-
mands that the consumer be given
the facts by which to'make an in-
telligent choice, Whether he takes
advantage of that knowledge or
not.

A free enterprise system should
be one of fair competition. Un-
less the consumer has a yardstick
by which to measure the costs of
credit, there will be little fair
competition. Unless our economy
is competitive, the government
ultimately will be forced to regu-
late prices and profits. The
"Truth in Lending" bill would
help the business community by
protecting it from the unscrupu-
lous dealer and lender. The mer-
chant or lender who is honest
and above-board has nothing to
hide.

Economic stabilization de-
mands information regarding the
costs of credit. Unchecked per-

sonal credit expansion can lead
to large-scale defaulting on debt.
The result can b6 crasf anfid dis-
aster. By the same token, too
great an exp~npion in any .one pe4
riod 'can lead *~oeccsive con
traction in the period following
as people, repay debt. This cre-
ates recession and unemployment
and is in nobody's interest over
the longer run.

Today, America faces grave
danger from the abuses of con-
suner credit. Even teenagers arq
being urged to open up revolving
credit accourits, complete with
service charges.

As Senator Douglas has said,
the very least we can do is re-
quire the contents of the teenage
credit package to be labeled ac-
curately. The same would hold
true for the parents who are also
susceptible to the credit habit.

Somehave argued that the de.
mand for credit is inelastic and
self-regulating, that the price of
credit has little to do 'with de-
mand. If this is true, supply and
demand have indeed become
meaningless in our world.

The argument in any case has
little validity as a reason for not
providing full information to con-
sumers. If the truth is made
known to those who buy on time,
greater elasticity together with
greater economic stability may
result in our economy.
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Register YOUR support for "Truth in Lending"
legislation:

" Write to your Senator in support of S. 1740.

" Write to your Representative asking him to support
"Truth in Lendifig" legislation.

Have your local union endorse S. 1740 by resolution
and forward copies to Senator Douglas and your Sen.
ator and Representative.

Have your lodge, civic association, club, or fraternal
organization endorse the measure and pass the in-
formation on to your Senator and Representative and
to Senator Douglas.

* Explain the bill to your fellow employees, neighbors,
and fellow club members and urge them to write.

AMERICAN CONSUMERS DESERVE THE TRUTH
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(The text. of Kentucky's proposed Truth in LeAnding Act follows.)

AN ACT RELATING TO CREDIT AND THE DISCLOSURE OF FINANCE C01ARGES

.SENATE BILL NO. 124, KENTUCKY REGULAR SESSION

By: White & Raney, As Introduced: 1/25/62

Be it enacted by the General Asernbly of the Commonwealth of Kepntuot:
SrTION 1. This Act may be cited as the "Truth-in-Lending Act."
SECTION 2. As used in this Act, unless the context otherwise requires, the

term-
(1) "Commissioner" means the Commissioner of the Department of Banking.
(2) "Department" means the Department of Banking.
(3) "Credit" or "Credit Transaction" means any loan, mortgage, deed of

trust, advance or discount; any conditional sales contract; any contract to sell.
or sale, or contract of sale of property or services, either for present or future
delivery, under which part or all of the price is payable subsequent to the
making of such sale or contract; any rental purchase contract; any contract
or arrangement for the hire, ballment, or leasing of property; any option, demand.
lien, pledge, or other claim against, or for the delive-y of, property or money;
any purchase, or other acquisition of, or any credit upon the security of, any
obligation or claim arising out of any of the foregoing; and any transaction or
series of transactions for a similar purpose oreffeet.

(4) "Time-Price Differential" means any addition to t'he purchase price over
that for which the property or services would sell if payment were made in
cash.

(5) "Finance Charge" means the amount or value paid, or contracted to be
paid, for the extension or use of credit and shall Include loan fees; service
charges, discounts, interest, time price differential, investigation fees, and simi-
lar charges incident to the extension or use of credit, or the use or forbearance
or detention of money. It shall not include the following charges: (a) Record-
ing and releasing fees, (b) Appraisal fees, (c) Title Inspection fees, (d)
Premiums for Title Insurance, Credit Life Insurance, Health and Accident
Insurance, Fire and Casualty Insurance, or other exclusions that may be deter-
mined by the Commissioner from time to time.

(6) "Creditor" means anv person engaged in the business of extending credit
(Including any person who as a regular business pmctice makes loans or sells
or rents property or services, or adjusts debts of others, on a time, credit, or
Installment basis, either as principal or as agent) who requires,'as an incident
to the extension of credit, the payment of finance charges.

(7) "Person" means any Individual, corporation, partnership, association, or
other organized group of persons, or the legal successor or representative of the
foregoing, and includes the Commonwealth of Kentucky or any other govern.
ment, or any agency thereof, or any of Its political subdivisions, or any agency
of the foregoing.

SECTION 3. (a) Any creditor shall furnish to each person to whom credit is
extended, prior to the consummation of the transaction, a clear statement in
writing setting forth, to the extent applicable and in accordance with the rules
and relations prescribed by the Department, the following Information:

(1) The amount of credit extended or the cash price or delivered price of the
property or service to be acquired;

(2) The amounts, if any, to be credited either as downpayment or trade-in.
or both:

(3) The difference between the amounts set forth under clauses (1) and (2):
(4) The Fir'ince Charges, Individually Itemized, which are paid or to be paid

by such person In connection with the transaction which are incident to the ex-
tension of credit;

(5) The total amount to be financed and the net proceeds to the person to
whom credit is extended:

(6) The Finance Charge expressed in terms of dollars and cents; and
(7) The percentage (to the nearest per centum) that the finance charge bears

to the total amount to be financed expressed as a simple annual rate on the out-
standing unpaid balance of the obligation.

(b) Creditors extending credit on revolving, open end, add-on, or similar plans
wherein the total amount of credit extended, finance charges in dollars and cents
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or terms of repayment, are not known at the time of the consummation of the
transaction may, In lieu of Subsection 6 and 7 above, in accordance with regula.
tons prescribed by the Commisioner, furnish (1) either at the time of the con-
summation ol the transaction or at the regular billing of the person to whom
credit is extended a statement reflecting the uniform repayment schedule of
the creditor, the actual finance charges per one hundred dollars or multiple or
division thereof at each maturity, and the percentage that the finance charge
bears to the total amount of credit expressed as a simple annual rate at each
maturity, or (2) at the time of the regular billing of the person to whom credit
is extended, a statement reflecting the amount of credit that has been extended,
the amount of payments or other credits to the account, the actual finance
charge assessed at that billing in dollars and cents, and the rate at which finance
charges are, or will be, assessed against the person, expressed as a simple annual
rate.

(c) The provisions of Section 3(a) and 3(b) shall not apply to any credit
transaction wherein the finance charge does not, exceed the legal rate of Interest
provided for In K.R.S. 360.010.

SSECirOx 4. (a) The Department, through the Commissioner, shall prescribe
such rules and regulations as may be necessary or proper In carrying out the
provision of this Act. Any rule or regulation prescribed hereunder may contain
such classifications and differentiations, and may provide for such adjustments
and exceptions as in the Judgment of the Commissioner are necessary .or proper
to effectuate the purposes of this Act, or to prevent circumvention or evasion, or
to facilitate the enforcement of this Act, or any rule or regulation issued here-
under. In prescribing any exceptions hereunder with respect to any particular
type of credit transaction the Commissioner shall determine that the items
of information required to be disclosed under Section 3 of this Act are required
to be disclosed under another law or regulation. The Commissioner may ex-
empt those credit transactions between business firms as to which it determines
adherence to the disclosure requirements of this Act Is not necessary to carry
out the purpose of this Act.

(b) In the exercise of Its powers under this section, the Department shall
request the views of other State departments, agencies, boards and commissions
exercising regulatory functions with respect to creditors, or any class of credi-
tors, which are subject to the provisions of this Act, and such agencies shall
furnish such views upon request of the Department.

SEu'rioN 5. (a) Any creditor who in connection with any credit transaction
falls to disclose to any person any informetlon in violation of this Act or any
regulation issued thereunder shall be lBal~le to such person in the amount of one
hundred dollars, or In an amount equal to twice the finance charge required by
such creditor in connection with such transaction, whichever Is greater, except
that such liability shall not exceed two thousand dollars on any credit trans-
action. Action to recover such penalty may be brought by such person within
one year from the date of the occurrence of the violation, In any court of compe-
tent jurisdiction. In any action under this subsection in which any person Is
entitled to a recovery, the creditor shall be liable for reasonable attorney's fees
and court costs as determined by the court.

(b) Except as specified in subsection (a) of this section, nothing contained
in this Act or any regulation hereunder shall affect the validity or enforcibility
of any contractor transaction.

(c) Any person who willfully violates any provision of this Act or any
regulation issued thereunder shall be fined not more than two thousand dollars
or imprisoned not more than six months, or both.

(d) No punishment or penalty provided by this Act shall apply to the United
States, or any agency thereof, or to the Commonwealth of Kentucky, or to any
State, any political subdivision thereof, orany agency of any State or political
subdivision.

(e) A final Judgment hereafter rendered in any criminal proceeding brought
by or on behalf of the Commonwealth of Kentucky under this Act to tt,. effect
that a defendant has willfully violated this Act shall be prina face evidence
against such defendant In an action or proceeding brought by any other party
against such defendant under this Act or by the Commonwealth of Kentucky
under this Act as to all matters respecting which said judgment would be an
estoppel as between the parties thereto.

Ssc'r oN 6. This Act shall become effective on January 1, 1963.
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(The Kentucky statutes regulating installment sales contracts
follow:)

K~entuek7

INSTALLMENT SALES CONTRACTS
Lws 1963, Ch. 136, Efiisv Joanury 1, 1963

I 1261

Se 371.210. 'Definitions for KRS 371.210
to 371.330. As used in KRS 371.210 to
371.330 if 1261-12841, unless the context
otherwise requires:.

(1) "Goods" means all tangible chattels
personal when purchased primarily for per-
tonal, family or household use and not for
commercial, industrial or agricultural use,
but not including motor vehicles as herein
defined, money, things in action or intan-
gible personal property other than merchan-
dise certificates or coupons as herein described.
The term includes such chattels which are
furnished or used, at the sale of or subse-
quently, in the modernization, rehabilitation,
repair, alteration, improvement or construe-
don of real property as to become a part
thereof whether or tiot severable therefrom.
The lerm also includes merchandise cer-
tificates or coupons, issued by a retail
seller, not redeemable in cash and to be
used in their face amount in lieu of cash.

(2) "Services" means work, labor or
services of any kind when purchased pri-
maily for personal, family or household use
vid not for commercial or business use,
but not including services for which the
prices charged are required by law to be
determined or approved by or to be filed,
subject to approval or disapproval, with
the United States or any state, or any de-
partment, division, agency, officer or official
of either as in the case of transportation
services.

(3) "Motor vehicle" means any automo-
bile, mobile home, motorcycle, truck trailer,
semitrailer, truck tractor and bus designed
and used primarily to transport persons or
property on a public highway, or any vehi-
cle designed to run only on rails or tracks
r' in the air, excepting however, any boat
trailer and any vehicle propelled or drawn
exclusively by muscular power.

(4) "Retail buyer" or "buyer" means a
person who buys or agrees to buy goods
or obtain services or agrees to have serv-
kes rendered or furnished, from a retail
seller.
(S) "Retail seller" or "seller" means a

person regularly and. principally engaged
in the business of selling goods to retail
buyers.

. (6) "Retail installment transaction" means
any transaction in which a retail buyer pur-
chases goods or services from a retail seller
pursuant to a retail installment contract
or a retail charge agreement, as defined
in this section, 'which provides for a time
price differential, as defined in this sec-
tion, and under which the buyer agrees to
pay the unpaid balance in one or more
installment,.

(7) "Retail installment contract" means
an instrument, other than a retail charge
agreement or an instrument reflecting a
sale made pursuant thereto, entered into
in this state evidencing a retail installment
transaction. The term "retail installment
contract" may include a chattel mortgage,
a security agreement, a conditional sale
contract and a contract in the form of a
bailment or a lease if the bailee or lessee
contracts to pay as compensation for 'their
use a sum substantially equivalent to or in
excess uf the value of the goods sold and
if it is agreed that the bailee or lessee
is bound to become, or for no other or a
merely nominal consideration, has the op-
tion of becoming the owner of the goods
upon full compliance with the provisions
of the bailment or lease.

(8) "Retail charge agreement" means an
instrument prescribing the terms of retail
installment transactions which may be made
thereunder from time to' time and under
the terms of which a time price Oifferential,
as defined in this section, is to be computed
in relation to the buyer's unpaid balance
from time to time.

(9) "Time price differential" however
denominated or expressed, means The amount
which is paid or payable for the privilege
of purchasing goods or services to be paid
for by the buyer in installments over a
period of time. It does not include the
amount, if any, charged for insurance pre-
miums, delinquency charges, attorney's fees,
court costs, or official fees.

(10) "Cash sale price" means the price
stated in a retail-installment contract or in
a sales slip or other memorandum fur,
nished by a retail seller to a retail buyer
under or in connection with-a retail charge
agreement, for which theseildr w6uld have
sold or furnished to'the buyer and the
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buyer would have bought or obtained from
the seller the goods or services which are
the subject matter of a retail installment
tranaction, if the sale had been a sale for
cash. The cash sale price may include any
taxes and charges for delivery, installation,
servicing, repairs, alterations or improvements.

(I1) "Official fees" means the amount of
the fees prescribed by law for filing, record-
ing or otherwise perfecting, and releasing
or satisfying, a retained title, lien or other
security interest created by a retail install-
ment transaction.

(12) "Time sale price" means the total
Of.-the cash sale price of the goods or
services and the amount, if any, included
for insurance, if a separate identified charge
is made therefor, and the official fees and
the time price differential.

(13) "Principal balance" means the cash
sale price of. the' goods or Services which
are the subject matter of a retail install-
ment contract plus the amounts, if any, in-
cluded therein, if a separate identified charge
is made therefor and stated in the contract,
for' insurance and official fees, less the
amount of the buyer's down payment in
money or goods or both.

(14) "Holder" means the retail seller of
the goods or services under the retail in-
stallment contract or retail charge agree-
ment or the assignee if the retail installment
contract or the retail charge agreement or
any indebtedness under either has been sold
or otherwise transferred.

(15) "Person" means an individual, part-
nership, joint venture, corporation, association
or any other group, however organized.

(16) Words of the masculine gender In-
clude the feminine and the neuter and,
when the sense so indicates, words of the
neuter gender may refer to any gender.
(Comp. at 101, 105, 240, 5O, 620.1

(112621

•Sec. 371,220. Requisites of retail install.
merit contract. (1) Each retail installment
contract shall be in writing, dated, signed
by the retail buyer, and completed as to
all essential provisions, except as otherwise
provided in KRS 371.250' (1 12691. (Comp.
at 1130.1

(112631
Sec. 371.220 (cont)'.-(Tye size for con-

tract-Notice to buyer.] (2) The.printed or
typed portion of -the contract, other than

instructions for completion, shall be In a
size equal to at least eight point type. The
contract shall be designated "Retail Install.
rent Contract" and shall contain substance.
tially the following notice printed or typed in
a size equal -to at least ten point bold type:

"NOTICE TO THE BUYER. DO NOT
SIGN THIS CONTRACT BEFORE
YOU READ IT OR IF IT CONTAINS
BLANK SPACS. YOU ARE EN.
TITLED TO A COPY OF THE CON.
TRACT YOU SIGN." (Comp. at 1130
150.)

[1126 ,4]
See. 371.220 (contd.). [Contract copy to

buyer-Rescission right-Acknowledgement
of delivery of copy.] (3) The retail seller
shall deliver to the retail buyer, or mail to him'
at his address shown on the retail install.
meant contract, a copy of the contract u
accepted by the seller. Until the seller
does so a buyer, who has not received
delivery of the goods or been furnished or
rendered the services, shall have the right
to rescind his contract and to receive a re-
fund of all payments made and return of
all goods traded in to the seller on account
of or in contemplation of the contract, or
if such goods cannot be returned, the
value thereof. Any acknowledgment by
the buyer of delivery of a copy of the con-
tract shall be in a size equal to at least
ten point bold type and, if contained in the
contract, shall appear directly above the
buyer's signature. [Comp. at [ 130, 160,
360, 370.]

(I 1265]
Sec. 371.220 (contd.). [Names and ad-

dresses of parties-Description.] (4) The re-
tail installment contract shall contain the names
of the seller and the buyer, the place of
business of the seller, the residenceior other
address of the buyer as specified by the
buyer and a description or identification of
the goods sold or to be sold, or services
furnished or rendered or to be furnished or
rendered. (Comp. at 1 130, 150.1

( 1266]
Sec. 371220 (contd.). (Contract items.)

(5) The retail installment contract shall
contain the following items:

(a) The cash sale price of the goods or
services;

(b) The amount of the buyer's down pay.
ment, identifying the amounts paid in money
and allowed for goods trade in:
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(c) Tie difference between items (a) and
(b);

(d) The aggregate amount, if.a - ny, in-
cluded for insurance, if a separate identifibd-
charge is made therefor, specifying the type
or types of insurance and the term or terms
of coverage;

(e) The aggregate amount of official fees;
(f) The principal balance, which is the

sumof items (c), (d) and (e);
(g) The amount of the time price differ-

ential; and
(h) The amount of the time balance owed

by the buyer to the seller, which is the sum
of items (f) and (g) and, except as other-
wise provided in the next two sentences,
the maximum number of installment pay-
ments required and the amount of each
installment and the due date of each pay-
ment necessary to pay such balance. If
installment payments other than the final
payment are stated as a series of equal
scheduled amounts and if the amount of the
final installment payment does not substan-
tially exceed the scheduled amount of each
receding installment payment, the maxi-

mum number of payments and the amount
and due date of each payment need not be
separately stated and the amount of the
scheduled final installment payment may be
stated as the remaining unpaid balance.
The dup date of the first installment pay-
ment may 1e fixed by a day or date or may
be fixed by reference to the date of the
contract or to the time of delivery or
installation..

The above items need not be stated in
the sequence or order set forth; additional
items may be included to explain the com-
putations made in dctcrmining the amount
to be paid by the buyer. [Comp. at 1 130,
140, 350.1 !

[ 12673
Se. 371.230. Contracts composed of more

than one document. A retail installment
contract need not be contained in a single
document. If the contract is contained in
more than one document, one such docu-
ment shall be an original document signed
by the retail buyer, stated to be applicable
lo purchases of goods or services to be
made by the retail buyer from time to time.
Is such case such document, together with
Ie sales slip, account book or other written
tatement relating to each purchase, shall
;t forth all of the information required by

KRS 371.220 to 371.290 [I 1262-1278] and
shall constitute the retail installment con-
tracLfor each purchase. On each succeed-
ing, prchase pursuant to such original docu-

"laen't, the sales slip, account book or other
written statement may at the option of the
seller constitute the memorandum required
by KRS 371.290 [1[1276-1278]. [Comp.
at 1130, 470.]

[11268)
Sec. 371.240. Contract made by maL

(1) Retail installment contracts negotiated
and entered into by mail without personal
solicitation by salesmen or other representa-
tives of the seller and based upqn a catalog
of the seller, or other printed solicitation
of business, if such catalog or other printed
solicitation clearly sets forth the cash sale
prices and other terms of sales to be made
through such medium, may be made as pro-
vided in this section. .The provisions of KRS
371.210 to 371.330 [111261--1284) with respect
to retail installment contracts shall be
applicable to such sales, except that:

(a) The designation and notice provisions
of subsection (2) [ 1263) of KRS 371220
shall not be applicable to such contract; and

(b) The retail installment contract, when
completed by the buyer, need not contain
the items required by subsection (5) (1 12661
of KRS 371.220.

(2) When the contract is received from
the retail buyer, the seller shall prepare a
written memorandum containing all of the
information required by subsection (5)
[ 1266] of KRS 371.220 to be included in a
retail installment contract. In lieu of de-
livering a copy of the contract to the retail
buyer as provided in subsection (3) it 1264]
of KRS 371.220, the seller shall deliver to
the buyer a copy of such memorandum
prior to the due date of the first install-
ment payable under the contract. (Comp.
at 110. .

f11263
Sec 371.250. Contract not to be signed

in blank--Acknowledgement of delivery of
copy. A retail installment contract shall
not be signed by any party thereto when
it contains blank spaces of items which
are essential provisions of the transac-
tion; provided, however, if delivery of
the goods is not made at the time of the
execution of the contract the identifying
numbers or marks of the goods or similar
information and the due date of the first'
installment may be inserted by the seller
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in the seller's counterpart of the contract
after it has tedn signed by the buyer. The
buyer's acknowledgment, conforming to the
requirements of KRS 371.220 to 371.290.1
[f1262-1278), of delivery of a copy of
the contract shall be presumptive proof
or, in the case of a holder of the contract
without knowledge to the contrary when
he purchases it, conclusive proof of such
delivery and of compliance with this sub-
section in any action or proceeding. (Comp.
at 1130, 160, 370.1

[11270]

Sec. 371.260. Time price differential-
Prepayment. (1) Notwithstanding the pro-
visions of any other law, a retail installment
contract payable in substantially equal suc-
cessive monthly installments beginning one
month from the date of the contract may
provide for, and the seller or holder may
then charge, collect and receive a time price
differential. [Conmp. at 1130.]

[11271

Sec. 371.260 (contd.). [Credit upon antic-
ipation of paymenL] (2) Notwithstanding the
provisions of any retail installment contract to
the contrary, any buyer may prepay in full
the unpaid time balance thereof at any time
before its final due date and, if he does so,
shall receive a refund credit thereon for such
prepayment. The amount of such refund
credit shall represent at least as great a
proportion of the original time price dif-
ferential, after deducting therefrom a mlxi-
mum of ten dollars, as (a) the sum of the
monthly unpaid balances under the schedule
of payments in the contract beginning as of
the date after such prepayment which is the
next succeeding monthly anniversary date
of the due date of the first installment under
the contract, or, if the prepayment is prior
to the due date of the first installment under
the contract, then as of the date after such
prepayment which is the next succeeding
monthly anniversary date of the date of the
contract, bears to (b) the sum of all the
monthly unpaid balances under the schedule-
of installment payments in the contract.
V/ere the amount of refund credit is less
than one dollar, no refund credit need be
made. (Comp. at 1330, 370.1

11272]
Sec. 371.270. Charge for installment de-

faults--Refinancing options. (1) The holder

of any retail installr ent contract, if it so pro-
vide, may collect a dclihiquency and collettkA
charge on each installment in default for a
period of more than ten days in the amount
not to exceed five percent of each install.
ment or five dollars, whichever is less, "pro.
vided that a minimum charge of one dollar
may be made," or, in lieu thereof, interest
after maturity on each such installment no
to exceed the highest lawful contract rate.
[Comp. at 1250.1

[I 1273
Sec. 371270 (contd.). [Refinancing retni

installment contract-Charges.) (2) T.t
holder of a retail installment cor.tract upon
request by the buyer, may agree to u
amendment thereto to extend or defer the
schedule due date of all or any part of any
installment or installments or to renew. n-
state or reschedule the unpaid balance of the
contract, and may collect for same a re-
finance charge not to exceed an amount as.
certained -as provided under either of te
following optional methods of comnutatiou:

Option I. The refinance charge may be
computed on the amount of the scheduled
installment or installments extended or de-
ferred for the period of extension or defer.
ment at the rate of one and one-half percent
per month; provided that a minimum defer.
ment charge of one dollar shall be perm ittet
Such amendment may also include payment
by the buyer of the additional cost to the
holder of premiums for continuing in force
any insurance coverazes provided for in the
contract until the end 6f such deferral perk4
and of any additional necessary official fees

Option II. The refinance charge may be
computed as follows: The sum of the us.
paid balance as, of the refinancing date and
the cost for any insurance and other benetA
incidental to the refinancing, and for My
additional necessary officiat, fees and ay
accrued delinquency and-collection charge
after deductirg a refund credit as for pre
payment pursuant to subsection (2) of KRS
371.260 11 12 1], shall constitute a principl
balance for -.zl,. refinancing on which the re
finance ch-.rgr may be computed for the tern
of the refin;ned contract at the applicle
rate for finance charges. Acquisition coo
under the refund schedule in subsection (2,
of KRS 371.260 [112711 shall not apply is
calculating, refinance charges. (Comp. it
1260.1
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(11274]
Sec. 371.270 (contd.). [Amendment to be

written-Delivered or mailed to buyer.) (3)
The amendment to the contract must be
confirmed in a writing signed by the
holder. The writing shall set forth the terms
of the amendment and the new due dates
and amounts of the installments, and shall
either be delivered to the buyer or mailed.
to him at his address as shown on the con-
tract. Said writing together with the original
contract and any previous amendments thereto
ohal corstitute the retail installment contract.
[Comp. at 1260.]

(1 1275]
Sec. 371.280. Written statement of pay-

ments and amount unpaid. Upon written
request of the buyer, the holder of a retail
installment contract shall give or forward
to the buyer a written statement of the
dates aud amonts of payments and the
total amount unpaid under the contract.
A buyer shall be given a written receipt
for any payment when made in cash. Such
a statement or receipt 'shall be given the
bayer once without charge; if any addi-
tional statement is requested by the buyer,
it shill be supplied by the holder at a charge
not in excess of one dollar for each addi-
tional statement or receipt so supplied.
[Comp. at 1 240, 370.]

[11276]
Sc. 371.290. Consolidation of subsequent

pur-hases with existing contract-Meno-
rnd~zn-Allocatlon of payments. (1) If,
h i retail installment transaction, a retail
b.)-er makes any subsequent purchases of
gtods or services from a retail seller from
wh)n he has previously purchased goods or
ser ices.under one or more retail installment
ctitracts, and the amounts under such pre-
vkus contract or contracts have not been fully
pid, the subsequent purchases may, at the
seller's option, be included in and consolidated
with one or more of the previous contract or
contracts. Each subsequent purchase shall be a
woarate retail installment contract under
KRS 371.210 to 371.330 [11261-1284J,
actwithstanding that the same may be in-

i d~ed in and consolidated with one or more
t o( such previous contract or contracts. All

Oe provisions of KRS 371.210 to 371.330
with respect to retail installment contracts
snail be applicable to such subsequent pur-
Shases except as hereinafter stated in sub-
ctions (2) to (7) [11277-1278] of this

4.ction. [Comp. at 1470.1

1112771
Set. 371290 (contd.). (Consolidation

mewSrandu n in UOtefo contract-Items in.
"luded.] (2)- JIthe'&ent of such consolidation
in lieu of the buyer's executing a retail
installment contract respecting each sub.
sequent purchase, as provided in KRS
371.220 to 371.290 [ 1262-1278), it shall be
sufficient if the seller shall prepare a written
memorandum of each subsequent purchase,
in which case the provisions of subsections
(1) If 1262], (2) [11263], (3) [11264] and
(4) (1 126S] of KRS 371.220 [I 1262-1266)
shall not be applicable. Unless previously
furnished in writing to the buyer by the
seller, by sales slip, memoranda or other-
wise, such memorandum shall set forth with
respect to each subsequent purchase the fol-
lowing:

(a) The cash sale price of the goods or
services;

(b) The amount of the buyer's down pay-
ment, identifying the amounts paid in money
and allowed for goods traded in;

(c) The difference between items (a)
and (b);

(d) The aggregate amount, if any, in-
cluded for insurance, if a separate identified
charge is made therefor, specifying the type
or types of insurance and the term or terms
of coverage;

(e) The aggregate amount of offcial fees;
(f) The principal balance, which is the

sum of items (a), (b) and (c);
.(g) The amount or rate of the time price

differential;
(h) The amount of the tine balance owed

by the buyer to the seller, which is the sum
of items (f) and (g);
(i) The outstanding balance of the pre-

vious contratt or contracts;
(j) The -onsolidated time balance which

is the su...f items (h) and (i);
(k) The revised installments applicable to

the consolidated time balance, if any.
The seller shall deliver to the buyer a

copy of such memorandum prior to the due
date of the first installment of such consoli-
dated contract. (Comp. at 1470.3

(1 278]
See.. 371.290 (contd.). (Application of pay.

ments prior to and after stbsequent put-
chases-Exception for goods attached.] (3)
When such subsequent purchases are made,
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if the seller has retained title or taken a lien
or other security interest in any of the goods
purchased under any one of the contracts
included in the consolidation;

'(4) The entire amount of all payientts
made prior to such subsequent purchases
shall be deemed to have been applied on
the previous purchases;

(5) Each payment after such subsequent
purchases made on this consolidated con-
tract shall be deemned to have been allocated
to all of the various purchases in the same
ratio as the original cash sale prices of the
various purchases bear to the total of all;

(6) Where the amount of each installment
payment is increased in connection with such
subsequent purchases, at the seller's option,
the-subsequent payments may be deemed to
be allocated as follows: an amount equal to
the original periodic payment to the previ-
ous purchase, the balance to the subsequent
purchase. However, the amount of any down
payment on the subsequent purchase shall
be allocated in its entirety to such subse-
quent purchase.

(7) The provisions of subsectious (3),
(4), (5) and (6) of this section shall tiot
apply to cases where such previous and
subsequent purchases involve equipment,
parts, or other goods attached or affixed to
goods previously purchased and not fully
paid, or to services in connection therewith
rendered by the seller at the buyer's request.
[Comp. at 470.]

[1 1279]
Sec. 371.300. Requisites of retail charge

agreement. (1) Each retail charge agree-
ment shall be in writing and signed by the
buyer. A copy of any such agreement
executed on or after January 1, 1963, shall
be delivered or mailed to the buyer by
the seller prior to the date on which the
first payment is due thereunder, Any ac-
knowledgment by the buyer of delivery of a
copy of the agreement contained in the body
thereof shall be in a size equal to at least
ten point bold type and shall appear directly
above the buyer's signature. No agreement
executed on or after January 1, 1963, shall
be signed by the buyer when it contains
blank spaces to be filled in after it has
been signed. The buyer's acknowledgment,
conforming to the requirements of this
subsection, of delivery of a copy of an
agreement, shall be presumptive proof, in
any action or proceeding, of such delivery
and that the agreement, when signed, did

not contain any blank spaces as provided
in KRS 371.210 to 371.330 if 1261-12841.
All retail charge agreements executed on or
after January 1, 1963, shall slate the maxi.
mum amount or rate o the time price
differential to be charged and paid pur.
suant thereto. Any such agreement shall
contain substantially the following notice
printed or typed in a size equal to at least
ten point bold type:

"NOTICE TO THE BUYER-DO NOT
SIGN THIS AGREEMENT BEFORE
YOU READ IT OR IF IT CONTAINS
BLANK SPACES. YOU ARE ENTITLED
TO A COPY OF THE AGREEMENT
YOU SIGN." [Comp. at %620.]

(112601

See. 371.300 (contd.). [Monthly state.
meant to buyer-Retail charge agreement)
(2) The seller shall promptly supply the buyer
under the retail charge agreement with a state-
ment as of the end of each monthly period,
which need not be a calendar month, or
other regular period agreed upon in writing
by the seller and the buyer, in which there
is any unpaid balance thereunder, which
statement shall recite the following:

(a) The unpaid balance under the retail
charge agreement at the beginning and at
the end of the period;

(b) Unless otherwise furnished by the
seller to the buyer by sales slip, memoran-
dum, or otherwise, a description or identi-
fication of the goods or servicispurchased
during the period, the cash sale price and
the date of each purchase; -

(c) The payments made by the buyer to
the seller and any other creditS to the buyer
during the period; ..

(d) The amount, if any, oI any time price
diffcrintial for such period; and

(e) A legend to the effect that the buyer
may at any time pay his total unpaid tal-
ance or.any part thereof. (Comp. at 620.)-

[ [1281]

Sec. 371.300 (contd.). (Time price dif.
ferential-Retail charge agreement.] (3)

,-A retail charge agreement may provide for,
and the seller or holder may then, notwith-
standing the provisions of any other law,
charge, collect -nd receive, in addition to the
ca-h price, a.time price differential for th
privilege of paying in installments there-
under. [Comp. at 620.)
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[f 1282]
Sec. 371.310. Assignment of contracts and

agreements. Notwithstanding the provisions
of any other law: (1) An assignee may pun.
chase or acquire or agree to purchase or
acquire any retail installment contract or
retail charge agreement or any indebtedness
unifer either from a seller on such terms
and conditions and for such price as may be
mutually agreed upon;

(2) Filing of the assignment, notice to
the buyer of the assignment and any re-
quirement that the seller be deprived of.
dominion over payments upon a retail in-
stallment contract or retail charge agree-
ment, or over the goods if returned to or
repossessed by the seller, shall not be neces-
sary to the validity of a written assignment
of the retail installment contract or retail
charge agreement or any indebtedness un-
der either as against creditors, subsequent
purchasers, pledgees, mortgagees and lien
claimants of the seller; and

(3) Unless the buyer has notice of the
assignment of his retail installment contract,
retail charge agreement or any indebtedness

Penc

(1289]
Sec. 371.990. Penalties. (1) Any person

who violates any of the provisions of KRS
371,130, or assents to any such violation
shall be fined not less than fifty nor more
than two hundred dollars for each offense.

(2) Any person who shall wilfully and
intentionally violate any provision of KRS
371.210 to 371.330 [11261-1284) shall be
guilty of a misdemeanor and upon con-
Viction shall be punished -by a fine not
exceediAg five hundred dollars or by im-
prisonment for not more than six months,
or both.

(3) Any person who violates any pro-
vision of KRS 371.210 to 371.330 [ 1261-
1284) except as a result of an accidental
or bona fide error shall be barred from
the recovery of any time price differen-

under either, payment therefor made by the
buyer to the holder last known to him shall
be,,binding upon all subsequent holders.
(Corhp. at 1340.]

( 1283]

Sec. 371.320. Prior acts and agreements
of retail buyer do not waive requirements
of KRS 371.210 to 371.330, No act or agree-
ment of the retail buyer before or at the time
of the making of a retail installment con-
tract, retail charge agreement or purchases
thereunder shall constitute a valid waiver
of any of the provisions of KRS 371.210
to 371.330 [ 1261-12841 or of any remedies
granted to the buyer by law. [Comp. at
f 270, 370.1 -

Sec. 371.330. KRS 371.210 to 371.330 do
not affect validity of pre-1963 contracts.
The provisions of KRS 371.210 to 371.330
[K 1261-12841 shall not invalidate or make
unlawful retail installment contracts or re-
tail charge agreements executed prior to
January 1, 1963.

lies

trial, or any delinquency or collection charge
under or in connection with the related re-
tail installment contract or retail charge
agreement; but the holder may nevertheless
recover from the buyer an amount equal to
the cash price of the goods or services and
the cost to the seller or holder of any in-
surance included in the transaction.

-(4) Notwithstanding the provisions of
subsections (2), (3) and (4) of this section,
any failure, other than a wilful and inten-
tional fail-ire, to comply with any provisions
of KRS 371.210 to 371.330 If1261--,284]
may be corrected within ten days after the
holder is notified thereof in writing by
the buyer and, if so corrected, neither the
seller nor the holder is subject to any
penalty under subsections (2), (3) and (4)
of this section. [Comp. at 360.]
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(Additional material from Louisville and vicinity follows:)

STATEMENT OF HoTrEL & RESrAURANT EMPLOYEES & BARTENDERS LOCAL 181,
AFI-CIO

We fully support the requirement of the bill that every consumer credit con.
tract shall disclose the total finance charges being made and shall state such
charges in terms of a simple annual rate on the outstanding unpaid'eredit balance.

This type of legislation is urgently needed on a national basis, we are con.
vinced, although, of course, my testimony will be limited to our experience here
in Louisville. Speaking along this line, may I take the time to say it is the
belief of our union that the distinguished chairman has performed a signal
public service In bringing the truth about lending practices to the attention of
the American public.

Too often, those of us living some distance from Washington feel a certain
remoteness from the public hearings that go on day after day in our Nation's
Capital. Therefore, we feel that you, Senator Douglas, have served our country
well by taking the current hearings on truth in lending away from Waishington
and bringing them to areas that seldom have an opportunity to participate in
this important work of Government.

It gives us pleasure to be able to participate in this hearing. We hope that
our statement will make some small contribution to the record you are building
up in favor of your bill. We are vitally convinced that S. 750, if enacted, will
become a major safeguard in the continuing battle consumers wage to get the
most for their hard-earned money.

A labor union has, as you can well imagine, a very keen interest in the terms
upon which credit is extended to consumers. Union members are among the
most frep4uent users of installment credit. Figures from the AFr-CIO's Re-
search Department in Washington indicate that union members carry more
debt than the population generally . One survey done by the University of
Michigan showed that 65 percent of union members carried installment debt,
compared to 48 percent of other families. The, survey was conducted in 1950,
but I think it is safe to say that the relative spread, if not the exact figures,
remains unchanged.

The bill, as we know, applies to all consumer credit. It is our feeling, based
on our experience here in Louisville, that the bill is most badly needed in the
field of installment credit. We have all seen the type of advertisement that
features a relatively expensive retail item offered on credit terms that seem,
at first glance, too easy to turn down. Yet when such terms are examined,
and their cost is figured in terms of true annual interest, the total cost to the
consumer often turns out to be substantially hiAher than the advertisement
would indicate.

Your hearings have supplied convincing evidence of widespread public con-
fusion about the true cost of credit, and most especially, installment credit. This
ignorance extends through all income and education levels of the population.
The damage Is greatest, of course, to the less fortunate who have far less in the
way of resources to meet their debt obligations and who consequently can often
remain in debt indefinitely.

We think it is high time that all borrowers and buyers on time be let in
on the secret of how much any given credit commitment is going to cost, both in
dollars and cents and in terms of an annual rate.

The main reason why consumers have so little comprehension of what their
credit is costing them Is not hard to find: there is usually no disclosure of the
finance charge in the agreement the individual signs. The borrower simply Is
told the total he is supposed to repay and what his monthly installment is.

Even when a rate is given, there is such a variety offered to the borrower in
terms of percentages that the result can only be confusion. For example, the
rate on a mortgage loan is stated in terms of true annual interest.

The interest paid on a savings or share account in a savings and loan asso-
clation or credit union is stated in terms of true annual Interest. If an individual
chooses to borrow from a bank, however, he is faced with a new type of rate,
stated in terms of a percentage discount on the face amount of the loan.

A quotation of "8 percent discount" sounds like nn Interest rate. But in true
annual interest terms it comes out to something over 16 percent.

A borrower going to his credit union will be to!d the interest rate in terms
of so much percent per month on the unpaid balance. The credit union rate is
fixed by law at no more than 1 percent per month--or 12 percent per year.
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It is well known that department stores charge in the vicinity of 1% percent
per month on the unpaid balance of an installment account. This does not seem
like much of an increase over the charge of 1 percent per month made by a
credit union. However, in terms of annual Interest the rate is 18 percent thus
6 percent higher than the credit union annual rate.

A small loan company also states its charges on a monthly basis. Thus a
borrower is told he need pay only 3 percent per month on his loan. What he
isn't told-but should be told-is that he Is paying a rate of 36 percent for the
use of that money on an annual basis.

The result of the varying types of statements on interest rates Is that people
think the rates are lower than they really are in terms of the annual interest
concept. People also find it very difficult, as a result, to make any kind of
intelligent choice between the various creditors available.

The great merit of S. 750 Is that it will eliminate the confusion over costs In the
consumer credit market. It will provide the individual with a clear understanding
of what costs he is undertaking when he obtains credit, and it will, through
the uniform statement of charges in terms of an annual rate, make it possible
for the consumer to distinguish between the various offers of credit on the basis
of their cost.

For these reasons we fully support S. 750 and urge its passage.

LEXINoTON, Ky., June 25, 1963.
Hon. Senator PAUL H. DOUGLAS,
U.S. Senate, Woehingion, D.O.:

We strongly support your fight for truth In lending bill S. 750. We invite
you and your committee, to hold hearings on the bill in Kentucky.

BLUE GRASS CREDIT UNION CO.,
L. A. PiEPsE, President.

JACK DustRT, Bu.Drp, INC.,
Jefferaon, Ky., August 23, 1963.

Mr. JONATHAN LINDLEY,
Senate Committee on Banking and Currency,
Washington, D.C.

DR MR. 14NDLEY: As another Kentucky businessman, may I sincerely re-
quest your minute and thorough analyzation of the Douglas bill (S. 750) the
so called truth In lending bill, and please, may I go on record as objecting to
said bill most strenously, and I am In accord with the same view as taken and
stated by our Louisville Chamber of Commerce.

Thank you most sincerely for time and interest In this matter as well as many
times in the past, and wishing you continued good health and success..

Warmest regards,
JACK DuRRE'rr, President.

[Louisville Courier-Journal, July 31, 1961

BOrn SIDES To TEsTiFY ON CREDIT

Opponents as well as proponents of a proposed Federal truth-in-lending bill
will testify here August 24 at a U.S. Senate subcommittee bearing on the legisla-
tion.

Senator Paul II. Douglas, Democrat, of Illinois, whose group will hold the
all-day hearing here, said today he (oes not anticipate Issuing subpenas for pros-
pective witnesses. The hearing probably will be in the Federal building.

Douglas said In a telephone interview that his subcommittee on production and
stabilization "wants to hear about cases of lndivldual,3 who have had experiences
in borrowing money or using consumer credit."

WANTS FIRSTHAND DATA

l)ouglas said that two earlier public hearings on the bill conducted In Wash-
ington produced testimony from "representatives of organizations who supplied
second hand stuff, which isn't as good as firsthand information."

I
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le said, "We are inviting opponents as well as the general public to air their
views." The Louisville hearing will be broken down into morning and afternoon
sessions.

It is expensive, Douglas said, "for users of consumer credit and small bor.
rowers to come to Washington to appear before Congress, so we have decided to
go to them."

Douglas' bill would require all lenders or instalhment-plan sellers to tell their
customers in writing the cost of the loan or extension of credit in both dollars
and cents and as an annual simple interest rate.

The truth-in-lending bill has drawn vigorous opposition from business groups
since its introduction In 1900.

(From the Louisville (Ky.) Courfet-Journal, August 10631

CHAMBER OF COMMERcE DiRETOR RAPS COVERAGE OF SENATE hIEARLNG PLANNED
HERE

A director of the Louisville Chamber of Commerce yesterday accused the
Courier-Journal and the Louisville Times of unfairly implying the chamber is
opposed to a Senate subcommittee holding a hearing here on the truth-in-lending
bill.

Lewis M. Benn, manager of the J. C. Penney Co., Inc., here, coupled this
criticism with an attack on the bill itself.

Benn's comments at the monthly meeting of the chamber directors centered
around a letter written by Lewis B. Kerberg, chamber administrative secretary
to Senator Paul 11. Douglas, Democrat, of Illinois.

SCHEDULED AUGUST 24

Douglas heads a subcommittee of the Senate Banking and Currency Com-
mittee, which has scheduled a public hearing on the bill here August 24.

Kerberg's letter of July 24 informed Douglas that the 1962 Kentucky General
Assembly enacted legislation providing for tighter lending rules and a State truth-
in-lending law covering retail operations.

The letter said:
"I would think the committee would prefer to hold the hearings in States

that do not have such legislation.
"The newspaper story quotes you as saying you are bringing the subcommittee

here because of the great interest in credit reform in Kentucky, and we would be
interested in learning how you measure or evaluate this great interest, since we
are unable to detect it here in Kentucky, particularly since passage of the afore-
mentioned State legislation.

ASKS A1OUT REQUESTS

"Additionally, the news story quotes your office as saying 'the group Is coming
to Louisville in response to local requests.' In our inquiries we have been unable
to find out who made such requests. We would appreciate your advising us of
the initiators of such requests."

Douglas' bill would require disclosure of finance charges on loans and install-
ment sales, expressed in simple annual interest before such transactions are
completed.

"There was nothing in Bill's (Kerberg's letter to say we don't want him to come
or that the chamber df commerce is opposed to his coming," Benn said.

But Bean said a headline in Tuesday's Times said "Loan Probe Here Fought
by Chamber of Commerce," a Courier heAdline Wednesday said "Hearing Due
Iere Despite Protest," and a Courier editorial yesterday was headlined "The
Chamber Is Out of Line on the Hearing."

CLAIMS PUBLICITY TRY

"I think it's a sad state of affairs," Bent said. "The whole thing seems to be
an effort to get the wrong publicity for us and good publicity for Douglas, who's
riding a wonderful gravy train of national publicity.

"I wouldn't be surprised if Douglas wanted the bill to fail so he could con-
tinue to ride it," he said.
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Benn also charged that the newspapers "never once" contacted Kerberg or

P the chamber about the letter "and I don't think that's fair."
Kerberg made no comment during the meeting on this point, but later told a

reporter that he had been contacted by the Times the day the existence of the
letter was discovered. He did not add that he was also contacted by a Courier-
Journal reporter.

TERMS P1 All DIFFICULT

Turning to the bill itself, Benn said it would be "almost impossible" for
retailers to compute the annual simple interest on open-end and revolving credit
plans, and then report this to the customer monthly, as the bill would require.

lie said this would involve a complication of doing business similar to regula.
tons set up by the newspapers here to be followed by advertisers.

"It would seem that the simplest thing In the world to do would be to buy
space in the newspaper," Benn said.

Yet he said the Courier-Journal and Times require advertisers to follow 24
pages of regulations that include such things as extra charges for last-minute
changes in ad copy.

BRINGS UP DISCOUNT

Benn said he was not criticizing the papers for having such regulations. He
said he cited them as problems peculiar to the newspaper business, Just as stat-
ing simple annual interest would be a problem peculiar to retailers.

Benn also said the newspapers, through their 10 percent discount for cash
payment of classified ad charges, actually are charging 520 percent annual
interest to a person who buys an ad a week for a year and doesn't pay cash.

Another chamber director, Merle E. Robertson, president and chairman of the
board of Liberty National Bank & Trust Co., also opposed the bill.

IHe said bankers "find no fault with the Douglas bill except you can't do it."
le said a team of mathematicians recently tried to figure out how to comply
with the bill and each expert came up with a different answer.

Both Robertson and Benn called on the newspapers to educate the people on
the other side of the question.

The only other director to speak on the point was L. Eugene Johnson, chamber
president and president of Blue Boar Cafeteria Co., Inc.

Johnson said nowhere did the minutes show the chamber was on rc,-ord as
approving or disapproving the Douglas bill.

Benn corrected him to say that the chamber last April 11 did go on record as
opposing the bill, "but that still doesn't mean -,'re fighting Douglas' cominghere."

(From the Louisville (Ky.) Times, Aug. 6. 19631

LOAN PROBE HERE FOUGHT BY CHAMBER OF COMMERCE

(By Dick Berger)

The Louisville Chamber of Commerce has suggested to Senator Paul H. Doug-
las, Democrat, of Illinois, that his public hearing on a truth-in-lending bill
planned for Louisville on August 24 be held somewhere else.

In addition, the chamber in a letter dated July 20, said that it would like
to present a number of witnesses at the hearing, if it is definitely going to be
held.

Douglas announced last month that his subcommittee of the Senate Banking
and Currency Committee would be here to get grassroots sentiment on the
Senator's bill now pending in Congress.

The letter to Douglas was signed by Lewis B. Kerberg, the Louisville chamber's
administrative secretary.

Kerberg said today the group has not yet heard from Douglas.
Kerberg said the chamber "some time ago" took a "position of opposition" to

Douglas' bill which would require lenders and installment sellers to reveal the
cost of making loans and selling on time In both dollars and cents and as an an-
nual simple interest rate.

Kerberg said "a good many members of the chamber have let us know they
want to testify and be heard."

He said a special meeting of such members has been called for 9 a.m. Monday
in the Roof Garden of the Brown I1otel.

23-90 O0-64--pt 2--14
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At the meeting, Kerberg said, members of the chamber who wish to protest
against the bill will coordinate their proposed statements.

Kerberg, in his letter to Douglas, said the Kentucky legislature in 1962
"enacted legislation providing for tigbter lending rules and a State truth-in.
lending law covering retail operations."

(The law, he vever, did not provide for expressing the cost as a simple annual
interest rate, tile main point of dispute about Douglas' bill.)

Kerberg wrote the Senator, "I would think the committee would prefer to
hold the hearings in States that do not have such legislation."

LOCAL ATtENTION NOTED

Kerberg also noted that Douglas was quoted as saying he is bringing the sub-
committee here because "of the great interest in credit reforms In Kentucky."

lie said the chamber "would be Interested in learning how you measure or
evaluate this great interest, since we are unable to detect it here In Kentucky."

Kerberg also wrote that Dougas' announcement of the visit here said: 'The
group is coming to Louisville in response to local requests."

REQUEST SOURCE ASKED

The Loulsvillian continued : "In our Inquiries we are unable to find out who
made such requests. We would appreciate your advising us of the initiators
of such requests."

[From the Loc:iville (Ky.) Courter-Journal, Aug. 7, 19631

REARING )UEI HERE 1)E.PITE PROTEST

The Senate Banking and Currency Committee said yesterday In Washington
public hearings on a truth-in-lending bill will be held in Louisville despite a pro-
test by the Louisville Chamber of Commerce.

A committee spokesman said hearings were scheduled here because ;of interest
expressed by Kentuckians In the proposed legislation.

The spokesiuian also said Louisville was selected because of recently passed
Kentucky legislation stiffening lending laws. The Kentucky law, however, does
not Include a provision for a simple listing of the nnmml Interest rate on loans,
a key provision of the proposed Federal law.

DOUGLAS TO HEAD UNIT

The hearings will be held by a suxommittee headed by Senator Paul 11.
Douglas, Democrat, of Illinois.

The Louisville chamber disclosed its opposition In a letter to Senator Douglas,
made public yesterday.

Louis 13. Kerberg, the chamber's administrative secretary, said in his letter,
"I would think the vonnuittee would prefer to hold the hearings In States that
do not have such legislation."

lie added, however, that If the hearings are going to be held here, many
chamber members want to testify.

The chamber has gone on record as being opssed to credit reform.

(From the Louisville (Ky.) Times, Aug. 7, 19631

LETTERS TO TMnE EDITOR

TRUTH IN LENDING
To the EDITOR:

Although my finn 1 a member of the chamber of commerce, I take exception to
the letter sent to Senator )ouglas about holding a iulic hearing in Louisville
for the truth-In-lending bill. The chamber will not admit it, but what It has imo-
litely said to the Senator is that he should stay away.

The consumer will not like this attitude and will look upon merchants with
even more suspicion. The legitimate businessman has nothing to hide. Regard
for the customer should have first consideration.
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Buying on credit is not always wise, but I feel there are times anyone might
bave to.

All retailers should let their customers know exactly what they are paying for
credit in a truthful manner.

BARRY GORDON, Manager.

[From the Louisville (Ky.) Courier-lournal, Aug. 8, 1969)

AIK CALLS SESSiON To PLAN LOAN TESTIMONY

Associated Industries of Kentucky has called a meeting Monday to plan Ken-
tucky testimony to be presented at a hearing here August 24 by the Senate Bank-
ing and Currency Committee on the "truth-in-lending" bill now before Congres.;.

James 0. Mlchaux, of the legal staff of Federated Stores in Cincinnati, will
discuss the evolution of the bill and what type of testimony is needed from busi-
ness interests. The meeting will be at 9 a.m. in the Brown Hotel Roof Garden.

The AIK announcement said the meeting is open to all who have an interest
in the bill, including retail merchants, banks, savings and loan associations, auto-
mobile dealers, and credit managers,

[From the Louisville (Ky.) Courier-Journal, Aug. 8, 19681

THE CHAMBER Is OUT oF LINE ON THE HEARING

A letter from a spokesman for the Louisville Chamber of Commerce telling
a Senate subcommittee, in effect, that it has no business holding a public hearing
here and should go elsewhere was presumptuous and in bad taste. It was di-
rected to a subcommittee of the Senate Banking and Currency Committee, which
is to meet here August 24. Its purpose is to sound out grassroots sentiment on
a truth-in-lending bill sponsored by Senator Paul Douglas, who is chairman of
the subcommittee. The bill would require lenders and installment sellers to
reveal the cost of making loans and selling on time .in both dollars and cents
and as an annual simple interest rate.

The Louisville chamber is on record in opposition to the proposed legislation,
which, of course, is its privilege. It will have an opportunity to make its posi-
tion clear at the public hearing. Lewis Kerberg, administrative secretary for
the chamber, would have not been open to criticism had be confined himself to
telling the subcommittee the chamber intended to present witnesses in opposi-
tion to the legislation at the public hearing.

Instead, he said the chamber saw no reason for the subcommittee to hold a hear-
ing here at all since Kentucky in 1962 passed legislation tightening controls over
credit practices. He also quarreled with Senator Douglas' statement that one
reason te subcommittee wanted to meet here is because of "the great interest
In credit reforms in Kentucky." Mr. Kerberg wrote the Senator that the chamber
"I ould be interested in learning how you measure or evaluate this great interest,
since we are unable to detect it here in Kentucky * * 0."

We don't know how Mr. Kerberg and those he speaks for define "Interest" but
It is extremely doubtful that the legislation enacted in 1962 would have seen the
light of day if no one was interested in credit reforms. It Is disingenuous, how-
ever, to imply that the passage of the legislation solved the problem. The law
does not require expressing the cost of credit as a simple annual Interest rate,
which Is the main point of the Douglas bill pending before Congress.

Another example of local interest in curbing credit abuses came last fall when
the Louisville Board of Aldermen adopted an ordinance designed to regulate
debt adjustment firms. But there is no State law regulating debt adjusters
in the sense that banks and loan companies are regulated-despite evidence of
widespread abuses on the part of some debt adjustment firms.

The chamber to the contrary, the record suggests that there is interest here
in credit reforms and that there is room for them. In any event, Senator Douglas'
group is only attempting to sound out opinion on the subject, which is a legitimate
function of a congressional committee considering legislation.
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[From the Louisville (Ky.) Times, Aug. 9, 19631

Bor.owERs HAVE A RIGHT To KNow

Senator Paul I. Douglas of Illinois favors a Federal truth-in-lending law.
So does the Louisville Times. The Louisville Chamber of Commerce opposes it.
The chamber has suggested that Senator Douglas take his public hearing on the
question somewhere else, or-falling that-it has requested an opportunity to
supply witnesses to oppose the proposed bill.

As chairman of the subcommittee of the Senate Banking and Currency Corn.
mittee studying the truth-in-lending proposal, Senator Douglas has announced
that the hearing will go on as scheduled in Louisville August 24, but that
"opponents will have equal time with the proponents."

That is fair enough.
Last year the Kentucky General Assembly passed one version of the truth-in.

lending law after Louisville Times Reporter Dick Berger uncovered some horri-
ble examples of borrowers being victimized by creditors. The Kentucky statute
is called the installment sales contract law and exempts from its requirements
only those time purchases for commercial, industrial, and agricultural uses and
automobile sales. The latter were already covered by law.

The Kentucky law does not set interest rates but does set maximum charges.
It does require that buyers be given contracts on all time sales before the trans-
actions are completed, and that each contract must state the cash sale price,
downpayment or trade-in allowance, net unpaid balance, interest charged in dol.
lars and cents, the number and amount of payments, and other information.

This is substantial protection. It is not all that the Kentucky Credit Union
League had hoped to have enacted Into law. The league had hoped to have
interest charges expressed in simple annual interest percentage as well as in
dollars and cents.

The bill being proposed by Senator Douglas would require that people who
buy merchandise on time or who borrow money be told how much they are pay-
ing for credit in simple annual interest. If the chamber of commerce spokes-
men for the opposition are able to produce convincing evidence that this is Im-
practical, it may be found that an acceptable formula can be found in something
similar to Kentucky's law-which was a retail merchants' substitute for the
original proposal here.

At any rate, Senator Douglas has promised both sides an impartial hearing.
and we hope it produces information that will hell) Congress decide in favor of
informing the buyer or borrower exactly what credit costs he incurs when he
signs a contract.

[From the Louisville Times, Aug. 19, 1903)

INTEREST Is NOr So SIMPLE ANY MORE: PROS AND CoNs LINE UP FOR TRUTHI-IN-
LENDING PROBE

(By Dick Berger)

Nearly everyone today is buying something on time or borrowing money, but
hardly anyone knows just what this privilege costs.

This lack of awareness lies behind much of the controversy over a proposed
truth-in-lending law now before Congress. A Senate subcommittee will hold
a hearing on the bill here Saturday.

The law would not put limits on how much interest a lender or seller-on-credit
could charge. #

It would simply require lenders and credit sellers to tell the borrower, in plain
terms, what the credit is costing.

It would require that the credit charge be expressed in dollars and cents and
in simple annual interest.

The rub comes over stating the interest rate.

SOME CALLED IMPRACTICAL

Lenders and credit merchants are convinced that if people knew the rate of
interest they had to pay, they'd do less borrowing and less buying on time,
thereby hurting business.
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They also say it's mathematically impossible to compute the simple annual

interest on some types of credit extensions--principally on revolving charge ac-
counts and open-end accouhts.

Interest is something few people understand.
Take the man who borrows $100 from his bank and pays it back in equal

monthly installments over 1 year. If his credit charge was $0, he probably
thinks he's paying 6 percent interest

lie isn't. He's paying a shade under 12 percent.,
This is because the average amount he owes over the course of the year was

$50, since the debt Is whittled down as the year progresses.
In other words, the 0 percent was figured on the whole $100, but at the end of

about 6 months he had already paid back $50. Actual interest Is computed on
the average amount of debt over the period of the loan, not the initial debt.

Twelve percent is about the lowest annual rate of interest the consumer pays
for loans from commercial lenders these days, outside of real estate loans.

Business loans from commercial lenders, however, generally still are 6 percent,
because businessmen usually can offer lenders excellent security.

The businessman-borrower normally repays such loans in a lump sum at the
end of the loan's term, and not. in Installments.

Interest rates on real estate loans are geiturally actually about 6 percent a
year. Interest on these loans is computed on the unpaid balance, not on the
total amount of the loan.

SOME "FOR INSTANCES" FOR KENTUCKY BORROWERS

Here are some examples of what the bill, if it were to become law, would
mean to Kentuckians, Illustrated by using credit rates now commonly in use
throughout the State and within legal limits:

If Mr. A wanted to finance for 36 months through an auto dealer the
$2,000 due on his new car, the dealer would be required to tell the customer
that the finance charge would be $400 (if this was the amount to be charged).
and the interest rate would be 15 percent a year.

If Mr. B went to a small loan company and wanted to borrow $800 for
2 years, and pay it back in equal monthly installments, the lender would
have to say the finance cost would be $238.96, and the interest rate would
be Just above 28 percent per year.

If Mrs. C opened a revolving charge account-to which she could add
new credit purchases while making monthly payments on her balance-and
the finance charge was 1% percent a month, the store would have to tell
her that the rate was actually 18 percent a year on the unpaid- balance.

Whether the consumer would behave any differently if he knew the interest
he was paying Is problematical. People obviously are willing to pay the dollar
difference Involved in buying now and paying later.

One reason for this Is the 6-percent myth. Most consumers apparently feel this
is the amount of interest generally charged.

This matter was discussed last year In testimony taken In Washington by the
subcommittee which is coming here.

FEDERAL AID OrME BOTH SIDES OF CASE

Appearing in favor of the bill was former Under Secretary of Commerce Edward
Gudeman, who knows the problem from both the side or the consumer and the
vantage point of the seller on credit.

Gudeman, before holding the Government post, was for 7 years one of the
top vice presidents of one of the Nation's largest department store chains. In
his Job in private industry he was responsible for instituting the company's
revolving charge account plan-one of the many 18-percent types.

Gudenian traced the 6-percent interest rate back to medieval church doctrine,
which suggested that the maximum interest on loans to consumers ought to be
that figure.

With the advent of the 20th century the installment plan made its appearance,
and merchants began to compute the 6-percent rate on the whole amount of the
transaction. With payments made in equal installments, the actual rate there-
fore doubled.

Gudeman testified:
"Lenders and merchants are oppoed to the simple annual rate disclosure

because they fear the reaction of their customers who would now be fully iwr re
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that the annual rate on anay type of nonmortgage credit will usually be in excess of
6 percent-the mythical fair credit price.

"Obviously, the idea of a 6-percent credit charge is a myth under the conditions
applying to a modern installment credit system and this requires explanation to
thepublic * * *."

The Senate subcommittee which will hold the daylong public hearing on the
bill Saturday in the Federal building, Is headed by Senator Paul H. Douglas,
Democrat, of Illinois, a former economics professor.

The proposal has yet to budge out of Douglas' subcommittee, much less reach
the Senate floor.

Testimony for and against the bill, taken in Washington hearings in 1960, 1961,
and 1962, fills more than 2,000 pages.

Douglas announced a year and a half ago his intention to hold a public hearing
in Louisville. His announcement came after a series of stories in the Louisville
Times which outlined numerous consumer-loan abuses.

Shortly after that, the Kentucky General Assembly enacted legislation tighten-
ing some lending laws and also new laws covering installment purchases,

The new lending laws covered only industrial loan company operations, not
loans by banks, small loan companies, or other commercial lenders.

The installment purchase law requires credit merchant to disclose the dollar
costs of financing, but not the interest rate.

BUSINESSMEN PRESENT FOUR-POINT ARGUMENT

Four main arguments are used by the Vusiness groups which have voiced
opposition to the bill:

People already know what they are paying in dollars and cents for loans
and credit, so there is no need for the bill.

Even if there really is a need for such legislation, it should be enacted on
the State level, not on the Federal level.

The requirement of disclosure of the true interest rate i too difficult for
merchants to comply with, and it is too costly and time consuming to make
such computations.

American business is a free enterprise system, and the Government s',)uld
not brig into being just another Federal regulation. €

'

BACKERS OF MEASURE SUMMARIZE CASE

The arguments made by Douglas and the bill's supporters fall mainly into these
categories:

Disclosure of the dollar cost and the interest or finance rate would let the
consumer compare accurately the costs of various credit plans, and thus
let him shop for credit in an informed manner as he does for other items in
the family budget.

Consumer credit has soared in a buying and borrowing explosion that has
quadrupled since 1945 and today finds the consumer paying $15 billion a year
for interest and credit charges on an outstanding total debt of $230 billion.
Of the total, more than $48 billion is in installment debt, $15 billion in non-
installment debt, and $168 billion in home-mortgage debt.

The number of personal (family) bankruptcies has skyrocketed along with
the credit boom, and is more than double now than the bankruptcy rate dur-
ing the great depression of the 1930's.

The bill would help stabilize the economy, invigorate business competition,
and eliminate the possibility of deception from a major part of tho economy.

(From the Courier-Journal, Louisville, Ky., Aug. 24, 10631

SENATE GROUP To GET VIEWS ON LOAN BILL

FOES OF MEASURE CLAIM IT WOULD IMPAIR CREDIT OF TEACHERS AND FARMERS

(By George Gill)

Two major opponents of the Federal "truth-in-lending" bill will tell a Senate
subcommittee here today that the bill would force the majority of retailers out
of the credit business and would "seriously impair" teacher and farmer credit
in Kentucky.
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And proponents of the bill will declare that It would clear up "tble. fog that
shrouds too many credit transactions today" and would be a "savior" to the
common man.

The hearing, first of its kind here, will open at 10 a.m., in room 214 of the
Federal Building and is expected to last up to 6 or 7 hours.

DOUOLAS TO PRESIDE

Presiding will be Senator Paul H. Douglas, Democrat, of Illinois, author of the
bill and head of the Production and Stabilization Subcommittee of the Senate
Committee on Banking and Currency.

Sitting with Douglas will be two opponents of the bill, Senators Wallace F.
Bennett, Republican, of Utah and Milward L. Simpson, Republican, of Wyoming.

The subcommittee has held similar hearings in New York and Pittsburgh.
The "truth-in-lending" bill would require disclosure of finance charges on

loans and installment sales, stated in both dollars and cents and in simple an-
nual percentage rates on the unpaid balance.

Based on prepared testimony that could be obtained yesterday, some of the
arguments to be presented today ar- listed below.

TO OPPOSE BILL

Robert E.. Hatton, general counsel for the Kentucky Bankers Association, will
oppose the bill in behalf of the association, arguing that it would "seriously
impair teacher and farmer credit in Kentucky."

Hatton says special borrowing plans have been worked out for both groups-
for teachers so that no payments are due during vacation months and for farm-
ers so that the larger payments are due when income is available, from seasonal
crop sales.

Because of these variations, Hatton says, the computations of simple, annual
interest required by the bill are "beyond the ability of the average banker to
compute.

"If the bill becomes law," he argues, "the small banker in Kentucky, the
schoolteacher, and the farmer, and other small borrowers having special prob-
lems will be penalized because the small banker, being unable to make the
computation, may not make the loan.

"The average borrower understands dollars and cents, but I do not believe
that he understands these involved percentages.

"To attempt to equate finance charges in terms of simple annual rates is like
trying to find a common denominator for apples, eggs, meat, and fish."

WANT IT SEPARATE

The bankersassoclation, Hatton's testimony says, also opposes the bill because
regulation of lenders and sellers should be handled separately.

Also, he argues, many current banking practices, such as notes with no
fixed maturity date, would become illegal under the bill.

Mortgage loans also would suffer, Hatton says, because they traditionally are
figured in simple annual rates. In dollars, he says, the 5'A percent interest on
a 30-year, $10,000 mortgage would be $10,429.

"To suddenly require the disclosure of the dollar amount of finance charges
might well have a depressing effect upon the real estate market," he says.

John E. Masterson, treasurer of Stewart Dry Goods Co., will represent the
Louisville Retail Merchants Association in opposing the bill.

HED EXPENSIVE

Masteraon's prepared testimony says the association supports the full dis-
closure of service charges to customers and that Kentucky law already requires
the seller to state in dollars and cents the cost of installment sales.

But, he says, to convert charges to annual and monthly interest rates is so
expensive "that it would force the majority of retail merchants out of the credit-
Installment business."

The alternative, he declared, would be to bury service charges in the retail
price.

"This would then penalize the cash customer by not allowing him to take ad-
vantage of the lowest possible retail price," he says.
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On the affirmative sie, Mrs. Nancy Von Bokern, international representative
for the Retail Clerks International Association, says the bill "will be a useful
instrument in clearing up the fog that shrouds too many credit transactions today.

"It will not perform miracles," she says. "Persons choosing to take on debt
in excess of their ability to repay will still be able to do so.

"But it is my feeling that the bill will help a vast number of people who take
on the burdensome obligations of installment contracts unaware of what credit
is costing them."

INTRIOACY DENIED

Mrs. Von Bokern said that the bill requires nothing any more complicated than
required by present types of credit transactions.

"If a clerk has been handling installment-sales contracts, he can easily learn
to comply with the bill's provisions," she says. "As a corollary, if the merchant
would spend as much time explaining the bill's requirements as he ordinarily
does explaining his sales contracts, then I'm sure our clerks would experience
no trouble."

State Senator Tom Raney says in prepared testimony that a truth-in-lending
bill must be passed on the Federal level because State legislatures are too over-
burdened with other bills to give the matter the attention it deserves.

He cited a bill he cosponsored in the 1962 general assembly that would have
required that true annual interest be stated.

DIDN'T HAVE CLAUSE

"Our bill, unfortunately, did not pass," he says. "Nor am I at all optimistic
about its chances in future legislative sessions. The pressure of time and the
burden of the many bills will prove too much to overcome. * *."I

The bill that did pass, Raney says, did not contain the annual-interest re-
quirement.

"This bill also bore the label of a truth-in-lending measure, but it was in fact
a retail credit sales law."

Testimony of Kenneth Marin, Grand Rapids, Mich., who represents the Michi-
gan Credit Union League, says the Douglas bill would be a "savior" to the "little
men."

He argues it would give the common man a yardstick with which to shop for
the most advantageous credit plan available.

(From the Louisville Times. Louisville, Aug. 24, 19631

SENATORS CONDUCT PROBE: LOUISVILLIANs ARGUE BOTH SD1)8 AT TRUTH-IN-
LENDING HEARING

(By Dick Berger)

Most of Louisville's personal bankruptcies involves people who, "are easy prey
to persons exploiting them through sharp bitsiness practices," the U.S. referee
in bankruptcy here said today.

He testified here before three U.S. Senators who heard pro and con opinions
and evidence on a truth-in-lending bill.

The referee, S. W. Kellerman, Jr., was one of the leadoff witnesses before a
U.S. Senate subcommittee in the first public hearing of its kind ever held here.

Kellerman testified that passage of the proposed bill can only help merchants
"in carrying on a repiltable business."

He said, "Only those already exploiting the weak and the ignorant can be
heard to cry" about the bill. "

The subcommittee's hearings--held In the Federal Building-are on the bill.
sponsored by Senator Paul H. Douglas, Democrat. of Illinois.

Douglas' bill would require all lenders and retail Installment sellers to dis-
close to borrowers or buyers the credit charges they are paying.

The disclosure would have to be both in dollars and cents and in percentage
as a simple annual rate.

OTHERS CRITICIZE MEASURE

Two of the opposition witnesses who testified against the bill saw things
differently from Kellerman, who endorsed it.
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Robert E. Hatton, a Louisville attorney and general counsel for the Kentucky
Bankers Association, said that many lenders cannot compute annual rates as
the law would require. He said the bill is unworkable.

Jack Masterson, treasurer of Stewart. Dry Goods Co., appeared -on behalf of
the Loulsville Merchants Association. He said the cost of computing credit
rates in percentages would force most Louisville businessmen out of the In-
stallment business.

Senator Douglas, a former professor of economics, arrived with two other
subcommittee members last night from a public hearing conducted yesterday
in Pittsburgh.

The other members are Senator Wallace F. Bennett. Republican, of Utah, a
former president of the Niational Association of Manufacturers; and Senator
Milward L. Simpson, Republican, of Wyoming, a lawyer and former Wyoming
Governor. Both men are out ,pokenly opposed t the bill.

The two Republicans and Douglas were at odds here within minutes after their
airplane landed at Standiford Field.

About 50 men, women, and children, representing local labor unions, were
on hand.

The unionists carried placards saying: "Does the Truth Hurt?" "Help the
Little Man," and "Senator Douglas, Keep It Up." One little girl, about 6, held
a sign reading "Help My Daddy Know the Truth."

Douglas, chuckling, posed with the sign bearers for news photographers. His
first comment was, "If the Lord be with us, who can be against us?"

DEOLXN PIOTURN REQUEST

Bennett and Simpson pushed through the crowd unnoticed.
Before leaving the airport they were asked by a reporter to pose for a picture

with Douglas. Both declined. Bennett said the demonstration was "contrived
and artificial."

At an airport press conference later, Douglas said he had reviewed the Ken-
tucky credit situation.

He said he was "surprised to learn that Kentucky Is one of the few States still
lacking controls over credit charges which retail merchants make."

He said this is a matter that States should have laws on. His bill, he said,
does not set rates; it requires their disclosure.

Prepared statements of 10 witnesses who favor the bill were made available
to the press in advance of the hearing.

Spokesmen for those opposing the bill were asked to furnish the statements of
their witnesses. They supplied only the advance statements of 11atton and
Masterson.

Bankruptcy Referee Kellerman said be has "personally handled a total of
approximately 6,800 bankruptcy cases" either as referee or trustee in bankruptcy
here In the last 12 years.

In 1950, he said, 214 cases were filed here. This year there probably will be
2,300-a record.

He said 60 percent of all bankrupts here are either unskilled or semiskilled
workers. Sixty percent lack a completed high school education, and many have
nly attended the fourth grade or less.
These bankrupts, he said, are easy prey for exploitation and need the protec-

don of law.
Kellerman said he favors a Federal truth-in-lending bill because "the Board.

f Aldermen of the City of Louisville has failed to enact a truth-in-lending
ordinance." So has the Kentucky General Assembly failed to pass such a law,
be said.

Debtors, he said, do not know what they are paying for loans or for installment
Yarchases.

His court records show, he said, that "even though the Interest charges are
rentedd in the (promissory) note which the debtor signs, the language is so eva-
dve that even an educated person will have great difficulty in ascertaining the
:rue interest rate."

OBJECTIONS SPELLED OUT

One of the leading opposition witnesses to the bill was Hatton, the Btate
nkers association counsel.
In his prepared statement, Hatton said the banking group "strongly favors
e objective of full disclostire of the dollar amount of finance charges in con-
tion with the extension of consufter credit."
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He said Kentucky laws require this In five fields of lending or extending
credit--on consumer bank loans, installment auto sales, small-loan companies.
industrial-loan companies, and on retail installment sales.

Hatton said the KBA, however, opposes "the enactment of any Federal legisla-
tion in this field" because:

It is unnecessary and "will seriously impair teacher and farmer credit
In Kentucky."

The Douglas bill "is objectionable" because it lumps together "the regula-
tion of lenders and sellers of goods."

The requirement that charges be expressed in terms of simple annual rate
"is unworkable in the case of many loans and does not benefit the borrower."

The usual and "current banking practices would become unworkable or
require substantial change."

Penalties in the bill (up to a $5,000 fine or a year In jail or both for willful
violation) "appear unduly severe."

Hatton said the simple annual rate requirement would "penalize the honest
lenders" while doing "nothln!- to control the unscrupulous and dishonest who
prey on the unwary, careless, ignorant, and uneducated."

SAYS EXPERTS DIFFERED

He said he had asked four experts to try to compute the simple annual interest
rate on three typical loans, and each gave him different answers.

Hatton said the proposed law would put "lenders at a disadvantage with
sellers" because sellers "can vary the so-called cash price * * and can in
effect conceal actual or true cost of credit."

Another proponent of the bill was former State Senator Tom Raney, who
resigned last June. He was the coauthor of a truth-in-lending bill which was
introduced in the 1962 legislature, but did not pass.

He urged passage of the Douglas bill in his statement, saying he wanted "to
convey to you my belief that this vital legislation cannot be enacted at the
State level."

REPORTS PRESSURE

Raney said his bill received "more than normal pressure (which was) brought
to bear by the opponents *."

He said a substitute bill was introduced and was enacted. It was sponsored
by the Retail Merchnnts Division of the Louisville Chamber of Commerce.

This bill, now law, he said "legalized many service charges and refinance
charges" now in use. The law, Raney said,. "was far from being one to benefit
consumers. It in fact heavily favored creditors."

Another major opponent was 'Masterson, who not only appeared in behalf of
the Louisville Retail Merchants Association, but also testified as a member of the
Kentucky Retail Merchants Association.

Masterson said in his statement that his group studied the bill which the
legislature passed and "concluded that it was the most effective means of curing
whatever malpractices might exist in the retail Industry."

CITES PRESENT MEASURE

He said the present law does provide full disclosure of finance charges to the
purchaser.

Speaking for the retail merchants, Masterson said, "We fully support the full
disclosure of the service charge (in dollars, not as a simple annual rate) to the
customer doing business on an installment credit basis."

Masterson said that the expenses of computing credit rates In percentages would
be so prohibitive that it would force thp majority of retail merchants out of the
credit Installment business."

He said the "entire concept" of the Douglas bill appears to be "designed with
the thought that adequate (price) comparisons cannot be made under our present
system."

This, he said, "is an untrue assumption which bur business community feels
leads to unjustified discredit of the general business integrity."

CONSUMER TELLS STORY

Another witness for the bill was Hugh Strong, a Loulsvillian who said that
last spring he paid a credit rate of 164 percent a year on a furniture purchase.



TRUTH IN LENDING-1OG8 895

Strong, in his prepared statement, told this story:
Last December he bought $143 worth of furniture from the Bell Furniture Co.

He.paid $10 down and owed a balance of $133. He made the first $9 monthly pay-
ment in January to the furniture company.

In February he got a letter from the Century Discount Co. saying that the
note and mortgage he had given to the furniture company had been bought by the
discount company.

S FIoUREs OUT INTEREST RATE

The discount company said he owed $180.24 payable in 24 payments of $7.51
a month. He checked with his lawyer and found that he apparently had signedd
some papers allowing them to do this."

The discount "company called me on the phone and demanded the payment.
They threatened to garnishee my wages * * * so I paid the bill which they
said totaled $153.83 including a rebate of $26.41."

Since then, Strong said, he has "found out that the cost of the credit charges
amounted to 164 percent since I paid $162.83 for $133 of furniture for less than
3 months."

He said he hoped "that this law will be passed so other people won't fall into
this kind of trap."

Another witness testifying for the bill was Edward S. Bonnie, an attorney, a
director of the Louisville Legal Aid Society, and a former president of the
group.

Bonnie, who noted that he was speaking only for himself, said the legal aid
group from 1958 through 1962 handled 16,726 cases involving wage earning
debtors.

The legal work involving Louisville's poor debtors, he said, "was running almost
double the national average" during that 5-year span.

CRITICIZES STATE'S LAW

Bonnie said Kentucky's "antiquated" garnishment law "makes the collection by
garnishment of wages extremely easy, and a crushing burden on the debtor."

He said the Kentucky laws covering auto installment sales and retail Install-
ment sales are good statutes.

But, he said, both laws "still do not require enough information * to fully
protect the credit buyer."

He said Louisville buyers have "neither the knowledge nor the financial re-
sources to argue extensively" with their creditors.

Another witness for the bill was Mrs. Nancy Von Bokern of LOuisville. She
is local representative for the Retail Clerks International Assoiation.

She said the members of her union are the people who handle the writing up
of installment credit sales. The clerks, she said, despite earlier testimony,
would not have any trouble computing simple annual credit rates if the bill
is enacted.

Mrs. Von Bokern added:
'"Today's consumer, without the benefit of clear and honest disclosure of credit

costs, is already courageous enough to carry the economy of Louisville along on
his shoulders; think what he would do If he were permitted to know fully the
cost of credit he is paying."

LABOR AID FAVORS PLAN

Also testifying for the bill was Eugene F. Land, president of both the Greater
Louisville Central Labor Council and Jefferson County Committee on Political
Education.

ie said the labor council feels "the bill will help the economy of Louisville and
the rest of the Nation * * *."

Land asked, "Why should anyone object to the truth revealed in the cost of
credit expressed in terms of a simple annual rate?"

Also testifying for the bill was John S. Chambers, executive director of the
Kentucky Council of Churches.

"This particular kind of legislation Is both morally right and economically
sound," he dald. Such a law, he said, "will aid a large number of people and
Injure none."
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TEAoHER FOR BILL

Other witnesses appearing for the bill included:
Patrick Kirwan, an English teacher at Atherton High School. lie had pre-

pared a chart showing simple annual rates charged on installment sales under.
two credit plans used by Sears, Roebuck & Co. tils chart showed that the rates
ranged upward from 18 percent a year.

Kenneth Marin, Grand Rapids, Mich.. chairman of the department of economics
at Aquinas College and a representative of the Credit Union National Associa.
tion. He said his group has devised an economical slide rule which any person
can use to determine Interest rates.

(From the Courier-Journal, Louisville, Aug. 25. 10631

BUT IT'S "INTEREST-INO"* LOAN-BILL HEARING NOISY

By James Driscoll

A shouted argument between Illinois Senator Paul H. Doulnls and a repre-
sentative of the Louisville Retail Merchants Association highlighted yesterday's
hearing here on a proposed "truth-in-lending" bill.

Democrat Douglas and two Republican Senators. Wallace F. Bennett, of Utah,
and Mltward r,. Simpson, of Wyoming, conducted the hearing. Thirteen wit.
nesses appeared during the day-long session.

The argument was between Douglas and John E. Masterson, treasurer of
Stewart Dry Goods Co., who was representing the merchants association. It wasover whether It is possible to state the simple annual interest rate for so-called
revolving credit accounts in stores.

"NO TIME FACTOR"

Masterson said it is impossible to include the rate in monthly statements to
customers because "there is no time factor involved in the rate."

He said the rate would vary from customer to customer because billing dates I
vary according to the first letter of the last name of a customer.

Douglas disagreed, saying that the annual rate could be expressed simply as
12 times the monthly rate. In most cases the monthly rate or service charge
is 1% percent, so the yearly rate would be 18 percent, Douglas said.

Masterson replied that this would place retail stores in an unfair competitive
position.

"Where's the justice in forcing us to state 18 percent when the credit union
can state 12 percent? We're not in the money-lending business," Masterson
said.

LO, THE WOMEN

He added that "no one, not the Federal Government or anyone else, can control
the female shopper." She may buy a coat on a "90-days-cash" basis, then later
switch it to a charge account, Masterson said. This makes it impossible to send
her a true statement of annual interest rate, he said.

Douglas said he wasn't trying to control the female shopper, just inform hei.
Douglas said he is "ready to confer with the retail merchants of the State and

the Nation to iron out details and language of the bill."
Sharp words also developed betvieen Senator Bennett and Kenneth Marin,

Grand Rapids, Mieh., an economics professor and representative of the Michig n
Credit Union League.

GIVEN PROBLEM

Matin showed the "Little Man's Instant Rate Computer," a device he said now
is used by many credit unions to figure loan charges and payments. He said
it was easy to use.

Bennett asked him to work out a credit problem involving an item priced at
$169.95, a carrying charge of $17.05, and payments of $11 a month. How many
months would it take to pay off the bill, Bennett asked?

Manri replied that the problem was a "stacked deck," and that the cardboard
computer was designed to meet only the needs of credit unions, lie said credit
unions could not legally make such a transaction.
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Later Robert E. Htatton, general counsel of the Kentucky Bankers Association
which opposes the bill, underwent persistent questioning by Douglas.

Iatton said that the bill's requirement to state a simple annual interest rate
would be impossible to figure it a "skip-payment" loan for farmers or teachers
who do not have income every month.

After some byplay about the Little Man's Computer, Douglas gave Hatton a set
of tables which he said gave answers for such loan problems.

GOT AUTOGRAPH

Ilatton then asked Douglas to autograph a Little Man's Computer and give it
to him, which he did.

Douglas pressed Hatton on why he approved stating the annual interest rate
for long-term mortgage loans, but not the dollars and cents cost, and at the same
time approved the opposite procedure for short-term consumer loans.

Hatton said it was traditional to give the interest rate on mortgages and the
dollar cost on short-term loans.

Douglas then said that Hatton "is a charming fellow but has Involved himself
in hopeless contradictions."

Douglas wrote the bill and Is seeking grassroots support for it. The other
two Senators strongly oppose it.

Among others who testified were these In favor of the bill:
(1) The Reverend John S. Chambers, Lexington, executive director of the

Kentucky Council of Churches.
le said the council's assembly passed a resolution 2 years ago urging that all

businessmen clearly state credit charges in boLh dollars and cents and the simple
annual interest rate on the unpaid balance.

''he Douglas bill also calls for those two steps.
31r. Chambers said that "without this information the consumer can't exercise

his sovereignty." He said the legislation particularly would help minorities,
young families, and "debt-prone or emotionally unsure people."

"This is morally right and economically sound. It will aid a large number of
people and can injure none," Mr. Chambers said.

(2) S. W. Kellerman, referee in bankruptcy for the U.S. district court here.
He said that most people going bankrupt "lack a formal education and * * * are
easy prey to persons exploiting them through sharp business practices"

IGNORES THE STUPID

"I am not concerned with the actions of the stupid. My sole concern is that
the ignorant have full knowledge of what they are doing," Kellerman said.

[to added that the act "can work no hardship upon a legitimate business."
(3) Patrick Kirwan, an English teacher at Atherton High School. He de-

cribed a "no downpayment" plan at Sears, Roebuck which he said contains
'quite a bit of caprice in making out rates."
Senator Bennett said the rates varied probably because the service charges

rere rounded off to the nearest quarter.
Earlier at a press conference Senators Bennett and Simpson said the problem

t credit abuses IL. real, but should be handled by States, not the Federal Gov-
imment.
'This is a peculiarly intrastate problem, very rarely interstate," Simpson said.
Bennett said that if the Douglas bill becomes law no one will be able to barrow

moneyy on a life-insurance policy because of problems in stating the annual rate.

IN THEORY ONLY

He termed Douglas a "theoretical economist with no practical experience in
inking or business-he believes housewives actually care about the I terest
!t.."
Bennett added that President John F. Kennedy is supporting the bill because

administration owes favors to Douglas. "The support was given without
s President and the men aromd hin really knowing what's in the bill," Ben-
t aid.
After the hearing, Senator Bennett said that Douglas "has admitted that the
y provision of the bill is unworkable."
Bennett said that Douglas, in effect, admitted that a statement of simple
ual interest Is impossible to figure out on a revolving charge account.
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Bennett made a similar statement near the end of the hearing, and Douglas
said that he didn't think he made such a remark, but would doublecheck the
transcript of the hearing.

ISSUE8 IN AIR

Bennett said that hearings in Louisville, Pittsburgh, and New York have left
the basic issues in the air on whether a lending law is needed.

He added that only a better education program can protect consumers from
being cheated In credit transactions.

About 80 persons attended the meeting in a small room In the Federal build.
lng. Some of the witnesses were forced to wait outside the overflowing room
until their turn to testify.
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FRIDAY, NOVEMBER 2, 1983

U.S. SENATE,
Comx n-mz ON BANKIN0 AND CUNRENOY,

SUBCOMMIMME ON PRODUCTON AND STAILZATION,
Boa8toe,Mas.

The subcommittee met, pursuant t notice, at 10 a.m., Senator Paul
Douglas (chairman of the subcommittee) presiding.

Present: Senators Douglas (chairman) and Bennett.
The CITAIRMAN. The committee will come to order. In the interest

of time I will not make a preliminary statement. I am glad to come
back to the State I came from 71 years ago. I lived most of my early
years in the State of Maine after my ancestor- itl *- as had
jumped overboard from a boat in Boston Harbor in the cold month
of November.

We are very happy in having some very distinguished witnesses
this morning. The time will be equally divided between the pro-
ponents and the opponents. We plan to recess at approximately 12:30
this morning, and reconvene at 2 o'clock in the afternoon. The first
hour and a quarter, therefore, will be in the hands of the proponents,
and the second hour and a quarter will be in the hands of the oppo-
nents. If there is any extra time taken, either morning or afternoon,
it will be evenly divided between the two sides.

Our purpose is to get an airing of the subject. We want everybody
to feel free to take part. For the record I would like to include a series
of telegrams endorsing the bill which have come from Representative
Paul C. Menton, Watertown, Middlesex County; and Representative
George W. Spartichino and Representative D3avid Bartey of Hol-
yoke, and Donald J. Manning of Waltham, and Representative
Thomas C. Wojtkowski of Pittsfield.

I would also like to include a number of other messages from or-
ganizat ions in the State of Maine which arrived this morning.

(The telegrams and letters follow:)
WATERTOWN, MASs., November 21, 1963.

Senator PAUL DOUoLA,
Parker House, Boston:

Welcome to Boston. Wish you the best at your bearing tomorrow and Satur-
day. Please record me strongly In favor of Federal truthin-lending bill.

PAUL C. MENToN, Representative.

CAMBRIDU, MASS., November 21, 1968.
Senator PAUL H. DouoL.As,
The Parker House, Boston.

DEAn SENATOR: My recent experience with an attempt to reduce the rates
of small loans at the Massachusetts Legislature has shown me the extent that
small loan lobbyists will go to to scuttle bills of this nature. Opposition to my bill

89
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came from the most unexpected places. But even in defeat I felt that there was
victory in that it was the first time that true interest rates on small loans were
discussed in the open and printed in the newspapers. Please record me as
strongly endorsing your Federal truth-in-lending bill, S. 750, which you are so
courageously fighting for.

GEORGE W. SPARTICHINO,
Representative, Third Middlesex District, Middlesex County, Mass.

HOLYORE, MASS., November 22, 1963.
U.S. Senator PAULDouoLAs,
Parker House, Boatonm

DEAR SEN ATOR DOUGLAS: I feel one of the significant pieces of legislation in
1964 will be your truth-in-lending proposal. You have my full and complete
support in this measure.

DAVID BARTLEY, Representative.

.9

WALTHAM, MASS., November 21, 1963.
SENATOR DOUOLAS,
Parker House, Boston:

Wish to commend you for your fight on behalf of consumer's with your truth-
In-credit bill. Please record me in favor.

DONALD J. MANNING, Representative.

PIrSFELD, MASS., November 21, 1963.
U.S. Senator PAUL H. DOUGLAS,
Parker House, Boston:

On behalf of many Berkshire citizens who cannot attend the important hear-
ings on the truth-in-lending bill in Boston. May I cordially welcome you to
New England. The work of your subcommittee in exploring current consumer
credit practices in great detail has received national acclaim because of its vital
concern to protect the interests of the average consitner. In this part of the
State, as elsewhere, the average person, who must borrow money to finance his
needs, is often unaware or poorly informed about credit charges and interest
rates he pays 'or various types of credit. Your bill, to require full disclosure of
interests costs, would go a long way to ease the minds of many and clarify a
situation where even experts in the finance industry admit that consumers are
not adequately informed by lenders about the cost of credit. You are perform-
ing a valuable service to the public and I wish to commend you for It and hope
your bill is successfully enacted into law.

THOMAS C. WOJTKOWSKI, Representative.

BANGOR, MAINE, November 20, 1968.
Senator PAUL DOUGLAS.

DEAR SENATOR DOUGLAS: Attached hereto are statements from a few labor
organizations within the State of Maine.

Will you kindly enter these into the records of the hearing on bill S. 750 (truth
in lending)?

I am sorry that I am unsible to attend the hearing but wish you every success
in the passage of this so-necessary bill.

Sincerely yours, DOROTHY SuoRr,

Director, Maine WAD-COPE.

TRUCK DRIVERS, WAREHOUSEMEN & HELPERS UNION,
Portfan d, Maine, November 15, 1963.

Tn Whom It May Concern:
This is with reference to S. 750, "truth-In-lending bill."
This organization is in favor of this bill because of discussion with our mem-

bers about the money they borrow-it is not fully explained as to what they arc
to pay in total interest.
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A favorable report for passage o thip bill by your, committee wili be. appreci-

ated by many members of this organization..Very truly yourej ALBET PAo., Secretarg-Treasurer.

INTERNATIONAL HOD CARRIERS', 3UILDINO & COMMON
LAo as' UNION Or AM="xtA

Portania , Maine, November 8, 1963.
Hon. PAUL H. DOUGLAS,
Chairman, Subcommittee on Banking and Ourrency.
DrA SENAToR Douoxas: This is to advise you that Local No. 12 of the Interna-

tional Hod Carriers', Building & Common Laborers' Union wishes to go on record
as favoring the passage of S. 750 (truth in lending).

We will appreciate it very much if this is inserted into the minutes of the
bearing which will be held by you and your committee on November 22 and 23,
1063.

Hoping that you have every success in having this bill enacted and with
kindest regards, I remain,

Sincerely yours, EPDICuD A. Admro,

Recording and Correponding Hecrefas).

SOUTHERN MAINz BUILDING & CONSTuo'rroN TRADES Cotonu,,
Portland, Maine,.November 18,1963.

Hon. PAUL H. DouorAs,
Chairman, Subcommittee on Baking and currency.

DEAR SENATOR DoUOLAS: At the last meeting of the Southern Maine Build.
ing & Construction Trades Council composed of 29 craft unions and whose juris-
diction is the 8 southern counties of the State of Maine, discussed S. 750,
known as the truth-in-lending bill, very thoroughly, and this council decided that
this bill is very much needed by the workingman who sometimes has to borrow
money to pay bills with or has not enough money to buy a house so has to borrow
money from a loan association.

This bill is very much needed in this country of ours and, therefore, this
council wishes to go on record as favoring this bill and requests that this letter
be inserted into the minutes of the hearing to be held In Boston on November 22
and 23, 1963.

Hoping that you will be successful in having this bill enacted into law and
if there is any help and assistance we can give, please advise.

Sincerely yours,
RorBni J. Roser, Secretary-Treaurer.

UNITED BROTHEnHOOD OF CARPENTERS & JOINERS or AMERICA,
LOOAL 517,

Portland, Maine, November 18,1968.
To Whom It May Concern:

This is to advise that the officers and men of Local No. 517, United Brother-
hood of Carpenters & Joiners of America, request wholeheartedly your support in
passage of the truth in lending bill, S. 750.

Respectfully,
KENNETH A. DUNPHE,
Business Reprosentative.

INTERNATIONAL BROrHERHOOD Or ELECTRIAL WORKER,
LOCAL, UNiox No. 567,

Portland, Maine, November 19,1968.
Hon. PAUL DoUoLk a,
Chairman, Subcorm.tee on Banking and Currency.

DEAR SENATOR DOUOLAS: This local would like to go on record as favoring the
passage of bill S. 750.

We feel this truth in lending bill Is of the utmost importance to all our mem.
bers as well as working people throughout the entLe country.

Very truly yours,
MIoHAEL DUNN, B'ine#e Agent.

23-902-64-pt. 2- 15
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UNiTED ASSOCIATION OF JOURNEYMEN AND APPRENTICES OF TlE
PLUMBING AND PIPE FITTING INDUSTRY OF THE UNrTED STATI-

AND CANADA, LOOAL UNION 217,
Portland, Maine, November 19,1963.

Senator PAUL DOUGLAS.
DEAR SENATOR DouOLAs: At a special meeting of local 217, it was resolved by

all members present that we want to go on record, in favor of bill S. 750, or
the truth and lending bill.

Yours truly,
(SEAL] MARTIN J. JoYcE,

Bitsimess Agent, Local 217.

INDUSTRIAL UNION OF MARINE AND SHIPBUILDING
WonKrs or AMERICA, AFL-CIO,

, LOCAL No. 6,
Bath, Maine, November 20, 1963.

Senator PAUL DOUOLAS,
Chairman of Subcommittee on Banking and Currency,.

DEAR Sn: The entire membership of local 6, IUMSWA, AP-OIO, whole-
heartedly solicit your support in gaining passage of legislative document S.
750. We feel passage of this bill would be of tremendous value to all members
of our local and their families.

Sincerely,
KENNETit L. SNOWDON,

Preident-Busines8s Agent, Local 6, IUMSWA, AFL-OIO.

The CIIAIMAN. We also have endorsements from a series of other
groups to be announced later and placed in the record.

Finally, I should say there should be no smoking in the courtroom.
We are honored in having the first citizen of Iassachusetts, the

distinguished Governor of this great Commonwealth, the Honorable
Endicott Peabody, as our first witness. I used to see Governor
Peabody play football and it is a great pleasure to see him here as a
witness.

We are now very glad to welcome the Governor of Massachusetts,
Governor Peabody.

STATEMENT BY ENDICOTT PEABODY, GOVERNOR OF THE
COMMONWEALTH OF MASSACHUSETTS

Governor PEABODY. Thank you Senator. Senator Bennett, glad to
see you here, sir. Senator Douglas, glad to see you, also.

I would like to introduce cur banking commissioner, the former
mayor of our city, John Hynes; and I would like him to accompany
me in making this statement.

The C1I2IR'.rAN. We are very happy to have you here and appre-
ciate your taking time from what I know is a very extraordinary busy
life t6 testify.

Governor PEABOD5Y. I have a statement. There were copies given
out. Mr. Smith, will you give a copy)Df the statement to the Senator?

The ChAIRMAN. You go ahead. The Senator and I will look at thiscopy together.Governor P.ABODY. There is another copy there.

The Clt~ r,\,,. All right proceed in your owh way.
Governor PEABODY. Mr. airman, Senator Bennett., on behalf of

the Commonwealth of Massachusetts may I Welcome you both to the
Commonwealth.. We are certainly hap y to havo you here I6oking
into this very important problem of truth in lending, which is of
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concern not only to you in the Federal Government,, but to us in the
State government.

I appear here as the Governor of the Commonwealth of Mass-
chusetts and as a citizen who is interested in bringing about a clearer
understanding of the relationship which exists between a buyer and
a seller with reference to the interest or carrying char.s connected
with the purchase and sale of goods on time and the lending of money
That this his become a subject which has had a profound and signifl-

cant impact on the Nation s economy is so well known as to require
little comment,

However, it might be well for us to recall that in the years which
have elapsed since the termination of World War II the credit ex-
pansion of this Nation has been so fantastic as hardly appears cred-
ible. In 1945 the total installment debt of the United States was
approximately $2Y2 billion whereas on August 31, 1963, it was in
excess of $52 billion. It is obvious that the buy-now-and-pay-later
system of purchasing and selling has become an integral element of
the everyday life of this country. It is natural that this should result
in the type of legislation represented by S. 750 and that you should be
seekingfopinions from the myriad agencies both private and govern-
inenta ich are affected both directly and indirectly by the charges
being made for the sale of goods and services on time and the borrow-

ine essence of this matter appears to concern itself with the bill's

purpose which would require a more comprehensive disclosure of
charges being made in addition to the cost of an article when such
article is purchased on time. This disclosure would require, among
other things, that the finance charge be expressed in its simple interest
per annum equivalent. Very frankly, I ail to understand how there
can be serious objection to a measure which seeks publication of the
truth by making available to consumers, knowledge which they now
generally do not have, provided that a formula can be devised which
is fair and reasonable to both the lender or seller on the one hand
and the borrower or purchaser on the other of money, goods, or
services.

I am aware of the need for action in this general area of consumer
participation and we have taken steps in this Commonwealth to
clarify the confusion which exists. After a review of the executive
and legislative activity in the field of loans and credit since 1945, we
came to the conclusion that Massachusetts now has a most incon-
gruous hodgepodge of laws governing some areas and no laws at all
pertaining to equally vital segments of the lending industry.

In some cases, our weak and inadequate laws have allowed our citi-
zens to be victimized by all kinds of shady leaders and sharp opera-
tors and I propose as Governor of this Commonwealth to bring an
end to this disgraceful situation.

Massachusetts is, for example, one of the four States without a
usury law and while we have a motor vehicle financing and lending
law as well as a second mortgage law, no attempt has been made, so
far as I know, to apply the principles of truth in lending to these
statutes.

With this in mind, I asked the Massachusetts General Court to enact
a resolve seeking a study of this whole field. One of the purposes of
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this resolve will be to study the need for a truth in credit law. As I
said in my message to the legislature there has been i the Common-
wealth and the Congress much fruitless discussion of this subject and
while the problems are technical in nature, solutions must be found
which are fair to bothi the public and the business interests. I am
offering for the record a copy of chapter 152 of the resolves of the
Commonwealth for the year 1963 entitled, "Resolve Providing for
an Investigation and Study by a Special Commission of the Laws
of the Commonwealth Relative to Loans and Credit," and that is
attached with the copy of my statement which I have submitted to you.

The C isAnuu. That will be entered without objection in the
record:

(The resolve follows:)

CnuPxms 152. RESOLVE PROVIDING rOR AN INVESTIOATION AND STUDY BY A SPECIAL
COMMISSION OF THE LAws OF THE COMMONWEALTH RELATIVE TO LOANS AND
CREDrr

Resolved, That a special commission, to consist of two members of the senate,
three members of the house of representatives, the commissioner of banks or his
designee, and seven persons to be appointed by the Governor, is hereby estab-
Ilhed for the purpose of making an investigation and study relative to the
extension and modification of the laws relating to the general subject of loans
and credit in the Commonwealth. Said commission shall, in the course of its
investigation and study, consider the effectiveness, the enforcement and the
administration of the present laws relating to loans and credit, illegal lending
operations, and the problems of law enforcement created thereby, practices
in the matter of installment credit which practices are against the public interest,
the necessity of a "truth in credit" law, so-called, the feasibility of a usury law,
and any proposals relating to the general subject of loans and credit.

Said commission may require by summons the attendance and testimony
under oath of witnesses and the production of books and papers and may call
upon officials of the Commonwealth or any of its political subdivisions for such
assistance and information as It may require.

Approved.
Effective October 7, 1M3.
Governor PEABODY. In addition to this resolve I also sent a special

message to the general court asking for legislation to establish a con-
sumer s council. As a result we now have such an agency whose duty
it will be to conduct continuing studies, investigations, and research in
all matters affecting consumer interests. There is attached hereto a
copy of this act recently enacted.

(The Massachusetts act follows:)

CHAPTER 773. AN AoT ESTABLISHINO A CONSUMERS' COUNoIL

Be It enacted, eto.
SEcnrroN 1. Section 17 of chapter 6 of the general laws is hereby amended by

inserting after the wor4s "control commission," in line 15, as appearing in sec-
tion 1 of chapter 623 of the acts of 1958, the words ", the consumers' council."

SFw. 2. Said chapter 6 is hereby further aliended by adding after section 114
the following section, under the caption "Consumers' Council":

"SEo. 115. There shall be a consumers' council, hereinafter called the council,
consisting of eight members to be appointed by the Governor, with the advice
and consent of the executive council, for terms concurrent with that of the Gover-
nor, one of whom shall l e a member of the Massachusetts State Labor Council,
AFL-CIO and no more than five of whom shall be members of the same major
political party, and ex officio, the attorney general, the chairman of the public
utilities commission, the commissioner of banks, the commissioner of insurance
and the commissioner of labor and industries. The chairman of the council shall
be designated by the Governor from time to time. Said members shall serve
-without compensation, but shall receive their expenses necessarily Incurred in
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the performance Of their duties. - The bounell, hkll meet monthly andat Othtr
times at the call of the chairman. - -,): , ,' , h,.1, :-.' " • : , -! .:,, -.

"The council shall conduct studies, InvestigationAS, a4 resetrc ad OV0 ,
executive and legislative branches in matters afectng cohfifi er teret to
ordinate consumers' servFdes earried on by deptttehts and avgne di, frtdit
consumer education, inform the public, through appearances before1ederil'and
State committee, commission; or department hegtings, or otherwise of su91% poi-
cles, decisions, or legislation as are beneficial or detrimental, to coi.uoers, in-
form the Governor, and the attorney general, arid 6thor law-enfofeiiet ag n-
cles of such violations of laws or regulations affecting cotstdnltMig s tgiiOeUstl-
gatlons or studies may reveal, and study and report all niatters referred to' it by
the general court or the Governor. The council may appear, through its cbatrm".
or a member or person de i pated by him, or through the attorney, geeal; for
and In behalf of the people of the CommonWSaith before boards, comitn"sqloners,
commissions, departments, or agencies of the (omlonwealth in anfiy heiing or
matter affecting the rights of the consuming public or in any proceeding seikbig
the curtailment of railroad services or an. ncrease of tates or costs of services or
commodities, and shall be deemed an aggoeved 'party for the purpose of Judleial
or administrative review of any decisit! .or ruling bhi tiy such prooie itgi In
which it has so appeared,' any other protision of law to the 'contkatk n6twlth-
standing. The council may appoint an executive secretary who shall not bd iub-
Ject to chapter 81 and shall with the approval ofthe Governor and executive
council fix his salary. The council may appoin tt such othe assistantf, consult-
ants, investigators, and experts as it dot s neceisAry.to cArry but th6 jrbvlstona
of this section. Said council shall be provided with offlCe'innthe Statehous or
elsewhere in the city of Boeto: . It may call u~on aniy department, board, com-
mission, or officer of the Commonwealth, or. of any political subdivision of the
Commonwealth for such information as it niy. desire in the course of its duties.

"The council may hold public hearings Ana 'shall establish rules of proW6lure
governing the conduct of its hearings which shall be made available in printed
form to each witness prior to his testimony, , Witnesses shall have the right to
be represented by counsel and shall before testifying be sworn. The Governor
may request of the attorney general such legal assistance as may be necessary in
carrying out the duties and functions of the council.

"Approved October 31, 19063.
"Effective January 29,1934."

Governor PEABODY. I appreciate the opportunity, Mr. Chairman
and Senator Bennett, to appear before this subcommittee of the Com-
mittee on Banking and Currency of the U.S. Senate, and I hope that
your investigation of this field will result in legislation which will
serve the pubic interest.

The CHAIRMAN. Thank you very much, Governor; that was a very
fine statement. I am not oing to question you. You have a very
competent organization in Boton known as the Financial Publishing
Co. which has its headquarters on 82 Brookline Avenue, I think a
block or two from here, which publishes tables and statistics enabling
one to solve all the problems connected with this, if I may offer you a
COPY.

Governor P&iBoDy. Thank you.
The CHAIRMAN. I think you may find it of interest in dealing with

opponents of your proposals. I have no questions.
Senator BENrf. Governor, I am delighted with your statement,

particularly with the words on page 2, which say:
provided that F, formula can be devised which is fair and reasonable to both
the lender or seller on the one band and the borrower or purchaser on the other
of money, goods, or services.

I am also delighted to know you are setting up a special commission
to study the laws of the Commonwealth in this field of credit because
this means to me that you want to keep the management of the credit
problem inside or within the, authority of'the Commonwealth. Now,
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if this bill is passed, any law you pass in the Commonwealth would
have to be exactly identical with the Douglas bill or it would be of
no force or effect. So I wish you every success on this endeavor on
which you have embarked and I personally believe that is the real
way to solve the problem.

Governor PABODY. Well, we are certainly doing it, Senator and
we appreciate the effort made by your committee and through the
chairman, to go into this area which is of national concern as well as
local concern, and I am sure we can harmonize our efforts to good
effect.

The CuAnmx. In view of the questions of my friendand colleague
to you, may I ask if there was a truth-in-lending bill introduced in
the last session of the legislatureI

Governor PABODY. Yes, there was.
The CHAIRMAN. What was its fate?
Governor PEABiOY. Referred to the next annual session.
The CHAnmAzN. Let me say in conclusion, when I grew up in New

England and learned the wise sayings which were given to all New
England boys, there was one that my mother taught me, "Where there
is a will, there is a way."

Governor PEABODY. Thank you.
Mr. Hy im. The truth will find it.
The CHAMAN. Thank you very much, Governor, we appreciate

your coming.
Governor PABODY. Thank you very much.
The CHAMMAN. NOW, we have heard from the Governor of Mas-

sachusetts. I have a message from the Governor of New Hampshire
which I will read.

The CHAM AN. I should first say that I am a north of Boston
boy myself because I grew up in the State of Maine and I was de-
lighted to get a letter last night from Gov. John IV. King of New
Hampshire which I should like to read in the record. This is Gover-
nor King's statement.

STATENM BY 1OHN W. KING, GOVERNOR OF THE COMMON-
WEALTH OP NEW HAMPSHIRE

The truth-in-lending bill appears to be both a ,inple and modest
measure that requires all leaders to disclose to ',e consumer the
costs of using credit in an accurate and iuiform maimer. This would
enable the consumer to compare accurately the costs of alternative
credit plans and to shop wisely for credit as he does for other items
in the family budget.

Testimony from representatives of almost every segment of the
credit industry, from most of the Government departments, from
labor unions, consumers' groups, and from many distinguished ex-
perts in the field of consumer credit have been such as to indicate the
need for protective legislation. This testimony on current consumer
credit practices has demonstrated that the average consumer is often
either unaware or badly misinformed about credit charges and in-
te'est rates.

Last spring, President Kennedy, in his consumer, protection mes-
sago to the Congress, strongly urged the enactment of the truth-in-
lending bill. I also believe that the American consumer is entitled
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to know the truth about credit rates and chargs and to be informed
of credit costs so that he can, on the basis of accurate information,
exercise his right to make intelligent choices among various credit
plans.

It seems clear that the truth-in-lending bill will not only protect
consumers but also the ethical and efficient lender. Today the lender
or credit extender who wishes to be honest and accurate in disclosing
the cost of the credit he is offering can only do so at the peril of losing
his customers to competitors who would continue to disclose deceptiveor confusing information. Also, the alleged burden of providing such

information seems to be disproved by those favoring this legsation.
We in New Hampshire, as in other States have our problems in

comparing costs of credit. Testimonies have been given to show that
the consumer is often bewildered by various methods of stating such
costs. In view of this, I personally favor legislation desi ed to elimi-
nate this abuse and offer my appeal for support- of thisbllto insure
a uniformed method of stating true annual interest costs.

(Signed) Jonzi W. KiNo,
Governor.

Senator BEN.I-.T. Mr. Chairman, may I make h brief comment?
The CHAIRMAN. Certainly.
Senator BENirr. The Governor is a wise man. He says, in his

first sentence, "the truth-in-lending bill appears to be both a simple
and modest measure." If he followed the hearings of this bill over
the last 4 years, he would see that this appearance is maybe deceptive.

The CHAIRMAN. Thank you, Senator.
I am very happy to welcome the distinguished former mayor of

Boston and present commissioner of banks of the Comnmonwealth of
Massachusetts the Honorable John B. Hynes, as our secod witness.
I can call you SIr. Mayor because I think to be mayor of great Amer-
ican city is one of the highest distinctions any American can obtain.

M[r. IYNES. Thank you, Senator Douglas and Senator Bennett.

STATEMENT OF SOHN B. HYNES, COMMISSIONER OF BANKS FOR
THE COMMONWEALTH OF MASSACHUSETTS

Mr. H-YNES. Mly name is John B. Hynes. Since May of this year
I have been the commissioner of banks for the Commonwealth of
Massazlhusetts, and in such capacity I welcome the opportunity to
explore with the conunittee, for a few moments, the subject matter of
your inquiry seeking the advisability of the enactment of S. 750 or
some such similar legislation.

Appearing with me are John P. Clair, general counsel for the bank-
ing department; and Robert S. Leadbettor, assistant supervisor of the
loan agencies in the banking department and a rate analyst. Both
these gentlemen are completely coml)etent to answer any of the tech-
nical questions that. may be prompted.

We do not presently have :a requirement in this Commonwealththat interest or carrying charges be stated or expressed in simple
interest equivalents to those who borrow .noney or purchase durable
goods on time. As a matter of fact., our occupation of the latte! field
is very limited in scope, as contrasted with New York for example,
where I believe all charges on retail sales are covered by legislation.
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Chapter 255B of the Massachusetts General Laws limits the charges
that may be made on the purchase of motor vehicles to $8 per $100
for new vehicles, $10 per $100 on the sales of automobiles which
are not more than 2 years old, and to $12 per $100 in all other cases.
This finance charge is required to be computed on the principal bal-
ance in a contract which must contain a recitation of the following
items:

1. The cash sales price of the motor vehicle;
2. The amount of the buyer's downpayment, itemized as to whether

said downpayment is in money or goods;
3. The difference between items 1 and 2;
4 and 5. Must contain the charges for insurance with a full delinea-

tion of the types of such coverage;
6. The amount of recording charges;
7. The principal,balance;
8. The amount of the finance charge;
9. The time balance which is the sum of items 7 and 8 expressed

in dollars;
10. The total time price;
11. A statement of delinquency charges, if any;
12. A statement of the rights of the parties when a repossession

is necessary.
You can see by this recitation that in the only consumer goods field

where the Commonwealth limits the charge that can be made, thereis no .rquirement that said charge be expressed other than in dollars.
In addition to this statute the legislature, through a board established
for the purpose, limits the charges for interest and other expenses that
may be made for loans of money from $0 to $3,000.

We also have a, limitation on loans made where second mortgages
on real estate are taken as security. In these two latter situations the
interest charge made for the money loaned is computed upon the
unpaid monthly balance system, although precomputation of the
charges are permitted in a small loan rate order. In the event of
anticipatory repayment before maturity of the loan, a rebate is
required by the lender, said rebate being based on the rule of the sum
of the digits.

While Massachusetts at one time could have been designated as
a leader in the consumer credit field, it no longer appears that we may
now claim suc.h honor because, among other things, this Conunon-
wealth is but one of four States in the Nation without a usury law
although the banking department has been seeking one for more than
10 years. The opposition to this laV is very similar to that which is
aroused when a truth-in-lending statute is proposed.

The CHAMWAN. .find this very extraordinary, Mr. Mayor; you
have been trying to get a usury law under the administration of both
parties

Mr. Hy Ns. The administration of both parties.
The CAmmAN. And you were not successful ?
Mr. HYN1s. No, we were not.
The CHAIRMAN. And the same groups oppose the usury law as

oppose the truth in lending?
Mr. HYNEs. I am informed the same type of opposition.
The CHAIRMAN. Go ahead.
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Mr. HYNIS. I suppose that it goes to the essence of the free enter-
prise system to say that if a person enters the marketplace seeking to
purchase goods on time or to borrow money, there is nothing insidious,
per e, in apprising him as to what his dollar charge will be for the
use of said money.

On the other hand, how can there be a reasonable argument pro-
posed which seeks to keep from such consumer the truth as to what
le is actually paying in the simple interest equivalent per annum.
If the Government is to enter this field it must seek a means of inform-
ing the consumer without impeding legitimate business in its day-to-day operation.
1V6 are all mindful of the complexities which could face a seller in

attempting to give the buyer a recitation of such simple interest equiva-
lent other than in cases where the contract is carried out, as written.
It goes without saying that if the consumer repays his loan or make
the payments on time precisely according to contract terms, the simple
interest equivalent can be accurately stated. Where there is a devia-
tion, however, such as when the consumer is late in payments and
there is no provision for a late charge or in the case of an anticipatory
repayment in part or in full before maturity the simple interest
charge may, in some cases, be greater or less than such expressed
simple interest charge agreed to when the-contraot was written.

If you can -olve this difficulty, I believe-you will go a long way
toward the laudable purpose of the legislation without hindering
retail trade and commerce. Upon this basis I wish to convey my
approval of the principles contained in S. 750.

A specific example of this difficulty is obvious from the following:
If a person borrows $100 for 1 year on the add-on basis.and is charged
$6 for the use of this money, thus signing a note for $106, and repays
it in equal monthly installments Re simple interest equivalent is
10.90 percent. If the money is borrowed for 2 years and, read in
24 months the simple interest equivalent is 11.13 percent. If the term
of the loan is for 60 months the simple interest equivalent is 10.85
percent per annum. In the add-on system, therefore, the simple
interest rate will increase during the first 24 months, and will there-
after decrease so that at the end of 5 years it is about the same as it
is in the first year.

If we use this same example and apply the discount method, the
interest charge on this $100 the first year expressed in the simple
interest equivalent is 11.85 percent, 12.95 percent after 24 months, and
15.04 percent at the end of 5 years. In the discount method where the
borrower receives less than he actually. seeks because the interest is
discounted in advance, the rate of charge increases progressively with
each month and each year for as long as the eontraet is written.

Obviously, the impact of thb proposed legislation will fall "equally
upon everyone, whether it be a bank a second-mortgage lender, a retail
store, or other commercial enterprise, and it would appear that the
apprehensions which are expressed on the part of some businessmen in
opposition to a truth in lending law lose much of their force if we
conider the problem after a realistic appraisal of the facts. -

Generally speaking, the consumer is now unaware of the true intit-
est rate assessed' against him, and a program of education will be
necessary to acquaint him and prepare him for, the.truth. I think a
sour d argument can be ftdvanced for the proposition that when a
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consumer is being charged $6 per $100 and repays the amount borrowed
in equivalent monthly installments, he naturally assumes he is paying
6 percent.. If this average consumer were told that he was in effect
paying somewhere between 11 and 15 percent, depending upon the
length of the loan and whether the money was being loaned on the
discount, add-on, or unpaid monthly balance system with precompu-
tation, he might feel that the lender was deceivinG him.

On the other hand, if the true interest rate is advertised and the
consumer recognizes the fact that competitive sellers or lenders all
reveal the true rate of charge, then his understanding will very soon
restore to the business community whatever confidence it may initially
lose, if it should lose any.

It is for these reasons that as commissioner of banks I cannot view
with alarm a disclosure law as is being proposed by Senator Douglas
and a study of which has been requesteA by Governor Peabody in this
Commonwealth.I should like to take this opportunity, in conclusion Mr. Chair-
man and Senator Bennett, to welcome you to the city of Boston where
I once served as mayor and now I am stationed as bank commissioner,
to offer you the facilities of my bank commissioner's office for what-
ever aid or assistance we may render. I appreciate this opportunity
to discuss this matter with the committee.

The CHAnmx. Thank you very much, Mr. Mayor. I greatly ap-
preciate this paragraph in which you say, "I cannot view with alarm
a disclosure law as is being proposed" in S. 750, because I well know
the opposition of the powerful banking groups in this State to such
a law. I want to commend you for your courage and public spirit in
making this statement.

I note on the first page of your testimony you mention banking
charges which could be made on the purchase of motor vehicles to $8
per $100 for new vehicles, and $10 per $100 on the sale of automobiles
which are not more than 2 years old, and to $12 per $100 in all other
cases. I take it these are add-on rates and this excellent Boston in-
stitution which has a national reputation, the Financial Publishing
Co., on page 4 of the little leaflet which we have given you, page 4
indicates what the true rates are with these nominal add-on rates and
you will see that an add-on rate of 8 percent is really a rate of 14.45
percent; if you can read that. That is for new automobiles and add-
on rate 10 percent for those less than 2 years old is 17.97 percent or in
effect 18 percent; for automobiles which are more than 2 years old
the add-on rate is $12 per $100, the real rate is 21.46 or 211/2 percent and
this is by the computations of this very reputable Boston company,
the Financial Publishing Co., and you don't have to compute it,.
itis there. The have done it foryou.

Mr. HYNEs. I have the pamphlet. I-am happy to have it.
Senator B. rr. Mr. Chairman, you closed your discussion of the

reading of the statement of Governor King of New Hampshire, and
then went on to the other witness before I haA a chance to make a com-
ment on New Hampshire.

I should like to offer for the record a copy of the statutes of New
Hampshire on the disclosure of finance charges on personal property,
retail installment sales for motor vehicles, for the record.

The CHAIRRAN. That will be done.
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(The matter referred to is as follows:)

Statutes In full Text

DISCLOSURE OF FINANCE CHARGES
[I 1os8]

Sec., 399-B:1. Definitions. Whenever used
in this chapter If 1058--1061J the following
words shall have the meanings set opposite
them below:

I. "Credit," means any loan, residential
mortgage, deed of trust, advance, or dis-
count; any conditional sales contract; any
contract to sell, or sale, or contract of sale
of property or services, either for present or
future delivery, under which part or all
of the price is payable subsequent to the
making of such sale or contract; any rental-
purchase contract; any contract or arrange-
ment for the hire, bailment, or leasing of
property; any option, demand, lien, pledge,
or other claim against, or for the delivery
of, property or money; any purchase, dis-
count, or other acquisition of, or any credit
upon the security of, any obligation or claim
arising out of any of the foregoing; and
any transaction or series of transactions
having a similar purpose or effect.

II. "Finance charges," includes charges
such as interest, fees, service charges, dis-
counts, and other charges associated with
the extension of credit.

II1. "Person," means any individual, purt-
nership, association, corporation, or unin-
corporated organization. [Comp. at 101,
130.1

[ 1059]
Sec. 399.B:2. Statement required. Any:

person engaged in the business of extending
credit shall furnish to each person to whom
such credit is extended, concurrently with
the consummation of the transaction or
agreement to extend credit, a clear state-
ment in writing setting forth the finance
charges, expressed in dollars, rate of in-
terest, or monthly rate of charge, or a
combination thereof, to be borne by such
person in connection with such extension
of credit as originally scheduled. [Comp.
at 101, 130.1 [11060)

See. 399-B:3. Prohibition. No person shall
extend credit in contravention of this chapter.
(Comp. at 1 130.] (1 1061)

Sec. 399-B:4. Penalty. Any person who.
willfully violates any provision of this chap-
ter shall be fined not more than five hun-
dred dollars or imprisoned not more than
sixty days, or both. (Comp. at 1130.]

STATUTORY LIENS ON PERSONAL PROPERTY.

(1 10661
Sec. 444:1. Sale, no due date. Any per-

son having a lien on personal property,
other than a security interest covered by
chapter " 382-A, Article 9 (1 701-790]
where no time is limited for the payment
of the debt or redemption of the property,
may sell the same or so much thereof as is
needful at auction, notice of the sale being
given as herein required, and from the pro-
ceeds he may reimburse himself for his debt
and the expenses incident to the sale.
[Comp. at 1101, 310.] [As amended by
Laws 1959, Ch. 247.]

[11067]
See. 444:2. Sale on default. If a time is

limited for the payment of the debt or the.
redemption or the property, the property
may be sold at any time after the expiration
of the limited time, upon like notice; pro-
vided, that such sale-will not be in'coliflict

Instelment Credit Guide

with the terms of the contract under which
the property is holden. (Comp. at 1310.1

(11068]
See. 444:3, Posting notice of sale. No-

tice of such sale shall be given by posting
notices thereof in two or more public places
in the town where the property is situate.
fourteen days at least before the sale, and, if

the value of the property exceed one hun-
dred dollars, by publishing the notice. [Comp.
at f 310.]

[1 1069)
Se 444:4. Notice to owner. A notice of

sale shall be served upon the general owner,
if resident in the county, the same number.
of days before the ale, stating in writing
the time and place of, the sale, the property
to be sold and the amount of the lien thereon.
[Comp. at 1310.] [A: amerded by Laws
1959, Ch. 247.1

Kew Haimpshkre 1069

911

35,73 1



TRUTH IN LENDING-1063

Senator BE vNrr. Mr. Hynes, I have enjoyed hearing your state-
ment. Senator Douglas and I are obviously inclined to pick out
those parts of your statement which we like. I particularly like your
statement on page 7, where you say, "and a program of education will
be necessary to acquaint him, the customer, and prepare him for the
truth."

I should like to offer for the record apublication of the Boston Better
Buiness Bureau, Educational Division, "Facts You Should Know
About Your Credit." In other words, this educational process is
already beginning, supported by the businessmen of Boston.

The CHAIRMAN. We would be delighted to have that put in the
record.

(The pamphlet is reproduced beginning on p. 1179.)
The OiIAMtAw. From the BBB.
Senator BENNmr-. Boston Better Business Bureau, four "B's."
In a letter describing this publication, the statement was made that

the book was published in 1962, an edition of 100,000, of which, as
of November 1, approximately 70,000 have been distributed. I would
like to just raise one further question, Mr. Hynes. I assume, you en-
dorse the Governor's proposal to have studies made of the consumer
program?

Mr. HyriNs. Yes, sir; I do.
Senator BENNm'r. Therefore, I assume you are not prepared to

have the Commonwealth of Massachusetts withdraw completely from
the credit area and leave it entirely to the Douglas bill, if it were
pas-ed?

Mr. HYNES. I would certainly hope, Senator, any bills enacted by
the Massachusetts Legislature and the Congress of the United States
would be harmonizing bills; that one certainly should not conflict with
the other.

Senator BENNE-r. Do you feel if there is a conflict the State of
Massachusetts should retreat?

Mr. HYN.s. If there is a conflict, the State of Mas.sachusetts is su-
preme, I think, Senator.

Senator BENNmT. I remember that there was once a group of men
who stood in the State of Massachusetts and wouldn't retreat and for
that reason today the U.S. Government is supreme in the area and
I am glad the spirit of '76 still exists.

Mr. HYNES. So do I.
The CHAIRMAN. May I say, too that I am glad the spirit of '76

still exists. We may point out that our bill deals with the total
statement of finance charges and the true annual rate, but States can
introduce other provisions. It covers only'a slight., small area of the
total field of the regulation in consumer buying and it cannot go
beyond this. This bill merely lays out requirements for one area for
the protection of consumers. A

I well remember how the State of Massachusetts led the country
in protective legislation, both in the fields of women and child labor
and exposed itself to a competitive disadvantage because of the com-
petition from the Southern States with lower standards, and I can
remember how the esteemed Henry Cabot Lodge went to Congress
and asked for a Federal child labor law in order to have a minimum
standard so those who were unethical could not abuse this. In other
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words, there is a combination of the State's pioneering and frequently
putting themselves at a competitio disadvantage.

So, this is an attempt to lay, a floor' but in no sense to impose a
ceiling on consumer credit practices. So I too, hope that M1assachu-
setts stands as it stood at Lexington and Concord and Bunkt..- Hill
and that the modern Joseph Warrens wage their struggles for the
protection of the rank-and-file citizen.

Senator BNNmv. One minute to wave the flag.
The CHAIRMAN. Well, you started this.
Senator BENNETY. I did; that is right.
The CHAIRMAN. And I will wave it just as vigorously.
Mr. HYsm. We like the title of your bill, Senator, "Truth," and

we like that word here very much. You find it on the motto of
Harvard College, "Veritas.".

The CHAIRMAN. That is right.
1r. HYNEs. And in Massachusetts truth has always been on a high

pinnacle and many of our men and women in years and generations
gone by have become martyrs for the truth and will do so and will
be glad to do so again.

The CHAIRmAN. Some of my coreligionists were even whipped and
forced with the tail carts through the State of Massachusetts for
testifying to what they believed to be the truth and they are now
honored with statues near the statehouse.

Senator BENNETr. I am glad they are so honored. Some of us
believe that the Douglas bill doesn't tell the truth, so maybe after
we have been whipped through Massachusetts, maybe we will be
honored.

The CHAnRMAN. You are received with honor in the Nation.
We hoped that the former attorney general of Massachusetts, Mr.

Edward J. McCormack, would be able to testify this morning, but
Mr. McCormack has been of tremendous help to us in the past when
he testified before us in Washington and presented a very able testi-
mony, and he has asked to testify here; but as we all know, his father
died a few days ago and the funeral was held, I believe, day before
yesterday. Mr. McCormack and his father were very close to each
other, and he is- not making any public appearances; so that he regret-
fully cannot come thismorning, but I wish publicly to thank him for
all hie has done and to express our regrets for the death of his father
and our appreciation f'or his services, and we know in due time he,
too, will return to the battle. Thank you very much, Mr. Mayor.

Mr. HYNES. It was a pleasure.
The CHAIRMAN. The next witness is the distinguished member of

the great and General Court of Massachusetts, who has given service
to this cause, State Representative Julius Ansel. Very glad to have
you with us.

STATEMENT OF STATE REPRESENTATIVE JULIUS ANSE4 WARD 14,
13TH SUFFOLK DISTRICT, BOSTON, MASS.

Mr. AN sI. Mr. Chairman, your distinguished colleague, Senator
Bennett-

The CHAIRMAN. Give your full name for the record.
Mr. ANSEL. Julius Ansel, representative 'ward 14, 13th Suffolk dis.

trict, Boston, Mass. At the outset I would like to commend you, Sena-

913



TRUTH IN LENDING-19683

tor Douglas and Senator Bennett., for visiting our historic State. You
provided a very genuine contribution in tlis particular field and sub.
ject matter, and I know our citizens are grateful, even with the differ-
ences that may exist among our citizens on the subject because of your
hearing here in Boston, Mass.

I know that there arc going to be many testifying on the subject
matter, both pro and con, and I am not going to belabor the issue
other than to give public approval of your recommendation, Senator
Douglas, to your Senate bill.

I feel very strongly that we have arrived in a period of our economy,
that it is essential that the Federal Government move forward to
eliminate the inequities that presently exist as we know it here in
Massachusetts.

I am chagrined at times at the organized opposition who attempt to
scuttle progress in this field and to attempt to stop our fellow citizens
from knowing the truth and that is basically what your Senate bill
will do. It will inform the citizens of the actual charges being im-
posed, the interest charges by the banks, by the credit agencies,
throughout the Nation.

I don't think anyone should normally object to that; that is the
essence of good business. I think, frankly, that it was offered in
testimony, the pamphlet by the Better Business Bureau. I haven't a
particular quarrel with the Better Business Bureau, but they are not
too frequently relied upon. I don't think too many people know the
Better Business Bureau other than for those events in which they are
complainants, and the bureau does provide a compilation of the public
services.

I think the time has come when the credit business has been so large
and active, particularly in Massachusetts, that our citizens who require
the essential needs of credit-and credit does provide some progress
to our economy-that they be told what their charges are; that it be
spelled out by specifics.

I have been the recipient of many complaints; complaints that were
providing much distress to many of our fellow citizens and, frankly,
there was little I could tell the mother than to refer their complaint to
the attorney general's office of the Commonwealth or to the district
attorney's office if I felt that there was criminal negligence in that
particular operation. I don't think your Senate petition is an indict.
ment upon business. It merely corrals business to provide better public
relations for themselves and to inform our citizens that when they go
out and buy on credit or when a banking institution provides a loan,
that it be spelled out that they are going to know what they pay in
interest charges. '

The CHAIRMAN. You have a copy of S. 750; do you endorse the prin-
ciples involved in the bill ?

Mbr. AisLr. I endorse it wholeheartedly.
The CHATRMiAN. We appreciate your support.
Mr. AN;EL. And I want you to know, so far as the Massachusetts

Legislature is concerned, we have made much progress in many field&
We are particularly concerned with this particular issue. I talked
with my colleagues, the distinguished Representative Quiim and oth-
ers, and they will give testimony, and I concur with it completely and
I hope your distinguished colleague, Senator Bennett, will aid you
ultimately in this determination. I
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Senator BExrrr. I think I ani aiding Senator Douglas tremen-
dously by educating him on the real truth in truth-in-lending.

The CHAIlAN. Thank you very much.
Senator BErNNEv. May I have one question? You have read the

Douglas bill?
Mr. ANSEL. I will be honest enough to tell you I haven't read it

completely but I know the principle of the document.
Senator )BExmv. I see.
Mr. ANSEL. I know the veracity of it.
Senator BENNErr. You have said when people come to you with

problems, all you can do is refer them to the attorney general or the
prosecuting attorney. Now, if you had read the Douglas bill, you
would know after the Douglas bill is passed, that is all you can do. If a
man feels lie has a complaint, the Douglas bill leaves on him the
responsibility.

The CHAIRMAN. But there will be agencies to deal with this.
Senator Bmww-rT. What agencies?
The CHAIRMAN. The Federal Reserve.
Senator BENxNrr. As I read the bill, the Federal Reserve will have

the ultimate responsibility for writing the regulations, but the person
who is aggrieved must himself take the matter to court.

The COiA AN. This is true, if there has been willful violations,
you can get punitive-

Senator BENNvT. The person is left in the same position as your
friends are left.

Mr. AN SL. Frankly, I think the principle, Senator Bennett., will
at least focus attention on those who have been violated, a conference
with those who have been doing business and I think the Federal
Government will indicate at least there is an attempt to provide for
reasonable consideration on this particular commission, and it may be
that the Douglas bill, if this particular bill is passed, and it doesn't
provide the equities which it is intended to provide, that it can move
forward, but I feel at least it is a step in the right direction and if it
isn't that serious, then I don't know where all the opposition is coming
from.

Senator BENNmr. Well, just reading from the bill on page 8,
line 13:

Action to recover such penalty may be brought by such person within 1
year from the date of the occurrence of the violation, in any court of competent
Jurisdiction.

In other words, it still leaves to the individual who feels he has
been injured, the responsibility to get back the money he thinks he
has lost. The Federal Reserve Board won't move out and get the
money for him.

The CHAMrMAN. May I point out to my good friend that he didn't
read all of the section, le left out all of section 7(C) :

Any person who willfully violates any provision of this act or any regulation
Issued thereunder shall be fined not more than $5,000 or imprisoned not more
than 1 year, or both.

So, there are criminal penalties in the case of willful violations.
Senator BENxNET. But in order to initiate the charge of willful

violations of the person who considers himself abused, fo must take
the initiative.
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The CHAaMMAN. But there is also provision for the recovery equal
to twice the finance charge imposed.

Senator BENxI rr. The operation of this law will be just the same
as the operation of your existing laws in Massachusetts.

The CHAIRMAN. Not at all, there are additional requirements to
this that have to be served.

Senator BENNF-r. I don't want to take more time, because I am
presuming on the time of the proponents.

The CHAMMA,. I will serve notice that I will take equal rights
when the opponents speak. Thank you very much.

Mr. ANsEL. Thank you.
The CHAIRMAN. We are very happy to welcome another member

of the great General Court of Massachusetts, Representative Paul
Murphy. Thank you very much, Ir. Murphy, for coming. We know
you are busy and we appreciate your waiting this long.

STATEMENT OF PAUL MURPHY, STATE REPRESENTATIVE,
MASSACHUSETTS GENERAL COURT

Mr. Munpity. Thank you very much, Senator Douglas and members
of the committee. I might say, following Representative Ansel, who
has been in the forefront on this fight, is like a harmonica player
following the 76 trombones. I concur with the remarks made'by
him.

I am gratified to see this committee come to Boston. I think this
problem of determining what credit really costs is a problem that is
discussed and felt at the grassroots level with more conviction than
most people seem to realize, and I (to not exaggerate when I say that
people talk about this problem constantly wherever I go. And, as
a matter of fact, just recently I was fortunate enough to be able to
be televised when I was filing our own truth-in-lenling petition in
the Commonwealth of Massachusetts, and I must say the response
was most gratifying.

The CHAIR-AN ,. Thank you very much.
Senator BI:NNm-r. I won't delay Mr. Murphy.
The CITIMR'.AN. Thank you very much.
Mr. MURmqh. Thank you.
The CHAIRMAN. I. Robert DeGiacomo, attorney at law. Mr.

DeGiacomo, thank you very much for coming.

STATEMENT OF ROBERT 3. DeGIACOMO, ATTORNEY, BOSTON, MASS.

Mr. DEGIAco1O. It is a pleasure to appear before you, Senator
)ouglas and Senator B ennett.
Tihe CHAIR-MAN. Would you give your name and address for the

record?
Mr. l)EGT.co-ro. Mr. Chairman and gentlemen, my name is Robert

J. DeGiacomo. I am a lawyer. I live at 519 Gay Street in the town
of Westwood , county of Norfolk, Commonwealth of Massachusetts.

I was admitted to* the bar of this Commonwealth in 1948. 1 have
been admitted to practice before the U.S. District Court for the Dis-
trict of Massachusetts, the U.S. Court of Al)peals for the First Cir-
cuit, and the Supreme Court of the United States of America. I am
a former assistant. corporation counsel for the city of Boston, town
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counsel for the town of Westwood, counsel to the county of Norfolk
retirement system, special counsel to various towns in the Common-
wealth and the former first assistant attorney general of the Com-
monwealth of Massachusetts.

In the last capacity I had the honor of serving with the former at-
torney general of Massachusetts, Edward J. MeCormack, Jr. As a
result of the tragic and untimely death of his father, Mr. McCormack,
as you pointed out, Senator Douglas, he is unable to appear before
you today.

lIe has requested that I record him in complete support of S. 750, the
truth-in-lending bill. Mr. McCormack rests on his testimony before
this committee last year.

I am no economist nor mathematician, and I pretend to no expertise
in this field. My professional life, however, has been devoted to the
study of the relationships of man to his government and the obliga-
tions and duties of each to the other. In this Commonwealth this
study has been a practical, at times frustrating, and at times profound
experience with town, ctiy, county, and State government. I am sat-
isfied that the economist is no different from any other citizen in that
he, too, must concern himself with the relationship .of man to man,
man to government, and the ultimate aims of each. So, I deign to
appear before this committee.

In 1915, Walter Lippinann said, and I quote, "That our statute
books are cluttered with legislation that represents somebody's good
intention rather than an insight into what is possible."

This legislation not only is possible, but it is necessary. It is neces-
sary because I suggest that one of the pillars on which the economy
of this country is now firmly established is the continuous promotion
and expansion of consuner demand. Consumer demand has come to
depend more and more on consumer debt-or, the ability and desire
of the citizens of this country to incur and sustain debt, over prolonged
periods of time. The very meaning of the word "afford". has been
changed for the majority of the population of this country.

The purpose of my remarks is not to criticize the prevalent phi-
losophy of debt but rather to acknowledge it as a fact, and in view
of this fact to suggest that those in debt or about to incur debt have
San absolute right to know what the debt is. If the bill collector has

become a central figure in this society then at, least those who are sub-
ject to him have an absolute right to know why, how, and in what
amount.

I am certain that, since this bill's inception, this honorable commit-
tee has been deluged by statisticans and their statistics, most of them
very profound. I have read some of these statistics, and those which
impressed ie most were neither bold nor profound, but quite pedes-
trian, simple, and indeed ordinary. The one great debt of most indi-
vidluals in this country is the automobile.

The enormity and comnnionnezs of the automobile debt of the Ameri-
can public is, I'sulmit, the most eloquent testimony that could be given
to this committee for the necessity of the truth-in-lending bill. I
understand that from the years 1952 to 1956--and that is 7 years ago--
automobile installment debt in this country increased nearly 100 per-
cent. In 1955 one-family in four of those with incomes between $3,000
and $4,000 bought an automobile, and 69 percent of those who did so
made the purchase oH credit. Of families with incomes between $4,000
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and $5,000 per year, more than one family in three bought a car in
that year, and 66 percent did so on credit.

About 30 percent of the people who purchased automobiles on credit
in 1955 had bought their previous car the same way, and still had debt
outstanding on that vehicle. I am certain that the corresponding
figures for the present year would be much higher. The suggestion
then is, gentlemen, that when that percentage of our population is
involved in debt on that one article alone, that it is imperative that
they know the truth.

The debt business is one of the largest businesses in the United
States. There are those who argue that any interference with or
regulation of consumer borrowing or debt will automatically restrict
consumer demand and thus destroy the economy.

Senator Douglas, the truth-in-lending bill, however, is as I read it.,
-not a restriction; it merely makes the truth a condition of lending.
If, when consumers know the truth, they incur debt more intelligently,
I fail to understand how this can do anything more than bolster the
economy. For even in this debt-ridden society, no one could argue
that repossession, rather than repayment, is better for the economy
and society.

The following is an illustration used by John Kenneth Galbraith in
his book "The Affluent Society," concerning consumer demand and
consumer credit.

I suggest it is an apt example of what the truth-in-lending bill
would make perfectly clear to the individual about to incur
debt. [Reads:]

Consumer credit is ordinarily repaid in installments, and one of the mathe-
matical tricks of this type of repayment is that a very large increase in interest
rates brings a very small Increase in the monthly payment. Thus a man who
signs a note for $1,800 on the purchase of a new car to be repaid over 24 months,
and who agrees to an "add-on" of 6 percent of this amount as interest, will have
a total interest bill of $216 and monthly payments of $84. If the interest charge
is increased by one-third to an add-on of 8 percent his total interest obligation
becomes $288, but the increase in monthly payments is only $3. The one-third
increase in interest brings but a one-thirtieth increase in the monthly payment.
This increa-3e can easily be offset by a lengthening of the term of repayment.
In practice it is submerged by a variety of additional inspection, insurance, and
other charges. Since the customer in contemplating the purchases is aware,
not of the interest rate, but of the monthly charge, it will be seen how readily
a vey large Increase in interest charges can, in practice, be offset.

That this is basically a-Federal problem, warranting, and indeed
requiring Federal legislation, is self-evident from the very nature of
many of the credit purchasers involved in this country.

But, gentlemen, what is not self-evident is why there should be
great opposition to the truth.

My experience in town, city, county, and State government in the
Commonwealth of Massachusetts has led me to adopt as my guide an
axiom of the French poet, Charles P g'y:

He who knows the truth, and does not bellow it, makes himself the accom-
plice of liars and forgers.

I respectfully suggest that such an axiom as this as being apt, to
any matter which concerns legislation trying to bring to the people
the truth.

It is a privilege to have been able to have made a few remarks, which
you can see are not the remarks of the economist nor the mathemati-
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clan, but rather express my own philosophical viewpoint and are com-
pletely based on what I consider my responsibility in positions in the
past year in the government of this Commonwealth.

The CHAI~uN. Thank you very much. Will you convey our ap-
preciation to former Attorney General McCormack?

Mr. DFGAcomo. Yes.
Senator BE.N-m-r. Mr. DeGiacomo, I want to thank you for the

Lippmann quote, and I think, more succinctly than anything we have
had in these hearings, it describes my interpretation of this law; a
law based on somebody's good intentions which will clutter up the
lawbooks because enforcement is not possible.

Now, we are all devoted to truth; the situation created by the use
of the word "truth" in the title of a bill automatically casts asper-
sions on the people who, for one reason or another, feel they should
oppose the details of the bill; but I don't think the truth is so limited
with respect to credit that it can only be stated in one way and by a
specific formula. I don't think that the experience of the American
people in developing the credit pattern, the statements of the cost of
credit over the years, represents that these methods of stating finance
charges are themselves either untrue or that they are immoral. So
there is no argument between Senator Douglas and me that we want
the people to get the truth, but we who oppose the bill don't think
that by forcing all statements of interest into one mold, which in
many cases is an impossible situation, is necessary to provide the
people with the truth.

Mr. D.GiAcomo. Thank you, Senator Bennett. I am sure that the
intentions of yourself and the opponents of the legislation are well-
meaning and well-intentioned as anyone can expect and indeed I
intend to cast no reflection on tlese intentions. However, it would be
a deplorable thing if the Members of the Congress of the United
States looked at each other and perhaps acted asPilate to wash their
hands and asked each other what is true, because I believe that truth
in its essence is a simple thing which is one of the things that interests
me in this bill. It appears to be readable legislation and frankly,
Senator, much legislation in all phases of government is very difficult
to read.

The CuuuA.T. Mr. DeGiacomo, if I may, I appreciate that refer-
ence that you made to one's washing Lis hands saying "what is truthV
because, as the Bible records, the procurator of Judea, Pontius Pilate,
when Jesus was at the trial, washed his hands and said, "What is
truth?" and sent a righteous man to death. Thank you.

Senator BENNett. But we reached the point where the authors of
this bill presume to say that they, and they alone, say, "Mhat is truth ?"
I think truth has many gises.

The CHAIRMAN. Well, I don't wish to continue this duet between
us, but I remind my colleagues that the Federal Trade Commission
says the add-on and discount rates are untrue and misleading and
the real rate is approximately twice the stated rates in these
cases. This is a ruling of the Federal Trade Commission. I am not
certain, but I think that the automobile company which was so ad-
judged has never appealed that finding. Thank you very much, Mr.
DeGiacomo.

Mr. DEGiAcosio. It has been a pleasure. Thank you.
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The CHAIRMAN. Now we ar very happy to have four representa-
tives of the mutual savings and loan and banking industry here. In
the interest of time I am going to ask them all to come forward and
sit here.

Mfr. Raymond P. Harold, president of the Worcester Federal Sav-
ings & Loan Association. We speak of Worcester as a distant prov-
ince, but I want to say that we know from outside the State that
Worcester is an integral part of this great Commonwealth; but we
are also happy to have E dmond F. Dagnino, president of the Boston
Federal Savings & Loan Association, and Mr. Sidney Dunn, presi-
dent of the Volunteer Cooperative Bank of Boston, and Paul F. Ochs,
treasurer of the Volunteer Cooperative Bank of Boston. I appreciate
all of you coming, and we are happy to have you here.

STATEMENT OF RAYMOND P. HAROLD, PRESIDENT, WORCESTER
FEDERAL SAVINGS & LOAN ASSOCIATION, WORCESTER, MASS.

Mr. HAROLD. Senator Douglas, Senator Bennett, ladies and gentle-
men, my name is Raymond P. Harold. I am president of Worcester
Federal Savings & Loan Association, the largest savings and loan
association in New England.

An economist in Europe was recently asked the question: "What
do you admire most about our American economic system " His an-
swer was perhaps as surprising as it is provocative: "I admire it most
for its debts." He went on to say that here in the United States, as
soon as young people get married, we put them immediately into debt.
From the very beginning of their relationship, they therefore must
learn how to live on less than they make. This establishes the habit
of thrift, a habit which they never lose.

By the time they have reared and educated their children, they
no longer need to borrow, but still are so accustomed to saving that
they are able to invest-supplying money to savings and loan associa-
tions, credit unions, banks, insurance companies, industry, so that the
more money can be made available, more loans can be made, and more
goods purchased. And in this way the economic ball keeps rolling.

This philosophy fits neatly into Arthur R. Upgren's theory that a
wage earner has two periods in his life-one of dissaving , when he
borrows from the general economic barrel, a9nd one of saving, when
he helps to fill it up again. These two periods have a remarkable way
of balancing each other. "

There used to be a time when a person was embarrassed to borrow-
apologetic to ask for a loan. Now, however, when a person approaches
us at the savings and loan association in Worcester, he is not. handi-
ca)ped by any such qualme. lie knows he is in the favored position
of purchasing something-in this case, credit.

At the same time, he is intelligent enough to know that he must
pay for what he receives. Only a fool today expects to get something
for nothing. Because we are a federally controlled organization, our
charges for this credit are supervised. Even if our consciences did
not first make the charge reasonable, the customer is thereby protected.
And he has a right to know the full details of the transactions.

In this connection, the late Beardsley Ruml, world famous econ-
omist and former chairman of the Federal Home Loan Bank of New
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York and the Federal Reserve Bank of New York, some years ago
commented that a Federal Home Loan Bank should be just what its
name implies and permitted then to loan on anything and everything-
not just on houses and property. It is unfortunate for the consumer
that we are restricted to this one area of homeownership.

It was in the twenties and thirties, when the dollar-down, dollar-a-
month philosophy swept the country, that many agencies and retailers
entered the loan business. Though many were beyond reproach, many
were also unscrupulous. Charges, most of them hidden, ran sometimes
as high as 43 percent. At the moment., $55 to $60 billion are involved
in such consumer debts. All too often, we have found it necessary to
foreclose a home mortgage because the consumer has been enticed into
buying glamorous, luxury items, by what appeared to be an attractive
installment plan.

I don't believe we are overextended with credit. Credit is high but
so are incomes. Ratios between credit and income and repayments are
still small.

Several times in recent years I have traveled to Peru for the State
Department to report on housing in that country. I found the Peru-
vian could not own their own homes largely because of the high inter-
est rates which averaged about 25 percent. The horrified reaction of
our leaders at this report seemed to be almost a "holier than thou"
attitude, when at the same time they condone the fact that their own
fellow citizens are often exploited for such an exorbitant rate as 43
percent in this country.

Senator Paul Douglas has simplified his argument for S. 750 into
four statements. People deserve, he says, first, the right to safety;
second, the right to be informed; third, the right to choose; and fourth,
the right to be heard.

The CHAIRMAN. Mr. Harold, I would like to claim the credit for
these statements, but President John F. Kennedy is responsible for
them and I have given them some circulation since then., Go ahead.
[Laughter.]

Mr. HAROLD. I agree. In reading the voluminous testimony already
in the record in opposition to this bill, I am appalled. The argu-
ments are so beside the point, so obviously devious. For instance, the
opposition repeatedly emphasized the redtape of procedure, which
such legislation would require. All I have to say in rebuttal is that
any problem that we have managed to make, we can manage to solve.
For years the savings and loans have had charts and rate sheets, with
the answers all figiired out. We'll gladly lend them to the slow,
lazy mathematicians who ask for them.

The implementation of telling the truth is the simple opposite of
telling a lie. I am reminded of the old merchant who showed his son
a pane of glass and said, "Through this you can see the whole world.
But put silver behind the glass, and it becomes a mirror in which you
can see only yourself."

I am inclied to think that perhaps the opponents of this bill have
been hampered by the silver in back of the issue and halve thus limited
their vision to their own mercenary advantage.

The CI n RN. I want it, understood that I am not the one who
says this but the'president of the Worcester Federal Savings & Loan
Association. Thankyou very much. [Laughter.]
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Mr. HAROLD. I have nothing but admiration for Chairman Senator
Douglas' persistence in pursuing his fight for a passage of this bill.
A lesser man would have given up long ago. I began to understand his
determination when I learned he was born in Maine.

The CHAIRMAN. Actually I was born in Salem. But at an early age
I went to Maine and lived there until I had great trouble making a
living and had to migrate.

Mr. HAROLD. Having Yankee trader ancestry makes any of us
shrewd bargainers-even, or perhaps especially, when it comes tobuyingcredit..

Ths truth-i-lending bill speaks clearly. It asks for two things-

a full disclosure of the charge made, expressed in dollars and cents,
and of the percentage of interest, expressed as an annual rate on unpaid
balance. For instance, a man who takes out a 1-year $500 loan, pay-
able in equal monthly installments, might be told he will pay $30 for
his money and that the interest rate, therefore, is actually about
12 percent.

The CHAIRMAN. Instead of 6 percent on the top of the statement?
Mr. HAROLD. That is right. This is truth in lending.
With this knowledge, a man will be able to shop as wisely for credit

as he does for bread.
The moral rules for loaning were given to us long ago. And some-

one much wiser than any of us once said, "Ye shall know the truth, and
the truth shall make you free." It is an adage which we would do
well to remember in our consideration of this legislation which is now
before us.

I thank the committee for their courtesy in allowing us to appear.
The CHAMIEAN. I would suggest that each one of the remaining

gentlemen make a brief statement. The time will probably run over
an hour and a quarter, so we will extend to the opponents an equal
amount of extra time.

Senator BENNmvr. Oh, yes, we won't shut them off; let them con-
tinue.

The CTAMMAN. Mr. Dagnino, president of the Boston Federal
Savings& Loan Association.

STATEMENT OF EDMOND F. DAGNINO, PRESIDENT OF THE BOSTON
FEDERAL SAVINGS & LOAN ASSOCIATION

Mr. DAGNINO. Senator, I have no prepared statement. I am in
agreement with what Mr. Harold has said. The Federal Savings &
Lban Association, as you gentlemen well know, is a federally chartered
institution. We, in our instance, can only loan on two or three
things--homes, first mortgages, and loans secured by a. mortgage, and
it is simple interest charged.

The CHAMM AN. On the outstanding uinpaid balance.
Mr. DAGNINO. Yes, under a direct, reduction mortgage. It shows

the customer, lie has it on his book. Secondly we cani loan on our
savings accounts and that again is simple interest. We can loan on
unsecured loans. I can only speak for the Boston Federal Savings &
Loan Association, in our application it is a 5-percent add-on discount,
but on our application we show them the equivalent rate in true inter-
est rates.
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The CHAIT MA. But it is just a little under 10 percent.
Mr. DAGNINO. That is correct.
The CHAM AN. That is what the Bowery Savings Bank in New

York does now.
Mr. DAoNiNo. Similar to the FHA, title 1.
The CHTAIRM. Thank you very much. The next witness, Sidney

Dun, president of the Volunteer Cooperative Bank of Boston.

STATEMENT OF SIDNEY DUNN, PRESIDENT OF THE VOLUNTEER
COOPERATIVE BANK OF BOSTON

Mr. DuNx. I shall be brief. We specialize in home loaning as
does the Boston Federal Savings & Loan Association. I am here
solely for the purpose of supporting this bill. I believe in it, and
wish to be recorded as being in favor of the bill.

The CHAIRUMAN. Thank you.

STATEMENT OF PAUL F. OCHS, TREASURER OF THE VOLUNTEER
COOPERATIVE BANK OF BOSTON.

Mr. Ocns. My name is Paul Ochs, treasurer of the Volunteer Co-
operative Bank of Boston. I reside at 47 Rowe Street, Milton, and
for the past 31 years I have been identified with the banking business;
16 years as a State examiner, resigning in 1948 for the position of
treasurer of the Volunteer Cooperative Bank of Boston a $25 million
institution. Unlike the general consumer credit field, tile cooperative
banks lend on a true interest rate basis and possibly could be excluded
from the bill.

However, I am in full accord with the provisions of it set forth
therein and unequivocally support the legislation.

The ChATRAN. Thank you veey much. We appreciate your com-
ing. Gentlemen, I have no questions to ask, except to ask Mr. Harold;
if you would state the assets of your savings and loan institution?

Mr. HxRoL. As of yesterday they were $257 million.
The CHAMMAN. $257 million, a quarter-of-a-billion-dollar bank-

coming to support this measure. Mr. Dagnino, what are the assets of
your institution?

Mr. DAGNINo. $107 million, very small as compared to some of the
others in the city of Boston.

The CiIAnIAN. And the Volunteer is about $'25 million?
Mr. DuNN. Yes.
The CHAIMAN. So we have $389 million in favor of truth in lending.
Senator BENNMVr. I have one or two observations. If the Douglas

bill passes, you will be required to calculate in your so-called simple
annual rate, not only the interest but also the charges that you make
for handling the account in the beginning; do you do that now, any of
you?

Mr. DAGNINo. Yes; we do.
Senator BENNetr. When you quote the customer, do you calculate

this in the rate or are you just quoting the rate for the loaning
of the money?

Mr. DAo;;iNo. Any charges we make are charges made for a mort-
gage, a plot lan fee; he pays for the plot plan fee, the bill we get
for that fee;the service is rendered under the mortgage.
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Senator BENN.-r. I am sure you notify him of this, but under the
Douglas bill you will have to include that in the rate you quote him
'which you apply to the total of the bill; you don't do that now ?

Mr. bAoNINo. No, sir.
Mr. HAROLD. Senator, we must get a statement of his entire cost

when the loan goes through.
Senator BF.N-m-r. Under the Douglas bill that entire cost must be

translated into a simple annual rate. You don't make that computa-
tion?

The CHAIRMIAN. This bill merely requires that charges incident to
the extension of credit will be added.

Mr. HAROLD. Those charges don't come to us.
Senator BENM-NT. I made my point.
The CHAIRMAN. I think I have knocked it out of the ball park.

lLaughter.]
. Senator BFNNETr. May I say to the audience that in previous hear-

ings Senator Douglas and I have consumed a lot of time quarreling over
what is a charge incident to the extension of credit and I don't want
to repeat it now, but I think he will agree there is at least one which
must be included in the total cost of your calculation. The second
question: On this basis you must show the customer in advance in
writing a figure showing ihe total dollar cost of his credit over the life
of his contract. Do any of you do that now?

Mr. DAONINO. Thereis a chart on it.
Senator BENNErr. This isn't a question of a chart, you have to

show the particulars of his individual loan calculated out to the end.
None of vou do that now I

Mr. HAROLD. On some of the loans, on many of the loans that are,
in fact, granted, you have a chart showing that his total cost will be
and under FHA 'it is required by law, but one factor, one point we
do make is try to get the borrower to take out a loan with a shorter
maturity; maybe a 15-year loan instead of a 30-year loan, showing he
saves so much in dollars.

Senator BENNu.1Tr. This is part of your selling program?
Mr. HAROLD. That is right.
Senator BFNNETT. I would think if you like the Douglas bill so

much and think it is so good that you would adopt its proposals
voluntarily.

The ChA, IRMAN. If retail merchants will adopt it voluntarily, I am
sure these gentlemen will do so.

Senator BENNFTr. They are here speaking for themselves.
The CIAIRIMAN. Den't; hold these gentlemen to higher standards

than the retail mercJiauts.
Senator BNN.F.,Vr. On page 4 of his statement, the witness, Mr.

Harold, presumed to take a -very lofty position with respect to the
opponents of the bill, and this was so obvious the chairman had to dis-
associate himself with the criticism.

The C.AIRMAN. No, I endorse it, but I didn't originally advanceit.

Senator B.Nxrr. All right, then, he ended his statement by quot-
ing from the Bible, from the greatest. figure probably in all human his-
tory, whose wisdom we can quote and I would like to give back to
him another quote from that same individual: "Father, forgive them
for they know not what they do." [lAughter.]

924
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The CHAIRMAN. I will reply toftht- by a' line from Gilbert- ind
Sullivan; namely, "The flowers that bloom in the spring, tra-la-la,
have nothing to do with the case." [Laughter.]

Senator BENvrTr. Well, I think my source of quotation is infinitely
above yours.

The CHAnImm1i. It may be in ethical depth, but in appropriateness
I think my comment is to the point.

Senator BEN2'*r. I would like to ask the two savings and loan
gentlemen: Are you members of the United States Saving & Loan
League?

Mr. DAGzIro. Yes, sir.
Senator BiENt-rr. Both of you, Mr. Harold?
Mr. HAROLD. Yes.
Senator BEnNwTr. And the two cooperatives, you are members of the

National Association of Mutual Savings Banks?
Mr. DuNN. Yes.
Mr. Ocns. Yes.
Senator BENNM-r. Mr. Chairman, I would like to offer for the rec-

ord two letters, one from each of these organizations. The United
States Saving & Loan League says in a letter dated-November 15, ad-
dressed to me:

Almost all mortgage financing is done with simple annual interest rates
which are easily understood by the borrower. In other financial areas, such as
personal and consumer loans, a variety of methods of computing and stating
interest charges have been in use. The league is in favor of encouraging ways
and means of making the true cost of all borrowing understandable to the bor-
rower. However, the league takes no position for or against any legislation
dealing with interest rate disclosure.

And from the National Association of Mutual Savings Banks:
I should like to take this opportunity in my capacity as chairman of the

Committee on Federal Legislation of the National Association of Mutual Savings
Banks to express the sapport of the principle of-

He uses S. 1740 which was the number of one of the earlier Douglas
bills-
as it applies to the loans secured by mortgages on real property

I would like to refer to the record of the hearings of the original
witness who came before us 2 years ago to testify in the name of the
national association. He limited his testimony to mortgages on real
property. This is on page 161 of the 1961 hearings on S. 1740. I
offer these letters and the 1961 testimony for the record.

(The letters and the testimony mentioned follow:)
UNITED STATES SAVINGS AND LOAN LEAGUE,

Ohivago, Ill., November 15,1968.
Hon. WALLAoE F. BENNETT,
U.S. Senate, New Senate Office Building, Washington, D.C.

DEAR SENATOR BENNETT: At the U.S. league's annual convention in San
Francisco November 4 through 8, our legislative committee adopted a resolution,
subsequently confirmed by the board of directors, which will be of interest to
you.

The resolution is in the form of a statement to be included in the league's
overall legislative program for the year. It reads as follows:

"Almost all mortgage financing is done with simple annual interest rates
which are easily understood by the borrower. In other financial areas, such
as personal loans and consumer loans, a variety of methods of computing and
stating interest charges have been in use.
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"The league is In favor of encouraging ways and means of making the true
cost of all borrowiug understandable to the borrower. However, the league
takes no position for or against any legislation dealing with Interest rate
disclosure."

In a discussion preceding the adoption of the resolution, the point was made
that the interest disclosure bill relates primarily to other financial institutions
and It did not behoove the U.S. league to take a position on something that
is none cf our business.

Sincerely,
STEPHEN SLIPHER, Legtslsaive Director.

NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS,
New York, N.Y., November 19,1963.

Hon. WALLACE F. BENNETT,
U.S. Senate, Washington, D.C.

DEAR SENATOR BENNn-T: You have asked that I clarify the position of the
National Association of Mutual Savings Banks in reference to the truth in lend-
ing bill, sponsored by Senator Douglas and others.

The National Association of Mutual Savings Banks, through its board of direc-
tors, supports the principle of disclosure of financing costs as applied to home
mortgage lending.

As the chairman of the Committee on Federal Legislation of the National Asso-
ciation of Mutual Savings Banks testified on July 18, 1961, before the Subcom-
mittee on Production and Stabilization:

"I should like to take this opportunity in my capacity as chairman of the
Committee on Federal Legislation of the National Association of Mutual Savings
Banks to express support of the principle of S. 1740 as it applies to loans secured
by mortgages on real property * * 0."

While It is true that individual savings bankers, in commenting for themselves
on the truth in lending bill, have adopted a somewhat broader position, the board
of directors of the National Association of Mutual Savings Banks, in recognition
of the fact that mutual savings banks are primarily concerned with mortgage
lending, has stated its support of the bill in terms of mortgage lending.

I hope the above will serve to clearly state the official position of the National
Association of Mutual Savings Banks on the legislation concerned.

Sincerely yours,
GRovEs W. ENSLEY,

Executive Vice President.

Mr. CRAWFORD. I should like to take this opportunity in my capacity as chair-
man of the committee on Federal legislation of the National Association of
Mutual Savings Banks to express support of the principle of S. 1740 as it applies
to loans secured by mortgages on real property, and to reiterate the support ac-
corded S. 2755, 86th Congress, last year in testimony presented to this subcom-
mittee by Mr. Earl B. Schwulst, president and chairman of the board of the
Bowery Savings Bank, and by Mr. Robert M. Morgan, chairman of our national
association's committee on mortgage investments.

At its midyear meeting in December 1960, our national association adopted a
position again supporting the principle of S. 2755 as It applies to loans secured
by real property.

The CIIAIRMAN. These letters come as something of a surprise to me
in view of the fact tdit both of these organizations have passed resolu-
tions specially endorsing the principles of S. 750 or predecessor bills.
It may be that heat has been turned on them and they are being stra-
tegic in qualifications and partial retreat. I think thisis a matter for
inquiry, but I stand on the record and the presented testimony. We
will insert from the pages in the previous hearings where this endorse-
met was given.

(The insertions follow:)
Mr. CHAwronu. First, however, I would like to set forth the savings banks'

full recognition that installment credit has become a way of life. We are aware
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of and applaud the fact that most Americans do pay their debts, and that credit
loses on carefully checked extensions are low.

We recognize that without credit the economy of this Nation would come to a
standstill. We believe that our private debt structure is well within our capacity
to pay.

In short, we believe credit when used advisedly is healthy for Americans and
for the American economy.

However, as recognized by the president of the Savings Banks Association of
New York State in a recent statement, "Credit, like all good things, can be and
is being abused."

In this era of credit, we are convinced it is essential for the financial welfare
of any family to know not only how to save and how to buy, but also how to
borrow.

We believe people should realize the disadvantages as well as the advantages
of borrowing or buying on time. Above all, they should know as precisely as
possible the cost of installment credit.

In developing the quick credit-cost computer, the Savings Banks Association
of New York State was seeking to create a device that would enable the prospec-
tive installment borrower, witr reasonable accurracy, to determine the true
financing cost of his loan or purchase expressed as an annual rate, and thus
enable him to borrow wisely.

I should like to take this opportunity in my capacity as chairman of the com-
maitttee on Federal legislation of the National Association of Mutual Savings
Banks to express support of the principle of S. 1740 as It applies to loans secured
by mortgages on real property, and to reiterate the support accorded S. 2755,
86th Congress last year in testimony presented to this subcommittee by Mr.
Earl B. Schwulst, president and chairman of the board of the Bowery Savings
Bank, and by Mr. Robert M1. Morgan, chairman of our national association's
committee on mortgage investments.

At Its midyear meeting in December 1960, our national association adopted
a position again supporting the principle of S. 2755 as it applies to loans secured
by real property.

While the language of S. 1740 differs somewhat from that in S. 2755, it makes
no basic change in the provisions that gained support from Mr. Schwulst and
our national association.

Professor RODoERS. If I may qualify myself, since you were not here at the
beginning, I an an honorary member of the Industrial Bankers Association of
many years' standing. I also have acted as consulting economist for a very
fine sales finance company in your State.

I want to say to you, sir, that on the basis of my knowledge and experience
of more than 30 years In this field the lender who does not know to the third or
fourth decimal point what his interest rates are does not last in business very
long. The answer is you do not have these chaotic conditions that have been
painted. The lender knows exactly what his rates are or he does not last very
long. It does not have to be determined by a clerk at the window. They have
Olectrical calculating machines and all sorts of devices and they have experts to
calculate it.

Senator Psoxmnz. Would you say this would apply not only to financial
institutions, or would you indicate the extent to which in your Judgment, on
the basis of your experience, you think this would apply to the typical automo-
bile dealer, the typical clothing salesman, and others who would sell on this
kind of basis?

Professor RODGERS. The automobile dealer, of course, either uses the bank or
uses a sales finance company, and the bank or sales finance company knows
exactly. If the automobile dealer wants to know, he can very easily ask.
The information is there.

* $ * $ $ * *

Senator PRoxMrlx. The point I wanted to emphasize in your testimony, be-
cause of your vast and very practical experience with literally hundreds of
thousands of these loans over a long period of time, is the point of how complex
and difficult and impracticable it is to impose an annual interest rate.

Mr. SOnWutST. I do not think there is any difficulty about quoting the true
annual rate on a loan of the %ind that you have mentioned, whether the interest
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or carrying charge is represented by a discount or represented by an add-on,
Lbcause the tables enable you accurately to figure it. I do not'think there is
anything complex about It.

Senator Ploxmnm. What you are talking about is the very heart of the con-
troversy over this bill. I am certain that if the bill comes up on the floor of the
Senate and the House that the big controversy is going to be over whether or
not the annual interest or annual rate charge Is to be required as well as the
finance charge.

What effect would you say there would be on the usefulness of this bill to the
consumer if the finance charge is required to be stated in dollars and cents but
not the rate?

Mr. SCHWULST. I do not know why you cannot state it on an annual rate basis.
Senator PsoxMrR. That Is another point, and I agree with you. But I won-

dered if you think, looking at it from the standpoint of the consumer who is
interested in getting fair treatment In his credit transactions--how useful it is
for him to be armed with the finance charge on a loan. In other words, he-is told
the cost of this $200 is $20 for a certain period of time. He is not told the simple
annual interest rate.

Mr. SCHWULST. If he is told the amount of this finance charge, which includes
shall we say pure interest plus expenses in extending the credit, all the figures
in there, then he Is able to see the difference between the cash cost to him of
this article and what its cost on a credit basis Is going to be. I think he ought
to have some knowledge of that. I think It is important that he know what
that Is.

I would go a step further-and again, mind you, I have already pleaded I am
not an expert in this consumer credit field. It would seem to me that in addition
to knowing what he has paid during the month In dollars and cents, or during
the year or whatever, in the form of finance charges-it would seem to me that
the retailer ought to be able to give to this chap when he comes in and signs
agreement in accordance with which he is going to be given some credit from
time to time as he makes purchases what the rate is per month on this outstand-
ing balance and what the equivalent of that is on an annual basis. In other
words, the merchant says, "This is the basis on which we make up this finance
charge. It is 12 percent per month on your monthly balance, and that is the
equivalent of 18 percent a year." And he does not have to figure it up for this
fellow with respect to each single transaction this man has made during the
month.

Senator P OxRMiR. That is fine. I am just wondering If there Is not a common
denominator value in having a simple annual interest statement made, so that
the borrower will know-

Mr. SouwuLsT. I think there would be an element of value in it, because if
he gets a common denominator, which it seems to me has got to be expressed
as the percentage which the cost he is incurring over and above the cash cost
of the merchandise, to the amount of the loan or the credit that he has actually
had the use of per month, but then convert it to an annual basis, and then he
has a yardstick that he can apply when he goes are -d to various places to make
his purchases. He can shop with a standard that he can apply to the finance
charge that he is going to have to meet at these various places where he may
elect to purchase and he can m,.ke a more intelligent decision as to whether
to buy the merchandise on credit. That is the point I am trying to get over.

I think that the person who is going to buy on credit or who is going to borrow,
a personal loan or whatever, cannot very well compare just pure dollars and
cents, with variations in period of time for which this credit may be outstanding,
and all that sort of thing. He cannot very well compare ona type of credit
offering with another type of credit offering unless he can get the cost in each
case reduced to some kind of a common denominator.

Senator PaoxMIRE. What you are saying is if we knock out the requirement
for a statement of the simple annual rate or simple annual interest that we are
not giving him the weapon which would be most useful to him?

Mr. SCHWULST. I think you would be sacrificing a very important principle
In the bill. I think if you can give him both, that's fine. Give him the dollars
and cents, if you can give it, but give him the other yardstick also.

Senator PRox~imE. Sir, as the head of the largest mutual savings bank in the
world, I would like very much to have your comment on the statement of Mr.
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Carl Bimson, who represented the American Bankers Association this morning.
He made five particular objections. The first was, and I quote: "It is our earnest
and sincere opinion that the second requirement of this bill, providing that the
percentage that euch amount bears to the outstanding principal obligation, or
unpaid balance, be expressed in terms of simple annual interest, is not necessary
to enable the public to compare the cost of consumer credit." I think your posi-
tion is quite clear, but would you like to summarize it vith regard to that particu-
lar statement?

Mr. SOHWULST. Would you mind if I read this to myself?
Senator PaoXMmm. Go right ahead.
Mr. ScHWULsT. I can only say I do not agree with it. I do not agree with

this statement
Senator PRoxmIRE. You think it is necessary?
Mr. SOHWULAT. I think it is highly desirable and even necessary, if you are

going to give the user of this credit, or the borrower, a uniform yardstick against
which he can measure the credit cost quoted him by this retailer or this banker
and the terms quoted him by somebody else. I think you have got to have a
common denominator in order to relate these things one to the other.

Senator PRoxME. Let me say that Mr. Beckman-I identlhled him a little
while ago-made the statement he thinks there is a 6-percent block In the public
generally. If people are asked to pay more than 0 percent interest, they think
they are being charged excessively, no matter how Just or fair or necessary it
may be. Sometimes, it is clear that these costs are high. You are going to have
to charge 12 percent or 15 percent, and it might not be at all unreasonable,
but to the public, it is unfair. It Is an indication, in their minds, that the person
they are dealing with is unscrupulous and so forth.

Do you see that in your business, in your experience of many, many years? Do
you think this is a legitimate objection to this bill?

Mr. SCUWULST. I am all for letting the purchaser or the borrower, purchaser
or credit, or the borrower, have all the facts so that he can make an intelligent
decision. If the true interest cost of this credit is 11 or 12 percent per annum,
I see no reason why he should not be told that. Maybe there will be times some
people are going to have to explain why this is not an unreasonable burden for
him to carry if he is going to buy this article on credit or bo. -ow this money for
some purpose.

Senator PsoxMnw. I Just have one final question. You mentioned this teen.
age credit, and I hold in my hand a junior charge account for young adults. It
says on the reverse side, "This is your junior charge account identification card,
which must be presented for all purchasing on your junior charge account."
(See p. 400.)

This is just one of a number of these I have seen.
I am wondering what your views are on this kind of thing. I am not pub.

licly identifying any of these firms, but we will show you the card.
Mr. SCHWULST. "For young adults."
Of course, I mentioned, I think, parenthetically, while I was going over my

statement, that this is one of the never developments in the consumer credit
field, which I think is very unfortunate. The Bowery Savings Bank and other
savings banks and many commercial banks, for that matter, have been, for
years, trying to encouragee young people to learn the savings habit. We think
it is very important for people when they are very young to learn to save a little
bit out of their allowances that they get from their parents or out of the little
sums that they may be able to earn. The thrift habit ought to be learned when
people are young because we need capital in this country and capital comes
out of savings.

We have about 75,000 school accounts in our bank. These pre children in
schools that we encourage to save a little money every week and put it in the
bank. We pay them interest on it. These balances usually are so small that it
costs the bank money to handle these accounts, but it Is an important part
of our work. It fulfills a social purpose of the mutual savings bank that we
encourage people when they are young, in school, to learn to save. These people,
people of this sort, are encouraging, in this kind of credit card thing, these
young people to spend and borrow to spend rather than teaching them the
fundamental thing they ought to be taught-that is, to save some money.
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Senator PROXMIRP. I suspect many of these young people, if they were in-
formed that they were paying, in this case, in most of these cases at least, on a
revolving credit plan, 18 percent per annum-

Mr. SOJiWULST. I know, and I understand in many of these cases they do not
require parents to endorse-

Senator PROXMIRn That is correct. In this case, the parents have no knowl-
edge of it, but, of course, no parent is going to let his child be in default if the-

Mr. SonwuLST. Being a banker, I try to be reasonably conservative in my
statements and watch my words, but it would seem to me that-and I may be a
little prejudiced abuut this, because I am a savings banker and have not, in all
my life, except when I bought a house, ever bought anything on the installment
plan at all--but it would seem to ic that this sort of thing ought to be repudi-
ated by responsible merchants and by their trade associations. I think it is teach-
ing what might become a very bad habit to a lot of these young people at a time
of life when they are very formative. They ought to be taught lessons regarding
saving rather than spending before they have earned anything, or before they
receive anything with which they are going to pay off the accounts, these credit
accounts, which they have incurred.

I think this is something like teaching the young to use narcotics. I think it
is very bad, very bad indeed. I think the merchants and merchants' associations
ought to repudiate this sort of thing. It is this kind of thing which gives the
Russians ammunition against our private enterprise system, saying that all we
are interested in Is building up volume and anything, for the buck.

This is bad, unqualifiedly bad, in my judgment.

Senator BENNE-r-r. Well, I would like to read you the testimony of
the man, Mr. Morgan, who spoke for the National Association of
Mutual Savings Banks:

I should like to take this opportunity in my capacity as chairman of the com-
mittee on Federal legislation of the National Association of Mutual Savings
Banks to express the support of the principle of S. 1740 as it applies to loans
secured by mortgages on real property * *

And it repeats that.
The CHAIRMAN. I think it is the Five Cents Savings Bank in Boston;

I deposited 5 cents with them immediately after his testimony.
Senator BENN rr. I think you had better go get it back.

[Laughter.]
Mr. DAGNINO. There are none of us that are members of the Na-

tional Savings League, they are cooperative banks and all of us are
members of the United States Savings. I want to get, it straight in the
record.

Senator BENNE'r. Wait a minute; I was reading this time from the
National Association of Mutual Savings Banks, and you are obviously
not, members of that association.

Mr. DoGxxo. Neither are they.
Senator BENNe'r. But you are members of the United States Sav-

ings & Loan League?
Mr. DAGNINo. Correct.
Senator BENNEr., The first paragraph of their November 15 letter

to me says:
At the U.S. League's annual convention in San Francisco, November 4 through

8, our legislative committee adopted a resolution, subsequently confirmed by the
board of directors, which will be of Interest to you-

and I have already quoted the resolution.
The CHAIRMAN. They may have backtracked under heat provided,

but, originally they were with as. This is interesting,;I shall try to
make some inquiries as to why they may have backtracked.

Senator Bi'NNETT. Mr. Chairman, I Lave no further questions.
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The CHARMAN. I want to thank you gentlemen and appreciate your
coming, your public spirit, and I will say that the time for the oppo-
nents will be extended for an hour and 25 minutes. I reserve the right
to question the opponents for the same amount of time taken by the
opponents.

The next witness is Rtobert Quinn. We are very glad to have you
here, Representative Quinn, and we appreciate your presence here.

STATEMENT OF REPRESENTATIVE ROBERT H. QUINN, 12TH
SUJFOLK DISTRICT, DEMOCRATIC MAJORITY WHIP, HOUSE OF
REPRESENTATIVES, BOSTON, MASS.

Mr. QuiNN. Thank you Senator. I am Robert H. Quinn, repre-
sentative, 12th district, Suffolk, which is ward 13 of Boston, Democrat
majority whip in the Massachusetts House of ]Representatives.

I thank you for the courtesy extended to me to appear before your
committee and I congratulate you gentlemen for your assiduous con-
cern about fully informing the everyday borrower and buyer. If I
may interpolate here now, I am in favor of truth I am in favor of
lending and very much in favor of the author of tie words that were
quoted here previously by both of you, naturally enough, and I feel
somewhat like a discordant note coming in between Mr. Ansel's 76
trombones and Mr. Murphy's harmonica. Yet I am sure we are all
in favor of the principle espoused in S. 750.

The Commonwealth of Massachusetts also has been assiduous in
its concern for what we might call the retail borrower of money or
buyer of credit. Legislation in recent years regulating auto buying
financing, the small [oan agencies, residential second mortgage rates,
and, this present year, the establishment of a consumer's council are
only partial but obvious proofs of this. I am happy to have supported
such legislation.

It is with the same concern for the people I re present that I appear
before you today to question whether S. 750 2l adequately protect
the buying public or properly assist people in securing the best bargain
in money or purchases for themselves.

This law would apply equally to the lending of dollars and the
extension of credit, for goods and services. However, there is no
warranty on a dollar once it is cashed while an item purchased is a
contract subject to many unforeseen ramifications.

Secondly, the time loan is a simple transaction compared, for exam-
ple to the innumerable entries in a housewife's charge account.

A third reason follows from the first two. If there is a real dis-
tinction between loans and credit and there are so many possible vari-
ations in a purchasing transaction, then the attempt to inform people
by simplifying without resolving is self-defeating, for it will not
really inform,but, rather confuse.

Acting upon a special message by Gov. Endicott Peabody our legis-
lature this year passed chapter 152 of the resolves of 1963 providing
for a comprehensive study of loans and credit. I respectfully submit
that the legislative record indicates we will pursue this study seriously.
I am sure that the study will lead to legislation that will resolve more
of the problems not covered by our present statutes.

It is my feeling that truth in lending will be accomplished better
by acting from experience ujpon whatever borrowing transactions have
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greater likelihood to deceive. This item-by-item attauk, if I may call
it such, and, item by item, removing confusion and possible deceit
would help the citizen where he has been hurt.

Of course, this approach of treating the patient where he hurts can
much better be done on a State level than by our Federal Congress.

The CHAIRMAN. I appreciate what you say, Senator Quifin, near
thb bottom of the first page of your statement, you question whether
S. 750 will adequately protect the buying public. I have never claimed
that it Nwill adequately protect the buying public; I merely said it
would afford the minimum protection to the public on the question of
credit charges alone and many other featurs, I think are needed and
which I agree can be handled ob the State level, anl of course, you
do not have a usury law in the State of Massachusetts. .

Mr. QUINN. No, we don't; we came close to one last year, Senator,
and again the question was whether it completely did the job.

The CHAIRMAN. But you never quite made it.
Mr. Quicm-. Didn't quite.
The CHAIRMAN. Who are the groups which opposed the usury law?
Mr. QUI'NN. Well, there were two different versions of legislation,

Senator, as I recall; one that came out of our committee on banks and
banking and one that was adopted by the house on the floor of the
house after debate. The two different groups were supporting both
bills, and I would say that both groups were in favor of abolishing
usurious rates, but the cleavage probably occurred in that the recom-
mendation of the banks and baking committee, which was a draft,
incidentally, I supported, was from banking groups and other inter-
ested citizens. The oppossitioA and the group that adopted, that pre-
vailed in action on the floor of the House, was led by my good friend
and former colleague, James R. Lawton, who was the author of what
I might call our Massachussetts Baby Douglas bill, and much of their
support caine from the people whom I was happy to support, who
would have supported the consumer's council that was enacted this
year. I think that fairly states the cleavage.

The CITAImMAN. Representative, as I understand it, you supported
an effective antiusury bill?

Mr. QuNN. I think I did, Senator.
The Cumrmw. I congratulate you on that.., (See bill on p. 1125.)

Where did you find your major opposition came from?
Mr. QuINN. From my own colleagues that did not feel this was an

effective--
The ChAIRMAN. No; the forces behind your colleagues, I am saying.

Could you identify the moving forces behind the opposition to an
effective antiusury bill ?

Mr. QUnI. Out ot the legislature?
The CIIAIRIIAN. Outof the legislature.
Mr. QuiNN. For a certainty I could not say.
The CuAmxA. Oh, you could not?
Senator B.E rr. Have you not said hero today the banks and

banking groups supported the legislation you introduced and sup-
ported-- ,

Nr. QUINN. Not the legislation I introduced, but that I supported.
Senator BrNrrr. They did support this ?
Mr. QuiNq. Yes.
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The CIHAmIAw. EVen though you couldn't identify these forces
you knew they were there I

Mr. QuiaN. No; I didn't know they were there.
The CHIAuitAN. No? Did you feel they were there? tYou couldn't
t your measure through; you knew it meant opposition not merely

from the legislature, but groups behind the legislature?
Mr. QuINN. The most able opposition it met, sir, was that of rdy

own colleague, who is now our registrar of motor vehicles and who is
an outstanding public servant, one who as far as I am concerned is
above reproach in the attitude of legislation.

The CHAIRMAN. Well, I am not saying-you and I are politicians'
and we know struggles in the legislature, frequently di ffereces of
opinions and interests amongst a body of the citizenty. Now I appte-;
ciate your prudence in not naming your opponents but they were
there, weren't they, even though they may not have been in the full
glareof the spotlight, did they not?

Mr. QmNN. I am sure t *-wer4+paties espousing the bill that Isupported, and now InfiF sure there wer Tplrties espousing the bill
that my colleaguIRepresentative Lawton, supQrted.

Senator Bi mr. Did the bill fall between two,stools?
Mr. QuiNr Yes. N--.x
Senator BEN NYrT. Thenth- solution fell between tw possible solu-

Mr. QiNN. BetWeen the brhnche4
The OHAIRMAN. This has bn-g*ng.-6n for .Q years. Vfassachu-

setts is one of the four St eep. tlib country, which doesIt have a
usur law. /j " .'\ / X..

Mi5. QuiNN. Afore than1f ears y aim I knew
somebne that Attorney PeiaY-io hadiA mind ivho had roblems
with' auto financing, l ousug~e~ h &ntact Nr. Browti in the
banl~ing department. thinkk M cqadiUetts cail-be proud of it§ 6uto
finantbing statute. IfI liow soineoriej who had a problem 4ike Mr.
Ansel's constituent, I wouldgo d nd 'John Clair.

Th CHAIRMAN. One of thI'my erio,' thingsi combat 4d that you
seldord see your opponents. This puzles a peon w14 goes into
combat or the first time, neverr t6 see h s oppon~hts, bit y bu know by
the shell nd mortarj that they are theta, ajd you have a rough guess
[laughter ' f their position. . K ' /

Mr. QUIN That is the great virtue of this open hearing, Senator.
The C.uAIRM. Is this true that some of the people who were for

an effective antius iW statute are the same pepl who are supporting
truth in lending? I---

Mr. QUINN. That is an easy sAement; yes, si 4( -ecall the pred-.
ecessor banking commissioner was in favor of tll~l1fll which came
out of our banking committee.

The CHAIRMAN. Well, Representative Quinn, we believe in time
that the leaven will work.

Senator B NmNE. May I ask a few questions?
The CHAIRMAN. Surely, it is your witness.
Senator B.NNim-r. This is very gracious. M-Mr. Quinn, a couple of.

years ago a witness from Massachusetts came to Washington and told
us that Statelegislators are under more sOvere Vressures from inter-
ested parties, than is the case at the Federal level, and he offered that

23-902---64-pt. 2-17
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as a reason why we had to have Fediral legislation in this area of
consumer credit. This is what Senator Douglas has been talking
about; do you feel the pressures are such on you as a member of the
General Court of Massachusetts, that you cannot-

The CIAMRMAN. The great and general cotirt.
Senator BENE'rr. The great and general court, that you cannot

legislate effectively.Mr. QuiNN . Pressures?

Senator BENNEa'r. Yes.
Mr. QmNx. Well, gosh, I guess there are pressures in every phase

of legislation. It was another good Democrat, Senator Bennett, who
said, "If you can't stand the heat, stay out of the kitchen." You
don't legislate in an ivory tower. dod help democracy if we do that.

Senator BENNvTr. That is right, but -

Mr. QuINN. Well, my experience with last year's legislation Was
such that I wouldn't say there were not such heavy pressures bothering
me at that time. I can think of many other bills where the pressures
were much greater-the death penalty, the antivivisection, in which
I had more correspondence than ever before, and our sales tax.

Senator BENNETr. Have you got into antifluoridation yet in Massa-
chusetts? [Laughter.]

Mr. QUItN. Not in my district. [LAughter.]
Senator BENNErr. That is all.
Mr. QUiNx. Thank you very much.
The CHAIRMAN. Thank you very much. Do you want to introduce

the witnesses?
Senator BENNETr. We have a panel of three bankers and we have

Mr. George H. Kimball. It makes no difference to me, if the bankers
are under pressure, perhaps they might come forward, if Mr. Kimball
is not under pressure. Where is Mr. Kimball, would it be all right to
hear the three bankers?

Mr. KIMBALL. Yes.
The CHAIRM1AN. The three representatives of the Massachusetts

Bankers Association-William Kennedy the president; Robert Nyere,
chairman of the installment credit commission, and James Winches-
ter, executive vice president of Norfolk County Trust Co., Brookline,
Mass., accompanied by Thomas Joyce, general counsel, and John
Roddy, legislative counsel.

Mr. Quxx.. Mr. Chairman, I am also to record Representative
Gerald J. Morrisey 16th Suffolk District in Boston, in favor of the
principle espoused here.

The CHAMMAN. Your principle or in favor of the bill?
Mr. QuINN. He asked me to record lhim in favor of this hearing

just before I began.
The ChAIRMAN. In kavor of the bill?
Mr. QuINrN. I said in question, "In favor of the principle?" And

he said, "Yes."
The CHAIRAN. Thank you very much. This is representative of

the high quality of those here who oppose the bill that they bring in
testimony of a colleague in favor of the bill.

I want to welcome you gentlemen here and whichever one of you
wishes to proceed first, you may do so.
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STATEMENT OF WILLIAM R.. KENNEDY ON BEHALF OF THE
MASSACHUSETTS BANKFR8 ASSOCIATION, INC.

Mr. KENNEDY. Senator Douglas and Senator Bennett, my name is
William R. Kennedy. I am president of the Massachusetts Bankers
Association, Inc., 125 High Street, Boston, Mass., and president of
the Union Market National Bank of Watertown, Mass.

I want to thank the committee for the privilege of appearing be-
fore you to express the opinion of the Massachusetts Bankers As-
sociation on S. 750.

At the outset, I would like to state that the Massachusetts Bankers
Association, representing 160 banks both National and State, has
long supported the principle of fuil disclosure of finance charges
in connection with the extension of credit. As tangible evidence of
this fact, the Massachusetts Bankers Association sponsored legisla-
tion, chapter 580, section 20 of the acts of 1957 and chapter 293 of
the acts of 1962, setting forth the disclosure steps among others for
conditional sales contracts and the retail sales of motor vehicles.
Both of these laws set forth, in detail, the procedures for disclosures.

The Massachusetts Bankers Association does have decided reserva-
tions about certain provisions of S. 750; namely, section 4(7) of the
bill, as this requirement is impractical, not only from the standpoint
of compliance but the impossibility of being able to apply a single
simple interest rate to loans where tie variables, such as the extension
of time, irregular payments, minimum charges, and so on, are coin-
monplace in this type of loan.

'he very nature of the business, with its varying type loans creates
changing factors that do not lend themselves to a simple annual rate.
I have with me today two gentlemen familiar with this type of lending
and with your permission, Mr. Chairman, I would like to turn to
Mr. Nyere and Mr. Winchester for their detailed discussion of the
bill, at the conclusion of my statement.

As I see it, the bill is also defeating the purpose stated in the pre-
amble,-
to promote economic stabilization by requiring disclosure of finance charges
in connection with extension of credit.

First, by Massachusetts State law, finance charges must, and are,
disclosed in terms of dollar amounts which is the accepted practice
of industry.

Second, it is the opinion of the Massachusetts Bankers Association
that the confusion which would result in the requirement set forth in
4(7), with the attendant difficulties of administration and additional
expense, would diminish the amount of credit extended tluough legiti-
mate sources, and thereby, cause economic instability, plus increasing
the number of people who would turn to illegitimate lending sources,
who would operate outside the province of the proposed act, indeed
as they now operate outside the law. The Massachusetts Baniers As-'
sociation, through its installment credit commission, constantly re-
views the lending practices of its members and encourages conformity
to the creed of lending practices, set tip by the American Bankers
Association in 1941.
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Experience has demonstrated to us that itemizing charges in dollar
amounts is most practical and gives the borrower all the information
necessary for full disclosure.

The banks of Massachusetts favor and will benefit from legislation
that tends to promote economic growth and stability and to that end
the association agrees with the objective of the bill and believes that
full disclosure of the dollar amounts of finance charges is beneficial to
lhe people and the economy.

I am grateful to you for the opportunity to appear here today and.
would like to introduce the chart'man of the Installment Lending
Committee of the Massachusetts Association, Mr. Robert A. Nyere,
vice president of the First National Bank of Boston.

The CHAiRM A,. Thank you very much, Mr. Kennedy. Mr. Nyere,
will you proceed? So far as I am concerned, I am not going to ask
any. (jluestions until all three of you gentlemen have completed your
testimony.

STATEMENT OF ROBERT A. NYERE ON BEHALF OF THE INSTALL-
MENT CREDIT COMMISSION OF THE MASSACHUSETTS BANKERS
ASSOCIATION

Mr. NYERE. My nme is Robert A. Nvere. I am a vice president of
the First National Bank of Boston and the officer in charge of its
personal credit department which handles all the installment loans for
the bank. However, I am appearing today in my capacity as chair-
man of the Instalhnent Credit Commission of the Massachusetts
Bankers Association, which is a nonprofit corporation whose mem-
bers include 160 National and State chartered banks in the Common-
wealth of Ma,ssachusetts.

I appreciate this opportunity to appear before your committee and
present to you our coimnents about S. 750.

First of all, I would like to say that the Installment, Credit Coi-
mission of the Massachusetts Bankers Association entirely approves
of the principle of disclosure of finance charges so far as this is pos-
sible within the framework of different kinds ol financing teclhiques
and procedures. We not only approve of it we practice it. The prob-
lems comes in tI, ing to apply disclosure both in dollars and cents
and by a so-called simple annual rate to every type of financing pro-
cedure at the inception of each transaction. The simple fact of the
matter is, this just cannot be done.

Since it was publicly announced that your committee had accepted
an invitation to come to Boston to conduct hearings on S. 750, we have
attempted to acquaint ourselves with some of the testimony presented
in previous hearing. Although we could barely scratch the surface
of the voluminous testimony already given, nevertheless we were
struck with the fact that it is almost impossible to project any new
arguments either for or against this bill that have not already been
advanced in other hearings. However, we were impressed with three
points: (1) In essence the consumer credit industry as a whole is prac-
tically unanimous in its opposition to the truth-in-lending bill; (2)
the opposition seems to center primarily on the provision which re-
quires that "finance charges" in credit transactions be expressed as "a
simple annual rate"; and (3) the reason for this opposition is that
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it is impossible to comply with this requirement in many, if not most,
instances. To conserve time, therefore, my remarks will be largely
concerned with the compliance factor as it relates to banks, since 'I
ain not in any way an expert in the sales finance or retail store fields.

Banks in this Commonwealth, as in other States, engage in the usual
types of consumer credit; namely, personal loans, both unsecured and
secured-automobile, boat, and aircraft. loans, both direct and in-
direct-property improvement loans, insurance premium finance loans,
and revolving credit loans, better known in this locality as "check-
credit." In this connection, installment rates are generally stated in
three ways; namely, (1) discount as a percent per annum calculated
on the face amount of the obligation; that is, principal plus charge;
(2) dollars per hundred per annum (in banking )arlance commonly
referred to as "add-on") which is calculated only on the principal
amount; and (3) percent per month which is used only on revolving
credit loans.

If each extension of credit on an installment basis were made on
the thesis that every single customer who borrows would repay his
obligation in equal monthly payments from the inception of the loan
and exactly on the due date, it would not be too much trouble for
banks to state their charges in terms of "a siml)le annual rate" along
with the dollar cost.

However, not every installment loan is set up on this regular pay-
iment basis-not because the banks want it. this way but because the
banks' customers request it. Since we are in the business of servicing
customers' needs, desires, or wants, we must adapt ourselves to their
way of thinking, and this means simply that we must often depart
from usual methods of granting loans to satisfy these customers.

Let me give you a few examples. Schoolteachers, of whom there
are quite a number, request loans where there are "skip payments"
over the summer months when they receive no income. Requests may
take the form of a 12-month loan but only nine payments are involved.
If skip payments are requested near the inception of the loan, the re-
sulting 'simple annual rate" would be less than would apply if the
qkip payments were set up near the end of the term. o add to this
confusion, if a teacher wanted 12 payments over a 15-moath period,
or even an 18-month period-each request would inan a different
calculation and different simple annual rate.

Schoolteachers are not alone in requesting skip-payment loans.
Farmers whose income drops over the winter months often ask for
special terms, and persons connected with the logging and fishing in-
dustry do likewise. In fact., I recall seeing in my own bank a loan
application from a drive-in theater for insurance premium financing
which called for only six payments a year over 3 years-payments
to be made in the summer when the drive-in was open.

Another variable in installment lending is the delayed first pay-
ment. Dentists, for example, lst graduating from school apply for
loans to set up shop which may involve the purchase of equipment,
renovating newly acquired quarters, and/or carry them until income
can warrant paying the loan. It is common to grant a 3-, 4-, 5-or even
6-month moratorium before the first payment is to fall due. Loans to
install new heating systems, air conditioning, or swimming pools may
be granted then with delayed payments in the off season to encourage
homeowners to get the work done then instead of waiting.
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Other variables in installment lending also exist-to mention a few,
irregular payments within a prearranged schedule of payments or
minimum charges where the transaction is very small-but time does
not permit me to expand on these illustrations to any degree.

Please allow me now to turn to another point. There has been used
by this committee a slide rule calculator to compute a simple annual
rate.

The CHAIRMAN. You mean this one?
Mr. NYERE. Yes.
The CHAIRMAN. And then a more simple one issued by the Savings

Banks Association of New York State. By the way I make a present
of this to you from the forces of truth-in-lending.

Mr. NYERE. Maybe I can get your autograph on it?
The CHAIRMAN. Yes, I will be glad to do that.
Mr. NYERE. Inherent in these calculations is the fact that payments

start 30 days after the extension of credit-but not all contracts have
their first payments fall due exactly 30 days after the consummation
of the loan. I iade a survey of 1 week's installment loans put through
in my department last July-601 to be exact-with the following
results: 84 loans (or 14 percent) had first payments falling due less
than 25 days after the money was granted; 64 loans (or 11 percent)
between 26 and 29 days; 72 loans (or 12 percent) in 31 to 34 days;
354 loans (or 59 percent) in 35 days or more and only 27 loans (or 4
percent) in exactly 30 days. If we were to take a 12-month $1,000
loan with a $6 per $100 per annum rate ($60 charge-faee amount of
note $1,060) and figure a simple annual rate where the first payment
would fall due 20, 25, 30, 35, 40, and 45 (lays after the extension of
credit, we would find only $1 add-on charge but sixr different simple
annual rates. Imagine the consternation of two customers granted
the same dollar loan for the same period of time at the same rate but
with different payment dates trying to figure out why their annual
rates were different.

S. 750, in section 4 (a) prescribes-
* * any creditor shall furnish to each person to whom credit is extended,

prior to the consummation of the transaction, a clear statement in writing setting
forth, et cetera * * *.

In view of the examples quoted above, it would be practically im-
possible for the average loan interviewer to quote a simple annual
rate without help and a great deal of time, because of the mathematical
difficulties involved. Personal loan customers have built up certain
habits over a long period of time and one of these is refinancing obli-
gations before maturity. Surveys in most banks show anywhere from
60 to 80 percent of tle people do just this. Can you imagine the indig-
nation and confusion that would result if customers with good cre it
records should come to the bank for'a loan, expecting their money
in a matter of minutes and then be held up unduly just. because some-
one has to go through the gyrations of figuring out a simple annual
rate?

Banks today pride themselves on fast service--the commodity
(money) they sell is the same--but this 'type of computation woulc,
at a minimum, cause substantial delays and customer dissatisfaction

The requirement of disclosure prior to the consummation of the
transaction l)rdo(uces another extreiiely serious result. The bank with
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which I am associated engages in automobile and boat financing
exclusively on a direct basis; that is, it makes loans directly to custom-
ers and does not buy any dealer paper. To do this it arranges financ-
ing terms with a customer before the customer buys an automobile or
boat and then issues to the customer a letter of credit which has per-
forated on it a dollar figure agreed upon between the customer and
the bank. Armed with this letter of credit, the customer can shop
for an automobile or a boat and, in effect, pay cash for it by drawing
a draft, which is printed on the back of the letter of credit, in favor of
the dealer. This draft may be for any amount up to the maximum
figure printed on the letter of credit. The actual amount of the draft
will depend upon the price of the automobile or boat selected.

To realize on this draft the dealer merely deposits it in his bank, and
when it reaches our bank it is paid and the loan is set up. Within a
matter of days we advise the customer of the full details of the loan,
the finance charge, and other pertinent information. But under the
procedure outlined in S. 750, we could not possibly give a statement
of the loan prior to the consummation of the transaction because we
do not know these details until we make the loan by honoring the
draft. If S. 750 were to be enacted it might well be that we would
have to abandon our distinctive method of automobile and boat
financing.

And, Senator, in this respect, this amounts to about $24 million
in my bank.

Up to this point I have been speaking about installment loans, butat. this juncture I would like to turn briefly to revolving credit, or
check credit as it is better known in banking circles. S. 750 has at,-
tempted to correct the interpretation of revolving credit contained in
earlier truth-in-lending bills but, unfortunately, is still fatally defec-
tive. Unlike the department store revolving credit in which a monthly
charge of about 1 percent is levied either on a month-enid or begin-
ning-of-the-month balances, check-credit charges are usually stated
as 1 percent per month on the daily average outstanding loan balance
plu an additional charge of as minch as 25 cents for each check paid
during any given month.

Section 3. subsection (3) of S. 750 states that finance charge means
the sum of all the charges (including but not limited to interest, fees,
service charges, and discounts * * *). Check charges are frequently
referred to as service charges and, under the definition of finance
charge, presumably would have to be added to the interest charge to
get the total finance charge.

Tn section 4(b) (1) we would have to "furnish to such person. prior
to agreeing to extend credit under such l)lan, a clear statement in
writing setting forth the simple annual percentage rate or rates at
which a finance charge will be imposed." Check-credit rates, as men-
tioned above are quoted to customer in advance in terms of 1 percent
per month on the daily average outstanding loan balance plus an addi-
tional specific cash charge for each check paid. The charges cannot
be quoted as a simple annual percentage rate, because no one can fore-
tell how many checks a customer will use in the course of a year. Since
"finance chmarge''includes both interest, and check-charge we have an
imponderable that cannot be precalculated. In addition, total charges
cannot be quoted at rates at which a finance charge will be imposed
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because again, by definition, check charges and interest are finance
charges and tlere is the same imponderable that cannot be precal-
culated. All the information check-credit banks can quote, frankly, is
the message that they are now passing along to their customers.

We do not think that it is necessary to comment at any length on
previous testimony already furnished the committee on revolving
credit but we do wish to aad our small voice in disagreeing with the
idea that we could relieve ourselves of any penalties by sim l)
multiplying the monthly rate of interest by 12, acknowledging by this
act that it would produce a simple annual rate in excess of the true rate
which would protect the lender from the penalties imposed for reasons
of understatement. As I said before, if a true rate is desired, a rate
quoted above or below the true rate is untrue.

In conclusion, I would like to make a few general observations:
(1) In our experience in installment credit, we have found cus-

tomers more interested in the dollar cost of their loans rather than the
rate of interest. They have, by the very nature of our industry, be-
come extremely cost conscious-they think in terms of dollars and
cents, not interest; and, as everyone knows, they make payments in
dollars and cents, not interest.

(2) Banks handling dealer paper generally do so by telephone and
must accept or reject a credit within a short period of time. If an inept
salesman is on the other end of the transaction and the matter is too
complex for him, considerable valuable time can be lost. Any transac-
tions handled by mail are also subject to this slowdown. S. 750 would
seriously interfere with, if not render impossible, many dealer financ-
ing arrangements.

(3) While we subscribe to disclosure in principle, certain disclo-
sures are feasible but others are not. Those provided in S. 750, in
iajor pftrt, are simply not feasible.
. (4) In Massachusetts by G.L. c255 and 255A? we already have pro-

vision for substantial disclosure. Solution of existing problems should
be left to Massachusetts and other States.

(5) The computation of a simple annual rate at the inception of
each transaction in most cases will be difficult and in many cases
impossible. I have been told by several accountants that there are
different formulas which can be applied to any given situation and the
results would all be different. In other words, who can define a true
explanation of a simple annual rate? The bill states that if passed
"the board" shall determine the method or methods which may be used
in determining the simple annual rate. Therefore, this is akin to a
person signing a blank check and asking someone else to fill in the
amount. 'I

(6) We feel that a requirement to furnish a written statement of
finance charges expressed in terms of silnple annual rate is impractical
and unnecessary. It will add to the costs of handling consumer credit
loans, and in some instances (teachers, for example), it would requiire
a complete recasting of legitimate and proper methods of financing,
which added cost will ultimately have to be passed on to the borrower
in the form of higher finance charges.

To sum tip, in the opinion of Mfassachusetts banks, S. 750 is unwork-
able in practice, meets no demonstrated public need or demand, and
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will result in added costs to all types of lenders and consumers.
Obviously, we are seriously opposed to it.

Thank you for allowing me to appear before your committee.
The CHAIRMAN. Thank you very much, Mr. Nyere. The final mem-

ber of the panel, Mr. James Winchester, vice president of the Norfolk
County Trust Co.

STATEMENT OF JAMES P. WINOHESTER, APPEARING FOR THE
MASSACRUSETTS BANKERS ASSOCIATION

Mr. WIxCHESTER. For the record, my name should be shown as
James P. Winchester. I am executive vice president of Norfolk
County Trust Co., Brookline, Mass.

Mr. Chairman, we are honored to have your committee visit historic
Boston. The people of Boston and the Commonwealth of Massachu-
setts have written a long and glorious history as our country has
marched forward toward fulfillment of the principles of democracy
for all our people. We are very proud of our record and our progress
toward this goal.

Moving from our gr-eat traditions which history has recorded and
coming to the subject in which this committee is interested, we find
that Massachusetts has pioneered in creating banking institutions to
serve the needs of both its industries and its people and also has been a
great leader in originating banking legislation and laws relating to the
protect ion of the consumer.

Our first State-chartered commercial bank, the Massachusetts Bank,
was organized in February 1784, and is still serving the public under
the name of the First National Bank of Boston. We find official
records dating back to 1802, of certain reports which were required
from our State banks. In 1803, under chapter 132 of our general
laws, the seven State commercial banks were directed to make a
return of their financial condition twice each year to the Governor
find council. In 1838 we had a bank commission, consisting of three
members, to supervise the State banks and they were required to make
an annual visit to each institution. From the early days of our
Republic, Massachusetts exercised control of its commercial banks
and recognized the importance of an annual examination, which prac-
tice continues to the present day.

The first charter in the United States for a savings institution
was granted on December 13, 1816, to the Provident Institution for
Savings in the town of Boston, Mass. This thrift institution has been
in business for ahnost 150 years. Our oldest State savings and loan
association was chartered in 1879 as the Plainville Savings & Loan
Association of North Attleboro, Mass.

A unique system of cooperative banking was established in this
Commonwealth in July 1877, when the Pioneer Cooperative Bank
of Boston was incorporated. This banking system was established to
encourage thrift and home ownership opportunitie; for the working
man. At the present time there are 167 of these tanks in operation
and their resources amount to approximately $1,500 million. Interest
in the credit union movement in the United States was created by
Edward A. Filenie, a famous Boston merchant, who i;elped organize
our first credit union in 1909.
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All of these thrift institutions, like the trust companies, come under
the supervision of the division of banks and loan agencies, which pub-
lishes complete annual reports showing in considerable detail their
progress, earnings, and condition. Massachusetts took the lead in
establishing a central fund for the protection of its savings and co-
operative banks. Our savings bank life insurance program, which
was pioneered by the late Justice Brandeis, has been in operation
for 45 years. On June 22, 1908, the Whitman Savings Bink in Whit-
man, Mass., was the first bank in the Nation to create such a
department.

Several years ago the Massachusetts Credit Union Sharfe Insurance
Fund was createdto permit credit unions to insure their deposit ac-
counts. This .is the only such agency today operating in the United
States. The Federal credit unions do not yet have such a fund.

In the late 1880's, our State legislators introduced and enacted small
loan laws at a time when the workingieii's loan associations were
being started. More than half a century ago we established the posi-
tion of director of small loan agencies, under the department of bank-
ing, to supervise licensed small loan companies. The regulation of
snmll loan rates is controlled by a board consisting of the commis-
sioner of banks, the State treasurer, the commissioner of corporations
and taxation, and two members appointed by the Governor, one of
whom is a representative of organized labor while one is from the
general public. We think we can claim another first. In 1962, State
senate bill 795, commonly known as the baby Douglas bill, was filed.
Although the bill was not enacted into law, it received the endorse-
ment of the Massachusetts Bankers Association.

This condensed record indicates thot in Massachusetts regardless
of our divergent interests we are capable of taking the lead-in any
forward or progressive legislation for the common good.

Before my time runs out, I should like to get in a commercial and
call the committee's attention to the great interest that the people
of Norfolk County have in the affairs of our National Government..
From this Massachusetts county, presently containing less than one-
third of 1 percent of the country's population, have come 3 of the 35
Presidents of the United States.

I wish to state that I am not appearing before the committee as
an expert in any specific field, such as legal, consumer credit, mortgage
lending, commercial lending, nor as a statistician. I speak to you from
the standpoint of an executive banking officer of a moderate sized
suburban commercial bank and wish to discuss some of the transac-
tions we encounter in our daily work while serving the financial needs
of our customers.

As a result of the'nuierous hearings on bill S. 750, I am sure the
members of this committee are now uore, expert than any person
who may testify before it on tile subject of discount., add-on, simple
interest, per annum rate, and the methods of calculating all or any
of these rates. I am equally sure you are familiar with the problem
of quoting rates and charges on demand loans, construction loans,
and revolving credit plans.

I have before me a copy of the book entitled "Methods of Stating
Consumer Finance Charges," written by Robert W. Johnson, pro-
fessor of financial administration, Graduate School of Business Ad-
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ministration, Michigan State University, and. plublished by the Grad-
uate School of Banking, Columbia University. I assume that this
text has come to your attention. It is a very complete, well docu-
mented and scholarly analysis of the probfeis which are under
discussion. In general, the writer has covered the subject quite thor-
oughly and there is nothing that I would suggest adding to his
analysis except that. lie perhaps should have commented on stock
broker customer loans, more commonly known as margin account
loans. The charge for this type transaction would be somewhat
difficult to figure under the proposed bill.

If this text has not previously been introduced as evidence, I ask
that it be accepted and made part of the records of these proceedings.

It, is quite clear that loans made to business corporations would be
exempt from S. 750. We are not sure to what extent the terminology
"business firms" would apply to loans made to small local one-man
enterprises.

I would cite the following cases:
(1) One of our customers employs two or three people who work

in a small building adjacent to his home. The building is heated
from the home heating system and he had applied for a loan to replace
the heating system in his house.

(2) An insurance agent wishes a loan to purchase a vehicle which
would be used for personal purposes and business purposes.

(3) Last week we made twoloans to a young lawyer who has his
office in his home--one was for an automobile which he uses in his
business and the other was for a new roof on his home.

Would any or all of these loans be subject to S. 750?
Several weeks ago we made a rather large loan to a trust, where

the beneficiary is a man approximately 25 years of age. The proceeds
are to be loaned by the trustee to a relative of the beneficiary for the
purpose of acquiring a business. Our loan obviously is not to a busi-
ness firm. How would we compute the rate and charges? .

The other day, we had a customer apply for a mortgage on a new
home. His existing home, which he plans to sell, was free and clear
of debt. After we had stated the amount we would be able to advance
on a mortgage covering both homes, he requested a $2,500 demand loan
to purchase new furniture. He agreed to pay off the $2,500 loan and
a stated amount on the mortgage when he sold his old home. How
would we handle the rate and charge question on a transaction of this
type ?

There are but a few of the cases which we handle with some degree
of regularity, but they do demonstrate some of the difficulties inherent
in the problem under discussion.

Another unresolved question is what provision will be made to
prevent a regulation conflict between the Federal Housing Adminis-
tration progTain in relation to S. 750?

When the FHA Title I Home Improvement Act was first passed,
the regulations stated that the charge would be $5 discount per 100
on the original face value for a 1-year note. The FHA mortgage
rates were stated in terms of simple interest. When the Veterans'
Administration program was established, we found a similar recog-
nition of the distinction between long-term mortgage debt and short-
term installment debt.
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This separation of the two classes of loans by two Government
agencies supports the long-established premise that we are engaged
in handling two different types of business with different elements
of cost and with different loss experience.

This distinction is further emphasized in the 27th annual report of
the Federal Housing Administration which indicates on page 103
that their mutual mortgage loss reserve fund is approximately 21/2
percent of the outstanding balances due on insured mortgages, while
they maintain a loss reserve of approximately 6 percent of the out-
standing balances of their insured title I home improvement loans.

I should like to confine my remarks in this field to FHA mortgage
financing, even though many of these questions apply to VA and con-
ventional type mortgages. Some of the charges incidental to placing a
mortgage on the books are usually collected in cash from the customer,
but others may be included in the finance charge. There is also a mort-
gage insurance premiun. The present rate of interest quoted on sec-
tion 203, FHA mortgages is 51/4 percent. Will changes in the regula-
tions be made to include the mortgage insurance premium of one-half
of 1 percent in the interest rate, and will this combined rate be further
adjusted to provide for those charges which will be added to the financ-
ing cost?

As I understand the l)rol)osed legislation, after the interest cost is
predetermined, the customer who wishes a $10,000 mortgage for a pe-
riod of 30 years will be given a statement showing that the finance
charges for interest computed at 5 percent and the mortgage in-
surance cost at one-half of 1 percent amount of $10,775.61 (these fig-
ures were taken from FILA amortization chart), plus whatever clos-
ing costs are also considered as part of the finance charge. The FHA
regulations require a penalty in the event of prepayment. They also
provide for the payment of distribution shares. 'he amount varies
from year to year and from State to State, Will some provision be
made to show how these items are to be handled and how the interest
rate is to be determinedI

There is another area of mortgage financing which should be clari-
fied. This has to do with the rapid growth of the point or discount
system. The growing importance of this subject was given recogni-
tion in the Federal Savings and Loan Fact Book for the year ending
1961 where it was stated that the discounts on FHA insured mortgages
were about 3 percent. The Federal home loan bank report for the year
ending 1962 also mentions the growth of discount income.

If a lending institution took a 5-point discount on the previously
mentioned $10,000 mortgage, would the interest rate and the total
charge be computed on an investment of $9,500?

There has been an extraordinary expansion in the one-to-four-fam-
ily house mortgage debt in recent years. This debt is now $168 billion
and has increased more than 50 percent in the 5-year period from 1957
to 1962. The mortgage expansion growth has been greatest in those
areas where mortgage charges are highest. Hence, it does not neces-
sarily follow that. economic stability will be maintained solely by
stating the amount of interest and charges. .

I wish to emphasize that S. 750 is weak because. it is vague and ac-
cordingly is open to questionable interpretation. It is difficult to make
mm determination on the merits of a bill when the rules and regulations
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have not been clearly set forth and where the method of policing and
supervising it has not been established.

Let me give an illustration from our experience here in Massa-
chusetts. 1Notwithstanding the excellent work over the years of our
.Iassachusetts State legislators, we experienced last year a problem of
interpretation by. overlapping enforcement divisions. There was en-
actedunder our small loans law, a rate order in April 1960, setting
new maximum gross interest rates.

In October of 1962, two examiners from the Small Loans Division
came to our bank and spent 5 to 6 weeks reviewing thousands of trans-
actions on which rebates had beefi made. They had no criticism of
the rebates made under the rule-of-78tlhs method, and all of our net
charges were well below the rates permitted under the rate order.
They then recomputed all of the rebates on the basis of the small loans
rate order which related to maximum gross charges and applied the
formula to our original charges, which were lower than the permitted
maximum gross charges.

In our Brookline office they recorded 875 exceptions, on our direct
loans, averaging $1.15 each. And 159 of these rebates contained[
claimed errors under the small loans law formula of less than $0.50.
And 259 had claimed errors of between $0.51 and $1. Only 15 of the
875 so-called rebate errors were over $5, with the largest amount be-
ing $11. They next reviewed the FIA title I loans and applied their
interpretation of the small loans formula to our rebates and com-
pletely brushed aside the FHA rebate formula.

The examiners were indifferent to the fact that our gross rates and
net charges were substantially lower than those set forth in the
division's own rate order of April 1960. Other State banks had a
similar experience. The national banking authorities refused to per-
mit the small loan division examiners to inspect the records of national
banks in Massachusetts. Although the entire industry locally was in
a state of uncertainty over the division's procedures, we stood fast on
the principle that this was a faulty interpretation of the law.

Finally, after a series of hearings, the rate order was amended, ef-
fective November 12, 1963, to permit the making of certain charges,
provided the original charge, plus any late charge, plus any default
charge, plus any other charge, did not exceed the allowed maximum
rates.

So often, when well-intentioned people propose forward-looking
legislation they have no way of knowing, first, how the laws will be
interpreted by supervisory groups and second, how the laws will
finally be interpreted by the courts.

An outstanding example of what can happen when statutes are
vaguely drawn is found currently in Nebraska where grave problems
in the lending process have arisen from the court's interpretation of
what was supposed to have been a model law.

Senator iENNxrr. At this point may I interject; apparently in Ne-
braska the legislature has resolved that by passing a new law just a
day or two ago, but it was a serious problem in Nebraska.

The CHAIRMAN. I may say there was a billion dollars of usurious
loans made in the State of Nebraska.

Senator BENrmr. A billion dollars of legal usurious loans. Now
they have remodeled this law so the billion dollars disappears.
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The CHAIRMAN. Well, I would like to see the law; it may be de-
fined usury in such elastic terms that was formerly illegal now be-
came legal; that may be. I haven't seen the statute. I may suggest
the Governor recommended as a solution the truth-in-lending law.

Senator BEN wEr. And I may say that later he appeared before the
legislature and withdrew that recommendation.

The CIIArMAN. Well, there certainly are mysterious forces working
in many other States.

31r. Wi acnISTre. Back in the days of the great depression, many
financial and industrial experiments were resorted to. Some were
successful and some were not. Perhaps the greatest undertaking was
the Social Security Act, in which your chairman was vitally interest-
ed. I have two of his books in my libraryg, one of them being his
excellent text on "Social Security in the United States." I can still
recall my enthusiasm over this book because of the realization that this
great forward step would help alleviate many unemployment and old-
age problems.

Another undertaking was the National Industrial Recovery Act,
known as NRA. This started out as a noble experiment, but failed
mainly because it was used in restraint of trade and almost brought
our competitive system to an end. Senator Douglas in his book
"Controlling Depressions," which was written after lie had left the
NRA, where he had served on the Consumers Advisory Board, and
before it was declared unconstitutional, made the following statements
on page 234 of the text:

Unfortunately, however, the codes under the National Recovery Act have
operated in almost precisely an opposite direction. So far from restoring com-
petition in the monopolistic Industries, they have extended these monopolistic
practices into many industries which were formerly competitive. The purposes
of the NRA as originally announced were worthy.

The HIAIRMUX. I am glad you mentioned that because the authors
of the NRA were the U.S. Chamber of Conimerce headed by a distin-
guished Massachusetts citizen at the time and I am sure he moved
with the best of purposes, but the result was to fasten a businessmen's
monopoly upon the industries of the country. I happened to be a
member of the Consumer's Advisory Board during the period. I got
my start in this problem early by proposing a code for the personal
credit industry which required the men of the personal credit industry
to tell the truth about the true amnal interest rates upon the teWns of
the loan the consumer pays. This was rejected by the code authority.
So this was my experience with the NRA. I am very sorry that the
U.S. Chamber of Commerce perpetrated such a fraud upon the Amer-
ican public. It is interesting that die business community accepted
the NRA when it was proposed by the Chamber of Colmnerce and
supported it as long as the Chamber of ,Commerce sponsored it. They
only attacked it after the Supremn Court declared it unconstitutional.
They repudiated their own charge.

Senator BE.NNtr. It was the NRA passed by Congress and con-
trolled by it.

The CHAMIMAN. The Democratic Party.often makes mistakes where
it listens to business. [Laughter.l

Senator BENNEr. I would have preferred to have'you stopped with
a period after the word "mistakes." [Laughter.]
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The CHAMIMAw. No; for the sake of trluth we'get into the later
words, or perhaps I should say, it frequently makes mistakes when
it listens to big businesses.

Mr. WincMZR'." Well, here again, we see the familiar pattern of
varying interpretations and applications of the law. The act as writ-

ten delegated powers to the President without standards to guide him
and it invaded the field of intrastate commerce reserved for the sepa-
rate States.

Does S. 761. contain sufficient and clear-cut standards t, guide those
who will be charged with the responsibility of enforcing- it? Does S.
750 conflict with any of the State laws controlling consumer short-
term installment and consumer long-term mortgage loans? Does
S. 750 contain the seeds of restraint of trade and- culd it foster
monopolistic practices? Shouldn't precaution bemused so asto clarify
the vague areas of S. 750?

Perhaps we may benefit by the comments of General Hugh Johnson
in his book "Blue Eagle--From Eggs to Earth" which he wrote' prior
to the date the NRA was declared unconstitutional. 'He' stated on
page 275 that one fault and weakness in the NRA program was that it
acked:

A safe method of financing code administration without racketeering and
abuse-
and further that-
It failed to eliminate Inconsistent or conflicting pr.)visions among various"codes.

On page 276, he stated that the principal blunders were that:

Service Industries should not have been brought under the code-,

and that--
A clear-cut agreement on policy as between the NRA policy, the Federal Trade
Commission and the Departient of Justice should have been insisted upon 'at
the very outset. .

Can these afterthoughts or observations made from the standpoint
of experience by the man who was responsible for supervising the
NR A. help guide us in establishing any new legislation 'that may be
needed to-ielp promote economic stabilization?

The previous cominents were intendbl to complete my statement
on S. 750. However, because of recent publications in a nationally
circulated magazine and a large metrop~lhtan newspaper, I feel I have
a responsibility to comment on these articles.

I have copies for the committee taken from the Reader's Digest of
tl articles and also an article appearing in: last Sunday's 'Boson
Herald.

The CHtAMMAN. You wish to make boti 0f those part of the record?
Mr. WnCINIETER. Yes, sir.
The CHAMMAN. All right.
Mr. WiNcHzimTR. On page 157 of the November issue there appears

an article, "When You Borrow, When You Buy-Watch Those In-
terest Rates," by Irwin Ross. In the second paragraph, the'last
sentence, it states:

The annual interest rate came to morethan 83 perent-a rate which, if in-
dulged In frequently, would bankrupt him.
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I believe the author could possibly have been in error; he might even
be iu error to the extent of 35 percent in quoting the 33-percent rate.

The CHAIRUAN. We will check those figures.
Mr. WIxCHESTER. You will check them. I would like to comment

on the second case; to state that this vague quotation of the 40-per-
cent rate has no base or facts to support the computation and it is
quite typical of the loose and free abuse of the press that we encounter
inproblems of this type.

I would like to strike out "abuse of the press," and say that the
abuse that exists when people or writers quote rates and furnish no
data to support the rates. I also call your attention to page 165 the
institutions that are represented as being in support of th is bill all
have one common denominator.
. I also introduce a newspaper article that appeared in the Boston
Herald last Sunday, November 17, and I would like to identify it I
present this with a great deal of misgiving, but I do it with thebt of
intentions and in the hope that we can bring about a greater under-
standing of our mutual problems. I will identify the newspaper
article by its first sentence.

WASIMNOToN.-Senator Paul Douglas, Democrat, of Illinois, will be in Boston
next Friday and Saturday and the shifty-eyed, easy-credit shylocks won't like it.

To comment in this fashion about the Massachusetts situation, before
the hearing, is prejudicial to say the least.
The CHAImAN. Let me say this is not my statement and I am sure

that the correspondent who made the statement did not mean to in-
clude you two gentlemen in his statement, but it established-I want
to make it especially clear that you gentlemen are not included in
this-it has been established that people of the type of Mr. Valachi
who testified before the McClellan committee, and who make the
largest part of their incomes with loan shark activities and I am sorry
to say the city of Chicago has the so-called Cosa Nostra group, and Mr.
Valachi seemed to indicate that it was in Boston. But I especially
want to make sure that you gentlemen were certainly not in mind when
the correspondent made this statement.

Mr. WINCHSTmR. Thank you, Mr. Chairman.
The CHAIRmA. It is a matter of record before the McClellan com-

mittee that one of the rackets in which the Syndicate is engaged in is
loan sharking and one of the illustrations given by Valachi is ap-
parently he was making 150 percent, and he stated he didn't want
oans repaid; he wanted the money to work, it was working at such a

profitable rate. Again let me make it clear this is only one branch,
which is probably a relatively small branch but it does indicate some
of the abuses which have crept in.

Senator BENNrr. I would like to make the point that people like
Valachi who live outside of all law would not change their program if
this bill passed or any bill passed.

The CHamrAN. I would like to point out .that such a law as this
would make prosecution possible just as income tax laws made possible
criminal prosecution. It should be remembered that Al Capone was
sent to prison not because of his criminal activities but because he
understated his income. And in similar fashion if Valachi under-
stated his 150-percent interest rate, he too, could be prosecuted. So,
this gives us an added handle by which we can deal with this branch
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of criminal activities. Now, again, for the sixth time, let me say that,
of course, this doesn't refer to you gentlemen or to your associates.

Mr. W'ICiESTER. I call your attention to the fifth paragraph where
itisstated:

I haven't found a used car dealer yet whi charges less than 26 percent interest
and some charge more than 40 percent.

Your committee has met in the States of New York and Pennsyl-
vania. Both States, as well as the Commonwealth of Massachusetts,
have motor vehicle financing regulations which establish maximum
charge s which if computed on a simple annual rate would be below
the minimum rate mentioned in this newspaper article.

The CHAIRMAN. Since you quoted me, my statement was based on
the survey conducted in the Chicago area. If you can produce evidence
of lower rates on used cars---charged by used car dealers in the Boston
area, I will be very glad to include them in the record of this hearing.
I tried to keep in touch with these charges and this was the result of
the survey. We have just produced-here is a standard used car plan
of the CIT, and I will ask Mr. Lindley-

Senator BENNErf. I am just pointing out that the Senator is con-
suming far, far more time than I consumed with his witness and is
putting us in a position where we, the opponents---

The CHAIRMAN. I simply call the attention to the fact the witness
questioned statements which I had made and I felt that I had to defend
myself. I will now extend the time of these gentlemen 10 minutes
more.

Senator BENNEIT. 'Well, I would like to make the point we have
now reached the point of adjournment,, so what. are we going to do
now?

The CHADMUAN. Since our group consumed an hour and ten minutes.
Senator BENNETP. An hour and thirty minutes.
The CHAIRMAN. Pardon me, 10 minutes more, wasn't it?
Senator BE.NNrT. Yes, 15 minutes more.
The CHAIRMAN. Well, certainly this group should have an hour

and thirty minutes which would take us to 1 o'clock, and if the Senator
from Utah is unhappy because I was trying to defend myself, we will
extend it to an hour and forty minutes. I am ready to stay here.

Mr. WiNcnEsTER. May I suggest, Mr. Chairman, I have two para-
graphs left, and I will be able to conclude my presentation. Continu-
ing the paragraph in which we quoted from the newspaper article:
It is scarcely conceivable that all used car dealers in these States are
regularly imposing charges on their customers in excess of statutory
limitations.

Two paragraphs further on, a description of a transaction was
given and it states that:

Douglas figures that you would pay 81.1 percent rather than 6 on the declining
balance.

Perhaps there was a misquote, but the 31.1 percent stated in the
article appears to be much greater than-
The percentage that the finance charge bears to the total amount to be financed
expressed in a simple annual rate on the average outstanding balance of the
obligation.

That is taken from S. 750.

23-90,2-64-pt. 2-18
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In conclusion, I am sure I speak for the bankers of the Common-
wealth when I say that we favor any legislation which will correct
abuses if abuses exist. However, we feel it proper to ask that legisla-
tion of this type shall be explicit and shall not retard the proper flow
of funds in the channels of commerce.

The CHAIRMAN. Now, I have no more questions except to say two
things: The first that the CIT interest rate which we found in our
check is 22 percent and that is a very ethical firm, so I will modify
my statement that I have never found interest rates less than 26 per-
cent on used cars. I found one of 221/2 percent. I will also say there
is obviously a misprint in this newspaper article of the apparent rate
of 6 percent and actual rate of 31 percent, and apparently the type-
setter of the Boston Herald forgot to it a 1 in front of the 6; namely,
16 instead.

(The articles mentioned above follow:)

[From Reader's Digest, November 19631

WHEN You BoRRow, WHEN You RuY-WATe TiiOSE INTEREST RATES

THERE IS OFTEN MORE IN THEM THAN MEETS THE EYE OF THE UNWARY-A READER'S
DIGEST REPORT TO CONSUMERS

(By Irwin Ross)

When you buy a suit of clothes or a movie ticket, you know exactly what the
price is. Not so when you "buy" money. The cost of consumer credit is
usually disguised, and the borrower will often pay, unwittingly, a staggering
rate of interest, as these citizens discovered:

A Federal employee in New Mexico bought a television set for $285.55. When
he askcd, he was cheerfully told he could pay for it at the rate of "about $14 per
month." Since not a word was said about interest, credit, or finance charges, he
assumed the installment arrangement was simply a courtesy extended by the
dealer. Over the course of 10 months he paid $147.80. Only then, looking at the
paper he'd signed, did he discover that he still owed $206.22-so he had been
charged $67.97 to finance the purchase. The annual interest rate came to more
than 33 percent-a rate which, if indulged In frequently, would bankrupt him.

A mechanic in Texas bought $1,812.80 worth of househould furniture, for
which he made a downpayment of $261.80, and contracted to pay 36 monthly
installments of $56.34 each. Only after he was unable to meet all his obligations
did he stop to figure out that the furniture was costing him $477.24 in finance
charges--a true annual rate of 19.4 percent.

A clerk-typist in Washington, D.C., in need of money because of a family ill-
ness, borrowed $1,000 from a bank. Her other debts made it difficult to repay.
So, just to meet installments on the loan, she obtained another loan-thus pay-
Ing extra interest on money to pay interest. In a few months, in a series of
Peter-to-Paul operations, she ended up with three bank loans totaling $2,000,
a finance company loan of $800, and some $800 in other obligations. Her local
credit union, to whbch she took her troubles, startled her by calculating that
she was paying credit charges at the rate of well over 40 percent a year.

These borrowers, like pdillions of others, were victims of a credit system that
is a model of contrived confusion-and sometimes deception. Enormous sums are
involved. Consumer debt last year amounted to about $63 billion; $13 out of
every $100 in aftertAx personal income went to pay installment loans.. How
much of that outlay represented overcharges is anyone's guess.

It Is plainly evident that any consumer seeking credit today needs a detective's
persistence and a mathematician's skill to determine what be actually pays in
interest. The traditional way of stating the cost of credit is in terms of the
annual interest rate--the custom in business and in home mortgages. In con-
sumer credit, however, lenders frequently use slick technique to make the cost
of borrowing seem cheap. There are five main methods:

The add-on.-A bank may offer a loan at the cost of, say, $6 per $100-addlng
the interest charge right away onto the principal, which is then repaid in 12
monthly installments. This sounds like 6-percent annual interest Actually
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it is about 11.58. Because the borrower is steadily paying it off, the average
amount of his loan over the course of the year is only about $50; yet he pays
out a full $6 Interest on $100.

The dscount.-In this case, the interest charge of $6 per $100 is deducted
when the loan is made, so the borrower receives only $94. He's being charged
$6 not on a full $100 but on only $4, in addition to paying interest on parts
of the loan after they have been repaid. Thus he pays even a bit more for his
money than the borrower who gets a comparable add-on charge.

Monthly rate.-Small loan companies often quote interest rates of 1% to 3%
percent-per month. Such rates make borrowing sound very cheap. Customers
forget that, while the rate is quoted by the month, the loan is usually for a year
or more. To figure the true annual rate, multiply by 12; it will range from 18
to 42 percent.

Department stores I ,vy a service charge of, say, 1% percent per month on
"revolving credit" charge accounts. "Service charge" sounds more trifling than
"interest rate," and many customers have no idea that they are really paying
18 percent interest for the convenience of charging.

No interest rate quoted at all.-Here the seller merely Indicates the size of
the downpayment and of the installments to be paid for 12, 24, or 30 months.
The total credit cost, in a lump-sun figure, may or may not be mentioned in
the contract.

"Loading" the contract.-The credit charge is inflated by extras-investigation
fees, processing charges, service charges, high premiums for insurance (even
though the borrower may already have insurance that would cover the loan).
Many of these fees are merely disguised interest charges.

By no means are all lenders out to fleece the consumer. Many avoid mention
of annual interest rates because of the widespread public Impression that more
than 6 percent a year is usurious-a belief that traces back to medieval church
doctrine. When home mortgage credit became widely available at the begin-
ning of this century, ethical lenders held to the historical "fair" rate of 6 per-
cent. But as Edward Oudeman, former Under Secretary of Commerce, points
out, "Under the conditions applying to a modern installment credit system, the
idea of only a 6-percent credit charge is a myth-and the public should be aware
of it. Consumers should know the true cost of credit."

For a $10,000 mortgage, 6 percent annual interest or less can lie a reasonable
limit-because a building is offered as collateral, and because the loan is large in
relation to the bank's administrative cost. But in installment loans of only a
few hundred dollars (often with no collateral), the expenses involved In extend-
ing credit are relatively high. For one thing, the merchant must borrow his
money from a bank-often paying 5 percent or more. Then he las the costs
of credit investigation, bookkeeping, billing; sometimes of dunning his customers
or hiring a collection agency; also he has an occasional uncollectible account.
When all these expenses are taken into consideration, a charge of 12 percent
a year---or more-is by no means unreasonable. The customer, however, has
a right not to be kept in the (lark; he should know what he is really paying.

Automobile, furniture, and home appliance financing seem to provide par-
ticular pitfalls for the unwary. The finance company furnishes the dealer with
several rate books, with ascending charges-the justification being that some
customers are poorer risks than others. However, in States where the law is
lax, unscrupulous dealers merely select the highest rate the customer seems likely
to pay. Later, part of the credit charge may be kicked back by the finance
company to the dealer; The higher the rate, the bigger the kickback.

Testifying about this practice before a Senate committee in 19060, John L.
O'Brien of the Better Business Bureau of Greater St. Louis, produced a set of
rate charts bearing the code numbers 7-96, 7-150, 7-163. These figures signified
that the finance company retained $7 per $100 loaned to the customer, and,
depending on which chart was used, kicked back $96, $150, or $163 per $1,000
to the dealer.

Even banks have been known to kick back to dealers. Herbert E. Cheever,
vice president of the First National Bank of Brookingg,, S. Dak., testified to a
typical kickback case in which an automobile dealer sent to a bank a customer
who needed a $1,200 loan. The bank charged the buyer $220 In finance fees
over a 3-year period-and mailed the dealer a $44 check for bringing in the
business.

The imprudent buyer may also be lured by ads which offer "no downpayment."
And he may find himself signing two loan agreements-one to provide the cash
for the normal downpayment, amid the other for the balance of his debt. Both
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loans have to be paid off simultaneously, at rates that often run from 30 to 50
percent.

Once enmeshed in this kind of borrowing, the customer often finds no cheap
escape. Sometimes, if he decides to pay off the loan before its term ends, he is
faced with an excessive "payoff" rate designed to deter him from doing it.
Small-loan companies, particularly, try to keep the customer In debt. As one
outfit candidly explained in a staff memorandum, "Keep In mind that when
any customer settles his account in full and does not refinance, we are in the
same position as a department store whose customer settles his bill and stops
making purchases."

Many borrowers are careless; they sign blank contracts, fall to ask the most
elementary questions, neglect to read the fine print. Credit costs are quoted
in so many different ways, however, that even the prudent have difficulty making
realistic comparisons. Who can easily tell whether it is cheaper to take ali
"add on" rate of $5 per $100 from a bank, or a 1 percent per month rate fromn
a small-loan company, or a $300 down, $40-a-month deal from a furniture
dealer?

Senator Paul H. Douglas, of Illinois, has attempted to provide a standard
method of credit labeling to make price comparisons meaningful, through a truth-
in-lending bill. Cosponsored by 19 other Senators, the bill requires that lenders
state finance charges in two different ways-in dollars and cents, and also as a
simple annual rate. The information is to be given to customers in writing,
before the transaction is closed. Thus the customer can tell at a glance the
exact cost of the credit he is buying.

The Douglas bill does not regulate credit or outlaw any of the various ways
credit is now priced. It is simply a full-disclosure bill. Its effect will be that
when a bank quotes a $6 per $100 discount rate, it will also have to inform the
borrower that this is an annual interest rate of 11.58 percent. Similarly, a
department store will have to state that its monthly service charge of 11.
percent is the equivalent of an annual interest rate of 18 percent.

The bill has won the fervent support of credit unions, savings and loan associa-
tions, consumer groups, and trade unions. Opposition has come from retailers'
associations, auto dealers, small loan companies. The National Association of
Mutual Savings Banks supports the bill, though the American Bankers Associa-
tion opposes it. Some opponents fear it would scare away customers. More
likely, full disclosure would cause interest rates to become more competitive,
and to fall somewhat as customers shop around.

In the event that such full disclosure becomes law, the public will have to over-
come its unrealistic notion that 6 percent is the ceiling for a "fair" annual interest
rate. On small loans, repaid In installments over a long period of time, no bank,
finance company or retail merchant can charge a true annual rate of 6 percent
and break even-let alone make a decent profit. In this area, true interest rates
of 9, 10, 12 percent and even higher are by no means extortionate.

There are steps which the prudent borrower can always take to protect
himself. He should read every contract carefully before signing, and make his
own calculation of credit charges. He can shop around for the best deal : cOn-
parisons will generally reveal that banks or credit unions provide the lowest
credit rates. And he should always remember that, in the fantasy world of credit
advertising, the cheaper sounding deal can sometimes be the most expensive.

(From the Boston herald, Nov. 17, 1963]

U.S. SENATE HEARING IN BOSTON, INTEREST RATES To BE AIRED

WAsHNoToN.-Senator Paul Douglas, Democrat, of Illinois, will be in Boston
ne .t Friday and Saturday, and the shifty-eyed, easy-credit shylocks won't like it.
Douglas, possibly accompanied by four other Senators, will hold hearings all
day both days in the Federal courthouse on his pet'legislative project, the so-
called truth-in-lending bill

NATIVE oF SALEM, LIVED IN MAINE AS BOY

"I feel at home in New England," Douglas, who was born in Salem, Mass.,
and spent all of his childhood in Maine commented.

His ancestor, William Douglas, was shanghaied on an Edinburgh, Scotland,
street and forced to be a sailor. He settled in Massachusetts near the Rhode
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Island border and raised several sons. The W. L. Douglas Shoe Co. is one
branch of the family.

Douglas is determined to get legislation passed which will force loan coni-
i)anies, retail stores with long-term credit automobile dealers, and others to tell
customers the trve rate of interest they charge. His bill would require them to
disclose the dollar amount of the interest and the actual percentage.

"I haven't found a used car dealer yet who charges less than 26 percent in-
terest, and some charge more than 40 percent," Douglas said. "If millions of
Americans weren't hoodwinked into paying exorbitant rates of interest, think
how much more money there would be in circulation to be spent on other goods
find services. It would be a great boom to the economy."

CITES EXAMPLES

Douglas cites some examples:
Say you want to pay $180 of the cost of a new television set over 18 months.

You might be told you will pay $11.30 a month, including "carrying charges."
What you aren't told, according to Douglas, is that you are really paying 16.4
percent annual interest on the declining balance.

You want to borrow $1,800 to finance a car, and you are told you will pay
$59.22 a month for 36 months, Including "6 percent annual interest." The in-
terest is figured on the full $1,800 throughout. Douglas figures that you would
pay 31.3 percent rather than 6, on the declining balance.

A "LABEL" LAW

According to Douglas, the advertised 5-percent rate on home improvement loans
is really 10 percent a year-and that the 4%-percent new car financing plan of
some commercial banks is really 9 percent a year.

The Douglas bill, which he Is having trouble getting out of the Senate Banking
and Currency Committee, would not set any interest rates. It would simply
make creditors inform customers as to the true interest rate to be charged.

"You can't find out now," said Douglas. "They won't tell you."
Personal credit in the United States has reached $60 bilUon, and home buying

credit stands at $175 billion, Douglas noted.
"Within a few years," he observed, "the amount of personal debt in this country

will be more than the national debt."
Ile believes Americans are paying more than $20 billion a year in interest

charges today.
WITNESSES INVITED

New Englanders wanting to testify before the Douglas subcommilttec of the
Senate Banking and Currency Committee In Boston should write to the Senator
at his Senute Office Building office in Washington. He will honor such requests
until he leaves for Boston November 21.

"We are not Just going to hear proponents of the bill," Douglas said. "We
want to hear the opponents, too."

Four other Senators who may possibly be in Boston for te hearings are
Senator Edmund Muskie, Democrat, of Maine; William Proxmirv, Democrat, of
Wisconsin; Wallace Bennett, Republican, of Utah; and Mtlwardi Simpson, Re-
publican, of Wyoming.

Senator Bennett is the leading opponent of the bill. He is a former national
president of the National Association of Manufacturers and his brother is presi-
dent of the National Retail Merchants Association.

Former Massachusetts Attorney General Edward McCormack supported a
State truth-in-lending bill for Massachusetts, but it was not passed. McCormack
Is expected to testify for the Federal bill, as he has done before, during the
Boston hearings.

The CHAIRMAN. Thank you, gentlemen. Senator Bennett?
Senator BExNm.r. Mr. ;yere, in your statement you went to some

length to point out how im)ossible it was to calculate these simple
annual rates in advance. Are you familiar with the fact the Douglas
bill also requires you to give the custolners in advance a statement of
the total dollar costs?

Mr. NytRE. That is right.
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Senator BENNMETT. And these would be equally difficult if not imi-
possible to carry out?

Mr. YYERE. That is right.
The CHAI.MAN. Is that the only question?
Senator BENNEL-r. That is the only question at the moment. I may

come back.
The CITAIR31^iN. Mr. NyereI
Mr. NYiRE. Yes.
The CIIIAIRMAN. I understand that your objection is directed pri-

marily to the requirement that. the true annual interest rate you stated
on the outstanding balance?

Mr. N-ER. My objection here is, as I said in my testimony, giving
the simple annual rate in every type of procedure is almost impossible
in every single case.

The CHAIRMANT. Then your objection is Vrimarily the statement. of
the true annual interest rate?

Mr. NYRRE. In expressing it that. way, yes; I feel it would be im-
possible to express it that way in every single case.

The CrAHIM AW. Do I understand you to say that then in the case
of the so-called normal payments; that is, even payments per month.
over a fixed period of months, that these could be computed?

Mr. NYB.1E. That statement is on page, 2, yes.
The CHAIARAN. May I finish?
Mr. NYRm. Yes.
The CHmIRINIAx. This is the normal procedure?
Mr. NYERE. Yes.
The CHmArMAN. So this could be done in the normal run of cases
Mr. NYERE. Normal from the point of view if every loan was

granted. Senator, I mean, taking everything in its proper place.
The CiAIMMAN. I understand.
Mr. NY.RE. All right.
The Ch11AIRiMAN. I commend you on this because testimony we have

taken indicates that the regular payment form, the vast majority of
the payments, that the irregular payments are relatively small 'per-
centage of the loans.

Mr. NYRE. I think we are talking about two different things, Sen-
ator. I am talking aboutthe fact ifa person, if you will permit me--
do you want me to take this out? I have a chart here. You have a
$1,000 loan for a 12-month term and a 6-per'cent add-on rate, which
of course, would be $60 for the finance charge. Here now in these
four examples we have four different simple annual rates.

The CHAIRrAV. What I am coming at is on the equal payments.
Mr. NYERE. Oh, the equal payments'; you are the one who referred

to the 12 equal payments.
The CIIAAfAN. You say there would be no difficulty in figuring

that rate?
Mr. NYERa. No, not if every single loan were to start out on a' cer-

tain date and payments were to start 80 days after that particular
date.

The CHAMxtAN. The testimony we havepreviously taken seems to
indicate that the equal regular payments f6rin the vast majority of the
installment loan payments;

Mr. NYERE. That is right.
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The C01AMMAN. So that you start off with the fact this could be
done relatively easily on the vast majority of installment loans?

Mr. NYERE. Yes.
Tie CI"AIRMAN. We are in complete agreement, therefore, on this

point. I am glad you said this because times past it has been difficult
to get testimony on this despite the fact we have statements issued by
the finance companies and, incidentally, this slide rule enables it to be
done, and I will inscribe one to you, Mr. Nyere, in hopes of a conver-
sion to our cause and with best wishes that you may use this in solving
your difficulties-a present to the First National Bank from an im-
pecunious politician.

Now, let me say apparently you don't need this because you say these
difficulties are removed but nevertheless I give this to you as an evi-
dence of good will and if you have further difficulties here is a leaflet
published by the Financial Publishing Co.

Now, apparently the controversy comes down simply to irregular
payments, skip payments; you have not brought in the question of the
balloon payments at the end, but skip payments. What you are saying
is this cannot be done on a daily basis; is this right?

Nir. NymE. Senator, I would like to come back to my statement
here on the bottom of page 2, to which I subscribe wholeheartedly,
and I say that:

If each extension of credit on an Installment basis were made on the thesis
that every, single customer who borrows would repay his obligation In equal
monthly payments from the inception of the loan and exactly on the due date, it
would not be too much trouble for banks to state their charges in terms of a
simple annual rate along with the dollar cost.

But you have too many variations in connection with this when you
say, "is this not the usual type of loan?" Take a 12-month equal-pay-
ment loan and the answer to that is "Yes," but you go one step fur-
ther by saying, "How far away is the first l)ayment going to be from
the time that you give out the money .A .

Now, if it is only 20 days from the time you give it. out, you are going
to have one simple annual rate which is'going to be higher than one
where the first payment date is'going to fall due 45 days after the time
you give out the money. Even though all 12 payments are made on the
appointed day, it is a question of timing as to, when your customer
comes if to borrow and the bill requires that you give the customer
in writing the terms and in dollars and cents on the annual rate. If
the borrower wants a payment date 32 days away; I mean, you can't
set the thing exactly for 30 in every case, and Iquoted figures here
that out of 601 loans only 4 percent were made in exactly 30 days. We
are operating the installment credit industry in Massachusetts on six
cycle dates, and if we have six cycle dates, we are going to have six
different annual rates.

The CHAIRMAN. You can use add-on or discount rates?
Mr. NYERE. In Massachusetts we use either the discount or the

add-on.
The ChAIRMAN. Now, is it not true that- the true annual rate is

approximately twice?
Mr. NYERE. Yes.
The ChAIRA-N. The add-on or discount?
Mr. NYER. Notquite.

955



TRUTH IN LENDING-1963

The CHAI SIANI. Slightly less in the case of the add-on and slightly
more in the case of the discount ?

Mr. NYERE. Yes.
The CHAIRMAN. NOW, on the question of whether you can figure rates

on the daily basis, I introduced in the record of hearings in July 1961,
exhibits from the credit union calculator which does this exactly on a
daily basis and I took sample provisions for 13, 14, 23, and 31 days, but
they are given for the whole gamut of days and I present this to you
(see table on pp. 1411-1416). And what the credit unions can do,
others can do. The poor credit unions, of course, don't have the great
resources certainly of the great First National Bank, but they can do
this and I am informed by the Boston Teachers Credit Union that they
have testified that they have no difficulty with teachers' loans with skip
payments and I think they are going to testify tomorrow and I would
appreciate it if you will have some representative present to hear the
testimony. 

A

Mr. NYERE. Well, I will be happy to be here, Senator; but as far as
these particular tables are concerned, I am beginning to be handed
tables after tables after tables and all I have to do is point out that
the average loan officer to whom a borrower would be approaching
for credit, would have a stack of tables on his desk and he would have
to go through an undue number of them to calculate the simple annual
rate to give it to the individual.

The CHAIRMAN. Here is the poor credit unions able to do this and
one of the tremendous financial institutions of the country with re-
sources probably running into the billions of dollars, saying it is
unable to do this.

'Mr. Nrnin. The credit unions are operating under one type of cal-
culation, I think that is I percent a month.

The CITAIRMAN. They operate on the daily basis and do deal with
this problem of the skip payments.

Senator BENNzr. M[r. Nyere, ny friend Senator Douglas has led
you up the garden path.

The CHAIRMAN. It is an obvious path.
Senator BENNErr. He has persuaded you to admit and the records

shows that you have admitted that the majority of all consumer loans
are on the pattern of 12 equal payments, no variations, and on that
basis-

The CHAIRMAN. I didn't say 12 payments, I said regular payments.
Senator BENNmtr. All right, regular payments, and the thrust of

your testimony on page 4 is that out of 601 loans made in July in your
department only 4 percent were sufficiently regular so that you could
calculate simple annual rate by also applying a chart of this kind.

Mr. NYERR. That wAs my reply.

Senator BENNE'r. Well, I wanted to,.make sure that this gets into
the record.

Mr. NyPnn. Yes.
Senator BENNi.rr. I don't remember the words exactly. He asked

you a question, if you agreed with him, and you said that you did and
the effect of your testimony of your answer to the question would
be to wipa out everything you said on page 4.

The CiHAIRMAN. I want to say 'Mr. Nyere is an honest man and I
respect hint tremendously; and we will rest on what lie said; and, if
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he wants to change and acknowledge it, I respect him very much
indeed.

Senator BENNE-r. I think he should have the privilege'of changing
in this case in order to make sure the testimony is clear.

Mr. N-i-ER. Senator, 1 did reply to Senator Douglas and brought
out, I think the record will show that I read again my statement on
page 2 which if you will note, I mean it is very explicit what I said
there and then when I come over to page 4 also in the rebuttal there
that I mentioned that only 27 loans or 4 percent out of 601 cases
were made where the first payment was exactly 30 days after the loan
was granted.

Senator BENNE Tr. I want to get that perfectly clear in the record.
Mr. NYERE. I read it in my original statement. I came back to it,

Senator Douglas, again, and this now is the third time, I think, it is
in the record.

The CHARMAN. Let the record show I never said all loans were 30-
day loans, I simply said the majority of loans were regular installment
payments, 30, 60, 90-or rather in terms of months or weeks; for 3
months, 6, 12, 18, 36 months-that they comprised the majority of it,
not thirty-day loans, those are short time loans. I

Senator BENNE'rr. Now, I will ask Mr. Nyere on the basis of your
testimony on. page 4, Do you agree that the vast majority of loans
are regular loans in terms of 30, 60, 90?

Mr. NYER. No; they are not.
The CHAIRMAN. Or in terms of months?
Mr. NYIRE. We have all-you have all kinds of different terms.
The CHArRMAN. Yes; but is not the normal, the regular, equal pay-

ments?
Mr. NI-zE. Well, for the-in general you would have to say that,

but not all of them.
The CHAIRMAN. Exactly.
Senator BENm-T. You are getting back on the same track again.

[Laughter.]
The CHA fIRAN. Well, he is a truthful man and lie will not. testify

falsely in behalf of the things in which he believes.
Senator BEN NEVr. Let's get this straight: What you are saying

is that generally people pay the same number of dollars when they
pay back on their loan but you have testified here that the amount
of time involved is not regular, that only 4 percent of your loans-

Mr. Nym. That is right.
Senator BENNmr (continuing). Are regular in time?

* Mr. Nymi. That is exactly right. That is what I meant and that
is exactly what I mean.

Senator BENNEmT. Well, this I want to get clear.
Mr. NymTm. Then let's make that very clear for the record.
The CIUFR AN. The Senator from Utah can muddy up this record

just as much as he wishes or try to, but the witness is a truthful man
and says the vast majority of equal payment loans in terms of months.

Senator BENiNmr. Mr. Nyere, do you think I have muddied your
record?

Mr. NYRpR. Definitely not.
Senator BENNEmr. Thank you very much. Mr. Chairman, for the

record, I would like to offer a list of the banks in the United States
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which extend the revolving check-credit type of service to which Mr.
Winchester referred.

The CHAR AN. That will be mide a part of the record.
(ThA list follows.)

BANKS EXTENDING RLVOLVIN OHECK CRF.Drr

First National Bank, Birmingham, Ala.
First National Bank, Montgomery, Ala.
Pirst National Bank, Phoenix, Ariz.
Valley National Bank, Phoenix, Ariz.
Southern. Arizona Bank & Trust Co.,

Tucson, Ariz.
First National Bank, Little Rock, Ark.
Union National Bank, Little Rock, Ark.
Worthen Bank & Trust Co., Little Rock,
Ark.
Simmons First National Bank, Pine

Bluff, Ark.
Citizens National Bank, Los Angeles,

Calif.
First Western Bank & Trust Co., Los

Angeles, Calilf.
Security-First National Bank, Los An-

geles, Calif.
United California Bank, Los Angeles,

Calif.
Mechanics Bank, Richmond, Calif.
San Diego Trust & Savings Bank, San

Diego, Calif.
Crocker-Anglo National Bank, San

Francisco, Calif.
Wells Fargo Bank, San Francisco,

Calif.
Central Bank & Trust Co., Denver, Colo.
Denver United States National Bank,

Denver, Colo.
First National Bank, Fort Collins, Colo.
First National Bank, Pueblo, Colo.
Connecticut National Bank, Bridgeport,

Conn.
Hartford National Bank & Trust Co.,

Hartford, Conn.
Second National Bank, New Haven,

Conn.
Union & New Haven Trust Co., New

Haven, Conn.
State National Bank of Connecticut,

Stamford, Conn.
Colonial Bank & Trust Co., Waterbury,

Conn.
Bank of Delaware, Wilmington, Del.
Wilmington Trust Co., Wilmington, Del.
Broward National Bank, Fort Lauder-

dale. Fla.
Coral Ridge National Bank, Fort Lau-

derdale, Fla.
Fort Lauderdale National Bank, Fort

Lauderdale, Fla.
Florida National Bank & Trust Co.,

Miami, Fla.
Pan American Bank, Mamil, Fla.
Mercantile National Bank, Miami

Beach, Fla.
First National Bank, Orlando, Fla.

Florida National Bank, St. Petersburg,
Fla.

First National Bank of Atlanta, At-
lanta, Ga.

Trust Co. of Georgia, Atlanta, Ga.
Georgia Railroad Bank & Trust Co.,

'Augusta, Ga.
Bank of Hawaii, Honolulu, Hawaii.
Continental Illinois National Bank &

Trust Co., Chicago, Ill.
Exchange' National Bank, Chicago, Ill.
Harris Trust & Savings Bank, Chicago,

Ill.
.ake Shore National Bank, Chicago, ii.
Mutual National Bank; Chicago, Ill.
National Bank of Commerce, Chicago,SIll.
Uptown National Bank, Chicago, Ill.
1llllkin National Bank, Decatur, Ill.
First National Bank, Des Plaines, Ill.
First National Bank & Trust Co., Ev-

anston, I11. ".
First Galesburg National Bank & Trust

Co., Galesburg, Ill.
Elliott State Bank, Jacksonville, 11.
First National Bank, Peoria, Ill. '
First National Bank & Trust Co., Rock-

ford, Ill.
Illinois National Bank & Trust Co.,

Rockford, Ill.
Springfield Marine Bank, Springfield,Ill.. .
Little Fort Bank, Waukegan, -11.
Irwin Union Bank & Trust CO., Colum-

bus, Ind.
Citizens National Bank, 'Evansville,

Ind.
National City Bank, Evansville, Ind.
Fort Wayne National Bank, Fort

Wayne, Ind.
Peoples Trust & Savings Co., Fort

Wayne, Ind.
American Fletcher National Bank &

Trust Co., Indianapolis, Ind.
Indiana National Bank, Indianapolis,

Ind.
First National Bank, Madison, Ind.
Merchants National Bank, Muncie, Ind.
Second National'Bank, Richmond, Ind.
First Bank & Trust Co., South Bend,

Ind.
Terre Haute First National Bank,

Terre Haute, Ind.
Merchants National Bank, Cedar

rtapld;, Iowa
Iowa-Des Molnes National Bank, Des

Moines, Iowa
Commercial National Bank, Kawssas

City, Kians.
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BANtA ETTENDiNd RavoLvxiq CtEck Osumsra-Continued

Merchants National Bank, Kansas City, CAmden Trust*Co., 0Amden, N.J.
Kans. First Camden National Bank-& .Trust

Merchants National Bank, 'Xopeka, 'Co., Camden N.,.
Kans. Peoples Trust Co., HackenSack,'N.J.

Citizens Fidelity Bank & Trust Co., First NationalIron Bank, Morristown,
Louisville, Ky, N.J.

First National Lincoln Bank, Louis- Trust Co. of' Morris County, , Morris-
ville, Ky. town,.N.J.'

Liberty National Bank & Trust Co., National Community Bank, Rutherford,
Louisville, Ky. N.J.

Guaranty Bank & Trust Co., Alexan- 'First Trenton National Bank, Trenton,
drla, La. N.J... "

National Bank of Commerce, Now Or- Trenton Trust Co., Trenton, N.J.'
leans, La. Farmers & Mechanics National Bank,

('ommercial National Bank, Shreveport, Woodbury, N.J.
'La. , UttoftL.Armmereial Bank & Trust Co.,
First Manufacturers Nat Bank, Albany, NmL. e -Lewiston, Maine ' First.City NatIbzl Bank, Binghamp-
First National Ba oston, Mass. t6i, KY. : .4.. - .. .. .
National Sbawmu, ank, Boston, Mass. Mglufacturers & Trkiers TitUst Co.,
Harvard Trust no., Cambridge, Mass. (Buj., N.Y. : ,  ,
Valley Bank .,yIrust Co., SprI ld, Bndicott TrJt Co., Endic t, N.Y.

Mass. ' /.. ' Flnklin nationall Bank, Franklin
Detroit Bank & Trust ('6 Detr it, 9uare, .T., N.Y.'+Mich. f l~.t N tfnal 13~k, Glens Ilts, N.Y.
Manufacturers Nationalank, Dt ead Bang, lempstead, .Y.

Mich. , .hnk s Trust ew-York,,.Y.-
Antericani National Bank & Trust/ iemic Baik Ne.8 York Tru

Kalamazoo, Mit . New *NY.
First Naflonal Bank &--rust C6 .la-. rst Naiatl City ank, New York,nazoo.!Mich. . C N
1Frst Soithdale Nat onal BA, Edina, a t reri-sHanbver Trust Co.,

Mm. rk, N.Y.
First National Bank, Hopkins nn. IdlandTrst Cos NewYork
First Blodmington LA e Natlonl ank, Y. 4--

Mtineabolls, Minn. ° ,trl X(National--ank & TruSt Co.,First National Ban, lin'eapo ,.w--ijYork,'N.y. ' . •]
Minn. - -Dutchess', Bank & Trust ,Co.Pough-

Midland Na-tonal Bank, Minneapolis, JReepsiel N.y -. - .Mlinn. 1, -1 __ Fiht N ti"al Baiik, Pougn pme, N.Y.
First Nat ional,T ank, Rochester, Mlnn. Ma Iine land National Bnk Pough-
American Natibpat Bank, St. Paul, kbepsie, 1V.r. r

Minn. N Llhcoln Rochester Trustodo., Rochester,
First National BatU, St. Paul, Minn N.Y. 'x
(Nity National Bank &%,rust Co., Kan. First Trust & Dlsimit Co,, Syracuse,

sIs City, Mo.
Commerce Trust Co., Kansa Ow, Le ..... "?.' .... n ... ... o, Sy
Badeni Bank, St. Louis, Mg. '' 1liZ-use, N.Y. C. yBank of St. Louis, St. Louis, Mo. " atCo."UtBoatmen's National..ank,..t. .. s Oneida National Bank r&. st Co., Uti.Mo. ,.a, N.Y.
First National Bank, St. Louis, Mo. Meadow Brook National Bank, West
Union National Bank, Springfield, M6. Hempstead, N.Y.
First National Bank & Trust Co., Natonal Bank of Westchester, White

Lincoln, Nebr. Plains, N.Y.
First National Bank, Omaha, Nebr. North Carolina National Bank, Char-
United States National Bank, Omaha, lotte, N.C.

Nebr. North Carolina National Bank, Greens-
First National Bank, Reno, Nev. boro, N.C.
Second National Bank, Nashua, N.H. First-Citizens Bank & Trust Co., Smith.
Boardwalk National Bank, Atlantic field, N.C.

City, Nj. Wachovia Bank & Trust Co., Winston-
First National Bank of Somerset Salem, N.C.

County. Bound Brook, N.J. First National Bank, Cincinnati, Ohio.
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BANK EXTENDINo REVOLVING CHECK CREDrTn-Continued

Third National Bank & Trust Co., Day-
ton, Ohio

Winters National Bank & Trust Co.,
Dayton, Ohio

First National Bank & Trust Co., Ham-
ilton, Ohio

First National Bank, Mansfield, Ohio
First National Bank, Middletown, Ohio
Mahoning National Bank, Youngstown,

Ohio
Union National Bank, Youngstown, Ohio
First National Bank & Trust Co., Tulsa,

Okla.
First National Bank, Portland, Oreg.
United States National Bank, Portland,

Oreg.
Merchants National Bank, Allentown,

Pa.
Delaware County National Bank, Ches-

ter, Pa.
Montgomery County Bank & Trust Co.,

Norristown, Pa.
Northwest Pennsylvania Bank & Trust

Trust Co., Oil City, Pa.
Fidelity-Philadelphia Trust Co., Phila-

delphia, Pa.
First Pennsylvania Banking & Trust

Co., Philadelphia, Pa.
Girard Trust Corn Exchange Bank,

Philadelphia, Pa.
Philadelphia National Bank, Philadel-

phia, Pa.
Provident Tradesmens Bank & Trust

Co., Philadelphia, Pa.
Commonwealth Bank & Trust Co., Pitts-

burgh, Pa.
Mellon National Bank & Trust Co.,

Pittsburgh, Pa.
Pittsburgh National Bank, Pittsburgh,

Pa.
Berks County Trust Co., Reading, Pa.
Third National Bank & Trust Co.,

Scranton, Pa.
Peoples National Bank, Tarentum, Pa.
Gallatin National Bank, Uniontown, Pa.
First National Bank, Wilkes-Barre, Pa.
Miners National Bank, Wilkes-Barre,

Pa.
York Bank & Trust Co., York, Pa.
South Carolina National Bank, Charles-

ton, S.C.
National Bank of South Dakota, Sioux

Falls, S. Dak.
American National Bank & Trust Co.,

Chattanooga, Tenn.
Hamilton National Bank, Chattanooga,

Tenn.
First National Bank. Memphis, Tenn.
First American National Bank, Nash-

ville. Tenn.
Third National Bank, Nashville, Tenn.
First National Bank, Amarillo, Tex.
American National Bank, Austin, Tex.
American National Bank, Beaumont,

Tex.

First Security National Bank, Beau-
mont, Tex.

First National Bank, Dallas, Tex.
First National Bank, Fort Worth, Tex.
National Bank of Commerce, Houston,

Tex.
Texas National Bank, Houston, Tex.
Citizens National Bank, Lubbock, Tex.
First National Bank, Odessa, Tex.
Alamo National Bank, San Antonio,

Tex.
National Bank of Commerce, San An-

tonio, Tex.
Victoria Bank & Trust Co., Victoria,

Tex.
Citizens National Bank, Waco, Tex.
First National Bank, Waco, Tex.
City National Bank, Wichita Falls, Tex.
First Security Bank, Ogden, Utah
Walker Bank & Trust Co., Salt Lake

City, Utah
Zions First National Bank, Salt Lake

City, Utah
National Bank of Harrisonburg, Blar-

risonburg, Va.
National Bank of Commerce, Norfolk,

Ara.
Central National Bank, Richnond, Va.
First & Merchants National Bank,

Richmond, Vs.
First National Exchange Bank, Roa-

noke, Va.
Citizens State Bank, Puyallup, Wash.
Pacific National Bank, Seattle, Wash.
People's National Bank, Seattle, Wash.
Seattle-First National Bank, Seattle,

Wash.
Old National Bank, Spokane, Wash.
National Bank of Washington, Tacoma,

Wash.
Puget Sound National Bank, Tacoma,

Wash.
Commercial Bank of Twlsp, Twisp,

Wash.
Bank of West Virginia, Charleston,
V. Va.

Kanawha Valley Bank, Charleston,
W. Va.

First National Bank, Morgantown,
W. Va.

Wheeling Dollar Savings & Trust Co.,
Wheeling, W. Va.

First National Bank, Appleton, Wis.
Stephenson National Bank, Marinette,

Wis.
First Wisc6nsin National Bank, 3111-

waukee, Wis.
Marine National Exchange Bank, Mu1-

waukee, Wis.
Marshall & 1lsley Bank, Milwaukee,

Wis.
First National Bank & Trust Co.,

Raciue, Vis.
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Senator BENNETT. And-also various types Of bank charge accountS
similar to revolving check credit and similar cheek credit plans.

The CiumrAN. All right.
(The list follows:)

BANKS EXTENDING CIIARGE ACC-OUNT CREDIT

Anniston National Bank, Anniston, Ala.
Birmingham Trust National Bank, Bir-

mingham, Ala.
First National Bank, Montgomery, Ala.
Alaska National Bank, Fairbanks,

Alaska
Worthen Bank & Trust Co., Little Rock,

Ark.
Bank of America, National Trust & Sav-

ings Association, San Francisco, Calif.
First National Bank, San Jose, Calif.
Connecticut National Bank, Bridgeport,

Conn.
First-New Haven National Bank, New

Haven, Conn.
University City Bank, Gainesville, Fla.
Florida National Bank, Key West, Fla.
Florida National Bank, Lakeland, Fla.
Bank of Melbourne & Trust Co., Mel-

bourne, Fla.
Florida National Bank, St. Petersburg,

Fla.
Lewis State Bank, Tallahassee, Fla.
International Bank of Tampa, Tampa,

Fla.
Bank of Hawaii, Honolulu, Hawaii
Citizens & Southern National Bank, At-

lanta, Ga.
Columbus Bank & Trust Co., Columbus,

Ga.
St. Claire National Bank, Belleville, Ill.
Capital Bank of Springfield, Springfield,

Ill.
Citizens First National Bank, Bloom-

ington, Ind.
Irwin Union Bank & Trust Co., Column-

bus, Ind.
Old National Bank, Evansville, Ind.
Peoples Trust & Savings Co., Fort

Wayne, Ind.
Morris Plan of Indianapolis, Indianap-

olis, Ind.
Industrial Trust & Savings Bank, Mun-

cie, Ind.
National Bank & Trust Co., South Bend,

Ind.
First National Bank & Trust Co., Lex-

ington, Ky.
Bank of Louisiana, New Orleans, La.

Merrimack Valley National Bank, An-
dover, Mass.

Arlington Trust Co., Lawrence, Mass.
Essex Trust Co., Lynn, Mass.
Citizens Comimercial & Savings Bank,

Flint, Mich.
First National Bank & Trust Co., Kala-

mazoo, Mich.
Security Bank, Lincoln Park, Mich.
St. Cloud National Bank, St. Cloud,

Minn.
Kirkwood Bank, Kirkwood, Mo.
First National Bank, Omaha, Nebr.
Central Jersey Bank & Trust Co., Allen-

hurst, N.J.
Haddonfield National Bank, Haddon-

field, N.J.
Plainfield Trust State National Bank,

Plainfield, N.J.
Trenton Trust Co., Trenton, N.J.
First Trust Co., Albany, N.Y.
Marine Midland Trust Co. of Southern

New York, Binghamton, N.Y.
Marine Trust Co. of Western New York,

Buffalo, N.Y.
Genesee Valley Union Trust Co.,

Rochester, N.Y.
Franklin National Bank, Rockville

Centre, N.Y.
Marine Midland Trust Co. of Central

New York, Syracuse, N.Y.
Manufacturers National Bank, Troy,

N.Y.
Marine Midland Trust Co. of the Mo-

hawk Valley, Utica, N.Y.
County Trust Co., White Plains, N.Y.
First Union National Bank, Charlotte,

N.C.
Peoples National Bank & Trust Co.,

Norristown, Pa.
Oak Cliff Bank & Trust Co., Dallas, Tex.
Preston State Bank, Dallas, Tex.
Texas Bank & Trust Co., Dallas, Tex.
Texas National Bank, Houston, Tex.
Mainland Bank & Trust Co., Texas City,

Tex.
Bank of Virginia, Richmond, Va.
Bank of Madison, Madison, Wis.

Senator Br.NN~irr. 'Mr. Kimball is the last name I see on this wit-
ness list. We have more this afternoon.

The CIAIRMAN. Thank you, gentlemen, very much.
Senator BENNEr. Thank you. I think we had better hear Mr.

Kimball Mr. Chairman.
The CIAIRMAN. We are very glad to have as our next witness, Mr.

George H. Kimball of Portsmouth, N.H., and we thank you, Mr. Kim-
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ball, for, coming down from Portsmouth and we are very glad to have
you come forward. 0 -

STATEMENT OF GEORGE H. KIMBALL, OWNER OF KIMBAL 'S
DEPARTMENT STORE, PORTSMOUTH, N.H.

Mr. KIMUBALL. Senator Douglas and Senator Bennett, I want to
thank you for extending me tune before lunch to speak. I do take
exception to the remark retailers are not under more pressure than
the bankers because I have Santa Clauses and big parades and this is
a busy time of our year.

My name is George H. Kimball, a resident of New Castle, N.H.,
and owner of Kimba's Department Store in Portsmouth, N.H. Kim-
ball's Store is a family-owned store, specializing in women's and clil-
dren's apparel. We employ 55 women, and 5 men on a regular full-
time basis, and at peak periods have as many as 90 people on the pay-
roll. Our annual volume of business is around "850,000. Our payroll
amounts to $184,311 last year. These people pay approximately
$28,629 a year in Federal income taxes. The firm pays less than 1
percent of sales in Federal income tax. However, the firm does pay
about $15,000 a year in State and municipal taxes. I would classify
Kimball's as a small industry in a small community in a small State.

I come here today to speak in opposition to S. 750, the so-called
Truth In Lending Act, as f believe its enactment would be detrimental
to my business, to the livelihood of my employees, and to the com-
munity of Portsmouth, N.H. I also believe its enactment is unneces-
sary, as at the present time we are furnishing our customers under-
standable credit information, and the additional amount of informa-
tion required by S. 750 such as the artificial "simple annual rate" only
would confuse and bewilder the consumer.

Credit is a very important tool of the modern retailer, and he can-
not survive without it. At Kimball's 65 p&cent of all our sales are
transacted by our optional credit plan, referred to in S. 750 as a re-
volving or open-end credit plan.

Without the extension of this amount of credit, two things would
happen that would put Kimball's into red ink immediately. Any-
thing that would prevent consumers from using our credit plan
would immediately reduce our volume, reduce our gross profit, while
our fixed costs remain the same, our net profit wouldbe a minus figure
instead of a plus figure. At the merchandising level, the consequent
reduction in volume would increase markdowns, decrease selection,
and further reduce our ability to employ citizens of Portsmouth to
purchase merchandise then from matiufacturers throughout our Na-
tion, and most of all erase our Federal tax liability.

To be specific, I would like to discusnsection 4 (b), starting on line
14 of page 4 of S. 750. Under part (1) the bill requires a store like
Kimballrs to furnish, prior to the extension of credit, a statement de-
claring the simple annual rate, at which a finance charge will be
im osed."Submit our credit application which emphasizes to our applicants

the following:
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This is the yellow sheet here down at the bottom where it says:
The only charge for this credit is 1% percent of amounts owed for.35 or more

days per billing period of the 35 days.

Frankly, no one has been able to tell me what the simple annual
rate is that I would have to declare.

When I was in Washington last April, Mr. Lindley indicated that
it was about 18 percent. However, it isn't quite that simple, as at
our store we submit invoices to our customers every 5 weeks, or about
10 invoices per year.

This plan was initially put into operation now due to the increase
of the postage at the time particularly from 3 cents to 4 cents. Now
with postage rates up another 25 percent to 5 cents, it is imperative
we use this system for economical reasons.

At Kimball's we have a system which is unique, and does not cost
the customer as much as other systems. I do not think a store like ours
should be subjected to Federal control, since we are already clearly stat,-
ing to our customer, in a language that she can understand, that our
service charge is 11/2 percent of ending balance per billing period. As
it is, our customers are smarter than we are, they charge at the begin-
ning of each cycle and pay at the end of each cycle, thereby obtaining
almost 70 days of credit without any service charge, and believe me
this is not the 18 percent that Senator Douglas would have me tell my
customers, but can be less than 8 or 9 percent on a simple annual rate.

I am very much opposed to the clear statement of a simple annual
percentage rate as it confuses the shopping public between the words
service chargeI and "interest." Under revolving credit, we supply

our customers with extra service, for which there is a just charge made.
This charge does discourage excessive charging, and it also has the
tendency to make customers pay their bills more promptly. For
example, we can send seven invoices to a customer for the purchase of
one $30 dress. And I show you in the chart here the testimony sub-
mitted where she bought a dress on April 3 for $30 and we send out
statements every 35 days and she made regular payments of $5 and
now the total service charge of this was $1.18 or only 3.9 percent of
sale cost.

Purchase made April 3, 1963-1 dress, $30

Invoice date Payments Balance due Service
on account charge

ay , I963.......................................................00 m oo $0.38
lune 8 1963 ............................................. 6.00 20.38 .31
MYl

6 
i1063 ............................................ 00 15.69 .23

Aug. 14, I63 ............................................. 00 1 92 .17
Sept. 18, 1963 ............................................ 5.00 6.09 .09

t.0 .. 0............t. 23. 1963 :...... . . . . . . . ... . . . .. . . ....... 5.00 1.09 ..............
No0v. ......... ................. 1.09 ........ ..............

Total ............................................................................... 11.18

13.9 percent of sale.

The above transaction necessitated sending this customer seven
separate bills. The cost to the store was at least 25 cents per invoice
or a total of $1.75. We charged our customer $1.18 or 3.9 percent of
the actual sale. It actually cost the store $0.57 more than the customer
paid in service charges.
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However, this is worthwhile, as it did increase the store's volume,
and cut down possible markdowns. This is further borne out by a
recent survey conducted by the accounting firm of Touche, Ross,
Bailey? & Smart for the National Retail Merchants Association. This
analysis of customer credit costs in department stores is based on a
16-month study, in a total of 80 stores, and credit sales of approxi-
mately $375 million.

This study showed that total credit costs for all stores exceeded
their $15.8 million total service charge by $6.2 million, which indi-
cated an average deficit of 2.55 percent of credit sales. They also
reported that,-
If it were practical to assemble all costs arising because of the existence of
credit, the excess of credit costs over service charge revenue would be further
increased.

This study included stores with an annual volume ranging from $1
to $100 million annually. I want to point out that there is a distinct
difference between the definition of service charge and interest.. Any
attempt of S. 750 to make any retailer state that the service charge is
18 percent annually is misleading.

t would have the tendency to make the customer believe it was an
interest charge. But these other factors, such as monthly billing,
stamps, stationery, followup letters, et cetera, are costly. To the cus-
tomer who wants to be carried for 6 to 10 months, it is only fair that
he should pay a charge over the customer who is willing to pay his bills
promptly in 30 days or less.

As I am one of less than five stores in a small community using
revolving credit, S. 750 would put me in an unfair competitive posi-
tion, if had to state that our service charge was 18 percent. This
is an untrue figure, as I mentioned before in the sale of the dress, where
the service charge was actually only $1.18 or 3.9 percent of the selling
price. But if my competitor does not put a service charge on his
invoices and S. 750 requires Kimball's store to state 18 percent, it
would appear superficially that Kimball's is charging an outrageous
rate.

It is bad enough to have competitors make business difficult, but I
don't think it necessary for the U.S. Government to pass legislation to
hinder my livelihood especially in view of the fact that we are not
hiding information from them, but are now furnishing them with
information that they do understand and use.

Over 50 percent of my customers want and use revolving credit.
They have little or no objection to the service charge, such as we use.
Our customers have always the option of paying their bills in 30 days,
and avoiding any charge, but if their needs require, such as at back
to school, or Christmas time we have this service available, and I
believe we are justified in making a charge for this service.

In closing, I would like to state that S. 750 is detrimental to the
economy of our community, State, and Nation, since it curtails business,
and does not promote it.. If enacted, it would reduce employment
and lower the reduction of merchandise. It is also unfair to the
small retailer who wants to use revolving credit., since it puts him in
an unfair position. I urge your committee to vote against submitting
this bill to Congress, because it will not promote the economic stabiliza-
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tion of our country. Senate bill 750 will only retard'the economy of
the United States. Thank you.

The CHAIRMAN. Thank you very much, Mr. Kimball, we appreciate
your coing down.

Senator fNimrr. You refer to the Touche, Ross study?
Mr. KjBA LL. Yes.
Senator BENNETP. Does your experience bear these findings out?
Mr. KIMBALL. Yes; I think I pointed out in the sale of the dress,

that it costs us $1.75 yet as we bill the customer for the dress, our
service char e is only J1.18.

Senator BENNmv. This morning in the press conference one of the
men questioned me and revealed to me thathe formed the opinion that
the department stores make no money on the merchandise, they make
all their money from the charges for credit; is that right?

Mr. FamBAi. No; it is not right. Sometimes they get that impres-
sion because they don't make a correct cost analysis; they don't put
the items in the credit departments. Sure they might take in $10 000
worth of credit charges a year, service charges, but when they add all
the cost of labor of sending the bills out and the stamps and the
envelopes and putting the bills in the envelopes, and so on; the post-
ing, it adds up to as the Touche, Ross report came out, it cost the
store actually more to do the credit business than it did to do the cash
business, but it increases the volume.

Senator BBNNmTv. That is all.
The CHAIRMAN. Although it is said that many stores make more

on their -revolving credit, approximately 18 percent, in a year than
they do from their merchandise, I never made that statement.

Senator B.NNmrv. I never said-
The CHAIRMAN. This is a statement from the stores themselves.

They would not normallysay it if it weren't true.
M7r. KnnMLL. I think you are referring to a statement by Mr.

Gudeman.
The CHAIRMAN. Not specifically, there are others.
Mr. KIMBALL. I don't think they are making a correct eost analysis.

In other words, it actually costs us more than we charge the customer
to actually send them a bill.

The CHAIRMAN. There is a very large mail-order house in Chicago
and whose financial condition improved very markedly after it im-
stalled revolving credit. (See article, p. 1850.)

Mr. KIMBALL. Well, this study of the National Retail Merchants
Association just made' was a true cost analysis in which they had
over 100 stores and I think you will find the Touche, Ross accounting
firm in New York is a highly reputable firm. I don't have a copy o
the report but I will have the National Retail Merchants Association
send you a copy if you would like to have one.

The CHAIRMAN. We would very much like to have it and we will
append the statements which we have received.

(A press release follows, and the report begins on p. 1493.)

(Press release of National Retail Merchants Association, New York, Nov. 4. 19013

Nnw YoR , N.Y.,. November 4, 1963.--Contrary to common opinion, stores do
not make money by offering credit to their customers. In fact, providing credit
In the department store field is a costly undertaking.

23-902 0-64-pt. 2-19
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This was the finding of a 16-month study into the actual costs to U.S. depart-
ment stores of providing customer credit that was officially released today by
the National Retail Merchants Association. The study was conducted by the
independent public accounting firm of Touche, Ross, Bailey & Smart, New York,
which was retained by the association as an impartial research group to provide
the first definitive research into retail customer credit costs.

The study of customer credit costs in department stores revealed that the
average annual deficit for operating a credit department in the 80 retail stores
studied by Touche, Ross, Bailey & Smart came to 2.55 percent of credit sales.
The total costs of operating a credit department in these 80 stores was $22 million
annually. These same stores suffered a total combined annual deficit of $0.2
million over their revenue from service charges.

Under the direction of Dr. Victor H. Brown, Touche, Ross, Bailey & Smart
selected the 80 U.S. retail stores for a thorough study of their credit operations.
These stores included some of the largest department store chains in the country
as well as a number of smaller, independent stores and provided a representative
sampling of American retail operations.

The study included credit cost data from stores operated by the study par-
ticipants in the. Northeast. Midwest, and the Soilth, and with approximately 2
million active customer accounts during the study period. Larger stores were
studied because Touche, Ross, Bailey & Smart felt that a conservative approach
was necessary to insure the validity of the study. The New York firm pointed
out that a larger store, with its greater sales volume, is more able to spread
its fixed costs over a greater number of transactions. It is therefore able to
provide services at a lower cost per customer than the small retailer.

Credit has sometimes been thought of as a profitable business for the retailer.
This has been due to the fact that department stores frequently organized their
internal operating statements so that total operating expenses were deducted
from gross margin to arrive at an "operating profit." But included within these
operating expenses were the costs incurred in extending credit services. Service
charge revenue was then added to this "operating profit" as if it were an inde-
pendent, cost free, source of revenue. Often a superficial examination of this
type of statement has led some to suggest that credit is profitable.

Such a conclusion, in the light of the Touche, Ross. Bailey & Smart study, is
completely erroneous. Retail credit, the study further points out, is not a
business venture. It is a selling tool.

Great efforts were made by Touche, Ross, Bailey & Smart to identify accur-
ately, in the stores being studied, those costs which were incurred to provide
credit services to customers. Eight categories of credit costs were studied.
These were new account costs, account servicing costs, account collection costs,
interests at the conservative rate of 6 percent on accounts receivable investment,
space and equipment costs, the cost of additional salespeople required to handle
credit customers, management expenses, and other miscellaneous credit costs.

The study examined three main credit account categories. These consisted of
regular (30-dny) charge accounts, revolving credit accounts, and conventional
installment accounts. There were T30,000 regular (30-day) charge accounts in
the sample for which statistics were available by type of account. They
amounted to 44 percent of the total accounts in this sample. The average sales
tranartion for this type of account ranged between 96 and $11: the number of
average annual sales transactions per account ranged from 18 to 24.

There were 663,000 revolving credit accounts in the store sample. They
amounted to 39 percent of the total accounts covered. As a rule, the annual
number of revolving credit sales transactions ranged from 18 to 24 per account,
while the average sale wps between $6 and $10 per sales transaction. During the
study period, all stores but one charged $1.50 per $100 of the monthly account
balance.

The conventional installment accounts studied included rather broad coverage
of accounts that were basically similar as to length of credit repayment terms,
unit sales activity per year, and the size of each -sales transaction. One or
two sale transactions per year were typical for this type of account, while the
size of the average transaction ranged between $90 and $160. Also included
under this category were accounts on which the customer chose to pay off his
account in 3 months because of the 00-day no service charge feature often
available on this type of account. Ninety-day payouts were a fairly significant
factor for a number of the stores participating in the study, and in some cases,
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these payouts ran as high as one-fourth to one-third of the store's total install-
mept account sales.

The Touche, Ross, Bailey & Smart study showed that total credit costs for
all stores included in the study exceeded their $15.8 million total serflo'charge
by $6.2 million. The average deficit for all participants, as stated earlier, came
to 2.55 percent of'credit sales. This was accomplished with a conservative iden-
tification of credit costs. In their sutdy conclusions, the New York amounting
firmn commented that "if it were practical to assemble all costs arising because
of the existence of credit, the excess of credit costs over service charge revenue
would be further increased." I

The firm further stated that the 6-percent cost assigned in their study to the
capital required to finance accounts receivable was very conservative, The
6 percent was used because of its historic application in published retail figures.
It was their belief, Touche, Ross, Bailey & Smart stated, that a more realistic
cost of capital figure was probably at least 15 percent. The use of a 6-percent
cost of capital figure would be correct if companies operated only on debt
capital and without equity capital. However, both equity and debt capital
are used to finance accounts receivable. Most businesses generate income at a
rate of about 15 percent (or more), before taxes, of total capitalization.

"It seems apparent," the Touche, Ross, Bailey & Smart study concluded, "that
the average department store would enhance its profits by eliminating the credit
function-if it could maintain, the same sales volume. Not only would it make
a greater profit, but it would be doing so on a much smaller investment since dis-
continuing credit services would also eliminate the need for investing capital In
customer's accounts receivable."

In a practical sense, the study reported, eliminating the credit function
would not necessarily enhance store profits as sales would undoubtedly be ad-
versely affected. It is clear, therefore, that credit must be justified economically
by the department store as a selling tool-not as a separate business venture.

In general, the study revealed, service charge revenues on credit accounts do
not equal but, in fact, are less than the conservatively determined costs of credit
for these accounts. The excess of costs over revenues amount to 8.76 percent of
credit sales on regular (30-day) charge accounts; 1.31 percent of credit sales on
revolving credit accounts; and 0.05 percent of credit sales on conventional install-
ment accounts.

It was also shown that the cost of handling the average revolving credit ac-
count 'was about twice the cost of handling the average (30-day) charge ac-
count-the costs were $13.64 and $6.73 respectively. The cost per conventional
installment account was higher still, amounting to $17.25 per average active
account.

In their study conclusions Touche, Ross, Bailey & Smart pointed out that the
costs of extending credit to regular (30-day) charge account customers far exceed
service charge revenues from these accounts. While no service charges were
assessed on regular (30-day) charge customers, this relative disadvantage was
partially offset by the greater turnover of the investment in regular charge ac-
count balances.

The association, to facilitate the work of Touche, Ross., Bailey & Smart, ap-
pointed a special NRMA Advisory Committee on the Study of the Cost of Customer
Credit in Department Stores. Chairman of the NRMA committee is Roland H.
Kolman, treasurer, the May Co., St. Louis.

The "Study of Customer Credit Costs in Department Stores," t onducted by
the firm of Touche, Ross, 'Bailey & Smart, for the National Retail Merchants
Association, will be published in full by the association early in 1964. The
complete study received the unanimous endorsement of the NRMA board of
directors at its quarterly meeting on October 14 in Chicago.

Mr. KIMBALL. Just because somebody testified that way, that they
may not have been fully informed.

The CHAIRMAN. Well, as I say, it. was obtained from the stores and
mail-order houses, themselves, and one of the largest concerns.

Mr. K tnIALL. All I can go by is my own experience and this most
recent report which came out a month ago by the National Retail
Merchants Association.

(An application for credit form and credit plan submitted by
Mr. Kimball follows:)
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Ii flewLjtn nad.e!

KIMBALL'S policy has always been to biing you the newest in
credit plans.

Now you cal start using the new Optional Credit Plan at the
Store That Carries The Nicest Things.

For all customers now -using our Credit Plan, you don't have to
pay the entire balance. Just pay on each bill any amount you care
to send, as long as It Is more than the minimum payment as ex-
plained on the reverse side of this- folder.

KIMBALL'S will carry forward the remaining balance until the next
month, p!us your purchases for the next 30 days, and a charge of
11/2% of amounts due for 35 or more days.

YOU DON'T HAVE TO WRITE US-:-YOU DON'T HAVE TO PHONE
US. Our credit department will do all the bookkeeping and send
you ybur usual monthly statement.

AND NOW ANOTHER EXTRA-ONLY AT KIMBALVS: 5 days of
gracel KIMBALL'S new billing system will send out your state-
ment every fifth Wednesday, giving you a full 35 days in which
to pay your bill, which means you will have 5 extra days over the
old 30-day account system.
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flew Optional

dglet .Account

Here's a plan which not only epp
t ies the per.

mnent budget feature to your regular Ahoping
needs but also gives you EXTRA credit automat
Ically Just when you need it most . . Christmas
. . Easter . . the beginning of a new season

Let your balance fluctuate with your needs
then when you receive your monthly statement
including all your purchases for 30 days and the
small charge . . pay according to our schedufe...

See how easily it works ....

OPTIONAL
BUDGET

PAYMENT
SCHEDULE

When your Minimum
Balance is Payment

p to $40 $10
$1 to $100 $15
$101 to $140 $20
$141 'to $170 $,0
$171 to $200 $50
$201 to $250 $5
$251 and over

V4 of Balance

1sn't it?

You see . . no matter
what your budget re-
quirements . . Kimball's

caters to them

And may you

always have the joy.
of shopping in this

FINE STORE. . with its
FINE REPUTATION for

QUALITY and for SERVICE!
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Senator BENNrr. I should like to offer for the record at this point
a letter written by Mr. Victor H. Brown, who is a manager of the
management services department of the Touche, Ross firm who di-
rected the study describing the conditions under which the study
has been made.

ToucHE, Ross, BX= & Sum ,
New York, N.Y., November 20,1968.

Ron. WALLACE F. BENNETT,
Sente Office Building, Washingto^, D.O.

DEAR SENATOR BENNETr: At the request of Dr. CharlesBradford, I am sum-
marizing in this letter those points wherein we have followed a conservative
approach in assembling credit costs for inclusion in our "Study of Consumer
Credit Costs in Department Stores," dated October 11, 1963, and prepared
for the National Retail Merchants Association.

1. Study participants comprise primarily large department store.-The large
store can be expected to enjoy lower credit costs per customer than the smaller
store because of the large store's ability to spread fixed credit costs over a larger
volume of transactions.

2. A conservative approach was employed in identifying that portion of #tore
operating costs sthich are attributable to the credit function.-When It was nec-
essary to use allocation procedures to apportion costs between credit and non-
credit activities, the amount charged to the credit activity was always conserva-
tively determined.

3. Not all credit costs were included in the study.--Only those credit costs
which could be identified and measured with the requisite degree of accuracy
were included in the study. Other store costs are affected by the'existence
of the credit function in department stores. The existence of credit affects
the entire character of a store and Its expenses. It results In the incurrence
of a number of additional costs, some of which are not readily susceptible to
specific measurement. For example, if it were not for credit, it might be
possible for stores to operate on a central checkout basis rather than have sales-
persons assigned to individual selling departments. Other credit costs which are
not readily susceptible to accurate measurement include such items as:

A. The cost of handling "extra" returns by credit customers. Commonly,
returns from credit customers significantly exceed cash customer returns.
This results in extra costs attributable to the existence of credit.

B. The cost of handling "extra" credit deliveries. Commonly, credit
customers have merchandise delivered more frequently than-do cash cus-
toners. This too is a cost of credit.

C. The cost of maintaining the somewhat larger than normal inventories
required for credit selling because of the additional amount of merchandise
in the hands of credit customers which is destined to be returned to the
store.

These and other costs like them are definitely costs of credit since they
contribute toward total operating costs. Recognition of their existence is
essential. in assessing the costs of the credit function. However, no amounts
have been shown In the study exhibits for such costs since they could not be
measured with the necessary degree of accuracy.

4. The basic identflcatio, principle employed to a conservative one.-The
basic criterion for identifying costs of credit was to identify for each participant
those costs which could be discontinued if the credit function were discontinued,
assuming no change in total sales volume. This assumption concerning un-
changed sales volume was made so as to permit a sound identification of credit
costs to be made. Of course, it reflects no opinion concerning the possible re-
action of sales volume to the possible elimination of credit services. Applying
this criterion, only those store expenses incurred because of the existence of
credit were identified as credit costs. Expenses incurred to provide services
available to both cash and credit customers were not considered as credit costs.
This is a sound though somewhat conservative cost identification principle.

For example, as a cost of credit, we considered only that portion of sales
persons time required to process credit transactions (e.g., credit authorization
and sales check preparation time) which might be eliminated if the credit func-
tion were discontinued. This amounted to only 40 percent of the time which
sales persons spend in processing credit transactions. The other 60 percent of
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the time would probably not be discontinued if the credit function were elimi-
nated. A different cost allocation assumption, which could be Justified but
which would not be as conservative as the one used in the study, would permit
identifying 100 percent of such sales persons time as a credit cost.

5. A 6-pertent cost ol capital rate was vsed in the ttd.-As discussed in
the report and as detailed in appendix E to the report, the 6-percent cost of
capital rate used in the body of the statistical exhibits is a very conservative
cost of capital. A more realistic pretax cost rate is probably in excess of 1.5
percent for most stores. Using the 6-percent rate resulted In conservatively
determined credit costs.

We shall be glad to answer any additional questions which you may have
concerning our "Study of Consumer Credit Costs In Department Stores."

Very truly yours,
VICTOR H. BROWN,

Manager, Management Services Department.

The CTTATRMAN. Here is a letter given to me. by John Hancock
Mutual Life takin issue with certain parts of the bill, and, also, a
pamnlilet on FHA financing which gives equivalent interest, rates as
well as total interest. Tvments, true annual interest rates on home im-
provempnt loans, title law, as quoted thereon and total amounts paid
under home mortf.nges. With unanimous consent these shall be
printed as nart of the record. This is prepared by the FHA and is
being distributed bV the building and loan associations, by banks, and
by mutual savings banks, by the hundreds of thousands. (See p. 1265.)

(The letter follows:)
JOHN HANCOCK MUTUAL LrFE INSURANCE 00.,

Boston, Mas., November 21, 1968.
Hon. PAUL H. DOUGLAS,
Chairman, Subcommittee on Produietion and Rtabilfzation, Committee on Bankingl

and Currency, U.8% Senate, Washington, D.C.
DEAR SENATOR DOUGLAS: The John Hancock Mutual Life Insurance Co. is

pleased to have this opportunity to express its views on S. 750 (88th Cong.), the
Truth-in-Lending Act, which is currently the subject of hearings before the Sub-
committee on Production and Stabilization.

Like life Insurance companies generally, our company Is engaged in the sale
and administration of life and health Insurance policies and annuity contracts
and in the consequent Investment of policy reserves in bonds, stocks, real estate,
and mortgages. In part, our concern with the act relates to our Investment
activities. We earnestly hope that the necessary modifications will be made to
exempt clearly loans made to business firms or governmental agencies or instru-
mentaliteq. and to prevent the impltlon of onerous disclosure requirements
with respect to real estate mortgage loans made to persons not exempted.

Our primary concern, however, is with the effect of the act on the transactions
directly associated with the daily administration of the policies our company
sells: the best example is the common policy loan provision. Under this policy
provision, the policyowner Is given wide latitude in the borrowing of money,
using the policy cash value as security. The loan may not exceed the cash value,
but within this one restriction loans may be as large as thousands of dollars or
as small as a few dollars. may be repaid in whole or in part at any time or not
repaid until the policy proceeds become payable, may be increased numerous
time. Including increases (automatically, If desired) to provide funds to pay
policy premiums.

Obviously. such a flexible loan provision Irquite valuable to our policyowners.
But equally obviously, this act would avpnly prohibitively onerous rewqlurements
to It. If policy loans are subject to subsection 4(a) it would clearly be impos-
sible to state In advance the dollar amount of Interest charges, in view of the
flexible repayment provisions. If the policy loan provision, on the other hand.
is subject to subsection 4(b), the expenses entailed by the required monthly
statements would be far beyond reasonable levels. For a substantial proportion
of all loans which are for relatively small amounts, the expenses would certainly
exceed the total Interest charges paid by the borrowers.
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We are sure that such consequences were not desired by the framers of the
act and that efforts would be made to avoid them through drafting changes.
Ilowever, a different course seems appropriate in view of the existing extensive
framework of State regulation of insurance.

The insurance laws of Massachusetts include a provision entitling the policy-
owner:

* * * to a loan from the company of a sum not exceeding its loan value, on
the sole security of the policy, with interest at a rate not exceeding 5 percent
per annum compounded annually or, at the option of the company, compounded
semiannually. The loan value shall be an amount which, together with interest
as aforesaid, to the end of the current policy year shall equal the cash surrender
value available at the end of the said policy year under the policy * * *.

Another section of the Massachusetts law requires inclusion, in any insurance
policy issued there, of specific language having the effect of that quoted. The
laws of the other States are very closely similar. The essential effect of these
laws is that each policyowner has in his possession a statement of the highly
restricted charges which may be made if he exercises his right to borrow.

Whether the act would affect other aspects of insurance company opera-
tions is not completely clear. Whatever other areas there may be that could be
subject to the act, it is virtually certain that they are already subject to the com-
prehensive State requirements with respect to policy language, of which the loan
requirements described above are only one example. Thus, each policy owner
has, in his hands, a document clearly delineating the conditions under which any
policy transaction may take place.

The existing State regulation of life insurance seems adequate to insure the
basic purpose of the Truth-In-Lending Act, while application of the act to this
unique business may be very difficult or impossible without unfortunate effects.
It seems to this company most appropriate to exempt from the act the various
transactions incident to the sale and administration of the contracts sold by life
insurance companies.

Very truly yours,
J. EDWN MATS,

Vice President, Actuarial and Amcounting.

The CIAIRMfAN. Now, we will recess until the afternoon. I had
intended that, we convene at 2 o'clock. I may say that the opponents
had 1 hour and 34 minutes including questioning by me. We have
taken 1 hour and 30 minutes including questioning by the Senator.
Since I offered them 10 more minutes, they here should have 51/2
minutes more this afternoon than the proponents; so that it is under-
stood then this afternoon, the time of the apponents will be 5
minutes more.

Senator BENN .r. I will be generous and we will square the account.
The CHAIRMAN. No, no; I insist, lest anyone pounce upon me and

accuse me of unfairness. In order to do this I will pay interest on
this and give you 6 minutes more. [Laughter.]

Now, this Is an article from Fortune, June 1961, included in our
hearings for July 1961, which is entitled, "The Monster Speigel
Keeps," page 1323 of the hearing. This is a statement, "Financial
Vice President Burd says that 40 percent of Speigel's net profit now
comes from its service charges." Then he goes on to say:

This statement has probably caused more exasperation in the trade than any-
thing else the maverick company has ever said or done.

Mr. KI11BALL. Don't, you think, Senator, that is one man's opinion,
just like the article in the Boston Herald was one reporter's opinion?
This study by Touche, Ross is a factual study just made and it,
proves conclusively it costs stores more to send out bills than they are
charging on the service charges to the customers.
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The CHAIRMAN.. Others do not like to concede they make any profit

on credit. "In our business," says Andrew Lamb, treasurer of
Montgomery Ward, "it is not in the cards to make a profit on credit,"
and he adds, "we regard credit as a customer service, not as a
primary source of profit."

Our author continues:
What really annoys the competition is Speigel's indiscretion in talking about

credit profits. There is an uneasiness in the credit business today, but not only
because of the magnitude of consumer debt, but also because over the retailers
heads hangs a consumer credit labeling bill, the so-called truth-in.lending bill.
This was introduced last year by Senator Paul Douglas, who will undoubtedly
hold hearings on the bill again in this session of Congress--and his prediction
was correct-and it requires that all installment financing charges be stated in
dollars and cents and also as a simple annual rate on the unpaid balance.
Almost all merchants, including Spelgel's, and their organizations, are violently
opposed to it.

They don't want to admit it.
I ask that the article be placed in the record in its entirety. (See

p. 1350.)
Shall we adjourn this battle I
Senator BENNET'r. Until when?
The CHAIRMAN. Approximately 2:30.
(Vhereupon, at 1:07 p.m. of the same (lay, the hearing was ad-

journed to reconvene at 2:30 p.m. of the same day.)

AFTERNOON SESSION

The CHAIRMAN. Ladies and gentleman, the President of the United
States is dead. The country and the world has suffered a great loss.
The hearings will be adjourned. Those who wish to submit state-
ments will send them to Washington to be filed.

I am going to ask that we al stand and observe a minute of silent
prayer and then I am going to ask Father McEwen to lead us in
prayer.

(A minute of silence was then observed by the assembled body.)
Father McEwEN. Our Father, who art in heaven, hallowed be Thy

name. Thy kingdom come, Thy will be done, on earth, as it is in
heaven. Give us this day our daily bread and forgive us our trespasses
as we forgive our trespassers, and lead us not into temptation, but
deliver us from evil. Amen.

Eternal rest grant unto us, 0 Lord, and may his soul, through the
mercy of God, rest in peace. Amen.

(The hearing in the above-entitled matter was thereupon adjourneda.t-2-37 p.-m. fthesame-day) ... . -__....
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SATURDAY, JANUARY 11, 1964

U.S. SENATE,
COMMiTTEE ON BANKiNG AND CURRENCY,

SUBCO3m1ITTEE ON STABILIZATION
Bo8tom, Ma8.

The subcommittee met, pursuant to notice, at 10 a.m., Senator Paul
Douglas (chairman of the subcommittee) presiding.

Present: Senators Douglas, Bennett, and Simpson.
The ChAIRMAN. Ladies and gentlemen, if the" committee will come

to order, these hearings are a continuation of hearings which we had
scheduled for Novenber 22d and November 28d. We have held a
morning hearing on November 22d, and then of course, came the tragic
and terrible assassination of the President, and we immediately dis-
continued the hearings, and went back to Washington; but we want to
complete the hearings, and so that those who did not have a chance
to testify in November can do so now, and I am very appreciative of
the cooperation of Senators Bennett and SimpsoIr not only in agreeing
to the hearing, but coming tip and taking part in the hearings, al-
though our views are not, identical on the matters, and we have agreed
on certain ground rules for the conduct of the hearings.

The proponents will start off and will take approximately an hour
and a quarter this morning, and then the 'opponents will have equal
time, and we will observe the same thing in the afternoon, and Senator
Bennett and I have reached an agreement that when I poach on his
time in cross examining his witnesses at length, it will be charged to
me, and when he cross examines our witness, it will be.charged to
him.

So, these are the ground rules that we have agreed to, and we hope
to live up to them, and I hope if we don't, the audience will manifest
their disapproval.

Senator BENNErT. Assuming there. are no unusual conditions that
arrive, if we'take 2 hours, we will plan to adjourn at 12:30?

The CHAIRMAN. I would say-it is 10:12-at 12:40.
Senator BENNETr. Beback when?
The CHA IMAN. I would think normally at 2:30.
Senator BENNEr. That is fine, that is very good. We could be

through about 5 o'clock.
The CHAIRMAN. That is right. Now, Lt, Gov. Frank Belioti will

be here to testify later, and were he present here at this time as he
cannot be, I would have called him as the first witness, but in his ab-
sence we are going to call others, and we are very much honored in
having representatives of the Massachusetts Federation of Business
and Professional Women and of the Boston Teachers Women and some
of the other unions and women's clubs.

MT
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So, I am going to ask Mrs. Frederick Wood of the Massachusetts
State Federation of Women's Clubs if she will come forward and be
the first witness.

Very happy to have you.
Mrs. WooD. Thank you, Senator.

STATEMENT OF 4RS. FREDERICK WOOD, MASSACHUSETTS STATE
FEDERATION OF WOMEWS CLUBS

Mrs. WooD. Mr. Chairman, members of the committee, my name
is Mrs. Frederick J. Wood, of 29 Calvin Road, Newtonville, Mass.
I am the president of the Massachusetts State Federation of Women's
Clubs, an organization of 43,000 members in 375 local clubs through-
out the Commonwealth. I have with me the first vice president, Mrs.
Martha Chives of Arlington. I have been, instructed by the vote of
the council of the federation to present the following statement, before
this committee:

At an official delegate meeting of the federation held October 1961, it was
voted unanimously to accept the following resolution on consumer interests as
a statement of our common concerns as women and homemakers, to become a
basis for program planning in local clubs and as a guide to action before the
Massachusetts Legislature if we found such action to be necessary;

Whereas the Massachusetts State Federation of Women's Clubs recognizes
that the well-being of home and family are dependent upon consumer knowledge
and skills; and

Whereas it has become increasingly difficult for consumers to make choices
in buying goods wisely and using services effectively: Therefore be it

Resolved, That the Massachusetts State Federation of Women's Clubs en-
courages clubwomen to promote and support legal action which requires:

(1) the testing and certification by a governmental agency of materials and
additives used as ingredients in foods', drugs, and cosmetics;

(2) a standard of truthfulness and clarity in labeling and packaging all goods
destined for retail sale;

(3) further protective regulations in the preparation and distribution of food
and drugs; and be it further

Resolved, That local clubs undertake the programs of education in the local
community which demonstrate what the cost of credit buying adds to the quoted
price of a product.

We found ourselves unable to implement satisfactorily the directive under the
final paragraph of the resolution.

In 1962 and again In 1963. therefore, we appeared before the anproprinte com-
mittee of the Massachusetts Legislature in support of clarifying legislation which
would enable us to teach the application of the Federal Reserve formula for the
calculption of interest charged as a basis for choice among the various available
sources of crpdlt. In the 196.3 session the Federation also supported the legisla-
tion submitted by Governor Peabody requesting the establishment of a special
commission to study the existing Massachusetts statutes and make appropriate
recommendations to the legislature further to protect and inform the borrowers
of the Commonwealth. The legislation for a study has been enacted and we hope
will be imulmented by the prompt appointment of the commission.

The absence of State protection or the unavallability of information within
any State would, we feel, make the passage of the Douglas act desirable in the
Interests of the ever-increasing number of families who use a wide variety of
short-term credit sources to finance purchases of all types.

Thank you very much.
The CHAIRMAN. Thank you, Mrs. Wood, we appreciate your sup-

port very much. Senator Bennett may have some questions. I am
greatly heartened by your testimony because it was the Federation
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of Women's Clubs which was the strongest. force behind the passage
of the original Food and Drug Act.

Mrs. IVOOD. Yes, we know.
The CHAIRMAN. Great supporters of Harvey Wiley throughout his

service of the organization, and I am very pleased with your testi-
mony. Senator Bennett?

Senator BENNEtt. I have one question. This statement was pre-
pared for November 22?

Mrs. WooD. Yes.
Senator BENNEr. Were you in the room during the Novcniber

hearings?
Mrs. WOOD. Yes, I was.
Senator BE.NNEzrr. No other questions.
The CHAIRM1AN. Senator Simpson?
Senator Sim'sox. No.
The CHAIRMAN. The next witness is Mrs. Martha O'Neil of the

Boston Teachers Federal Credit Union. irs. O'Neil?
Mrs. O'NEIL. I would like to present. Mrs. Mary Johnston, presi-

dent of our Boston Teachers Federal Credit Union, and if it is in
order, I would like Mrs. Johnston to make her statement first.

The CHAIRMAN. Very good.

STATEMENT OF DR. MARY IOHNSTON, JAMAICA PLAIN, PRESIDENT
OF THE BOSTON TEACHERS FEDERAL CREDIT UNION

Dr. JoHNsToN. My name is Dr. Mary Johnston, 20 Martinwood
Road, Jamaica Plain, and I am president of the Boston Teachers
Federal Credit Union. Our membership is made up of Boston teach-
ers and members of their families and employees of the Boston School
Department.

At our past annual meeting the membership voted unanimously to
support the truth in lending bill, and we are here this morning to
help in this case.

The CHAIRMAN. Thank you very much. Mrs. O'Neil?

STATEMENT OF MRS. MARTHA O'NEIL, BOSTON, MASS., TREASURER
OF THE BOSTON TEACHERS FEDERAL CREDIT UNION

Mrs. O'NEL. Senator Bennott, Senator Douglas, and Senator Simp-
son, my name is Martha O'Neil, and I am treasurer of the Boston
Teachers Federal Credit Union.

Senator Douglas, and members of the conunittee, President Kennedy
sent to Congress on March 15, 1962, a special message on protecting
tWe consumer interest. In this historic message, the President listed
the four rights of consumers. These were as follows: The right to
safety, the right to be informed, the right to choose, and the right to
be heard. Truth in lending is concerned with the last three of these
rights. The right to be informed includes tfhe right of the consumer
to be given the facts necessary for him to make an informed choice;
the right to choose presupposes that he has been given the knowledge
for him to choose wisely; the right to be heard suggests greater par-
ticipation by the consumer in the governmental process. The Presi-
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dent thus made a part of history the convictions which have been grow-
ing on those who are familiar with the plight of the consumer in this i
very complex industrial society.
The President directed the Council of Economic Advisers to create

a Consumer Advisory Council which would be commnissioned to strive i
for these goals for consumers. I have here the first annual report, of
this Council. One of its recommendations urges legislation requiring
full disclosure of credit costs or truth in lending, S. 750, the Douglas
bill which is our concern today.

When S. 750 becomes law, regulations will be set up, and present
methods of stating the. cost of loans, revolving credit, and such ac-
tivities would be standardized and the consumer would have the in-
formation to make an intelligent choice.

At present, only the rare consumer knows what he is paying for
credit. I have here a conditional sales contract for a vacuum cleaner.
The cash price was $85. The consumer 'paid $25 down, leaving a
balance to be financed of $60. I may need some help from Mr. Lindley
on these figures.

The CHAIRMAN. Get your slide rules out and we will get you these
facts.

Mrs. O'NEIL. It is a little early in the morning for arithmetic, but
I will go over the figures again. The cash price was $85, and the
consumer paid $25 down, leaving a balance to be financed of $60.
A finance charge of $6 was added to the $60, making a total of $66.
This was to be paid in installments of $11 per month for 6 months.
The charge for this $60 balance over a period of 6 months would have
been $2.10 at 12 percent simple interest. It could be fairly stated that
the cost to the consumer was actually over 20 percent. What do you
make it? .

The ChA RUAN. As I understand it, the debt was $60?
Mrs. O'NEIL. $60, then a finance charge of $6 was added, making

$66 at 6 months, at$11 a month which would be $66.
Senator BENNFrTr. That is $1 a month or-
The CHAR-MA-N. No, $11.
Mrs. O'Nm. No, $1 a month, 6 months in all; in our credit union,

that would be $2.10: we charge 12 percent simple interest.
The CHAIRMAN. We have our experts comparing.
Senator S:iMPSON. Even the experts disagree.
The CHA1RMAN. No, no, Mr. Bradford is a very fine man, a very

accurate man, but, he is having a little difficulty.
The experts agree, let, me say for the record, that the real interest

rate was 34 percent.
Mrs. O'NEIL. Yes; now we will come to the next point. The buyer

believed that she was paying 6 percent ; to her it sounded like 6 percent.
Her husband believed it was 10 percent. On the back of this contract
is the following statement:

If your account is paid in full on or before the -date your second payment Is
due, the finance charge will be $2 only.

My comment. If the balance were paid the next day after the first
payment had been made, the interest then would have been over 36
percent on the second balance which then would have been $55, you
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see. Thus, a penalty was exacted for paying ahead but the consumer
was of the belief that, there was a saving if paid ahead of time.

This book is a budget payment book for a set of encyclopedias. The
entries on the cover were very conftising to the recipient of this book.
They are as follows: Price: $288.45, plus the price of a stand, $22;
total, $310.45.

The CHAIRMAN. $288?
Mrs. O'NEIL. $288.45.
The CHAIRTAN. And then $22?
Mrs. O'NET. $22 for this bookmobile, which is a stand.
The CHAIRMAX. $310.45?
Mrs. O'NEIL. Yes, and then followed these items: Tax, nothing;

transportation, we think that is transportation, $5.37. It might be
transaction, our attorney said.

Senator BENNm-r. I think it is transportation.
The CHAMIAN. How much?
Senator BENNETT. $5.37.
Mrs. O'NEIL. She wasn't sure, $5.37, it came all the way from out

West, maybe.
The CHAMAAN. Maybe Chicago, maybe
Mrs. O'NEU,. Let me think.
TheCHAIRMAN. Never mind. (Laughter.]
Senator BENNETT. To anybody living in Boston, west of Dedham.

[Laughter.]
Mrs. O'NEnL. Senator Douglas, you are a mindreader, it was Chi-

cago. [Laughter.] The total price, when you add that $5.37, you get
a total price of $315.82, and the payment per month was $15.

The CIIAImMAN. $15 a month ?
Mrs. O'NEIL. Yes.
The CATRIMAN. For how many months?
Mrs. O'NEL. Well, you could find out if you wanted to count the

coupons.
Senator BENNEtt. Twenty-one.
Mrs. O'NEIL. There are 21 coupons in the book, but there is no men-

tion of the number of months on the cover. The last coupon is for
$15.82, and on the back cover is a statement as follows: If your account
is paid in full before November 30, 1962, deduct, a discount of $14 from
the balance due.

Now, this was the due date of the first payment, November 30. No-
where is the cash price mentioned, so that it is impossible to figure the
amount of interest the consumer was paying. You see, because al-
though it says "price" the woman believed that that was not the price
she had been told, but the word "price" on the front cover referred to
the "time price," the consumer was told.

The CHAIRMAN. In other words, the price quoted was the cash price
plus an undetermined amount of interest and nobody knows quite how
much it. was?

Mrs. O'NEIL. No, that is a complete mystery. We rescued her from
that.

The CHAIRMAN. And the article was an encyclopedia?
'Mrs. O'Nmi,. A set of encyclopedias with a bookmobile stand.
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Here is a time payment book from a furniture store. This is the
record the customer had. All we have here is a figure under a column
entitled "Charge" and the figure is $859.80. Below that is a figure
$53.45, presumably the discounted carrying charge. A downpayment
of $175 was made on the same day. $175 down payment. Four days
later one article was returned and it was faulty, and $39.95 was cred-
ited for the item and $3.12 was credited for interest. On the same
date another piece of furniture was purchased for $49.95 with a carry-
ing charge of $3.90 added. We estimated the carrying charge to be
about 16 percent true rate. However, the only information given on the
book is a statement after the word "terms," $70 per month. In addi-
tion, the due date is stated as the 28th. The number of months is not
stated. Massachusetts law does not have any regulation of such pay-
ments; therefore only the minimum amount of information is stated,
and it is very difficult to estimate true rate of interest. Now, you can
inspect this if you would like, and maybe'you can find something I
couldn't find, but we went over that very carefully.

The CHAIRMAN. I must say, as you read it, I am mystified as to how
much is being paid for the article and how much for the credit.

Mrs. O'NF.IL. You see, on the piece returned and the new piece
bought, we know it was $49.95, and the 3 months' carrying charge,
but we don't know how many months for it and the customer was
given nothing else but the book, and I asked im if he had a copy of
the note, andhe said, "No."

The CHAIRMAN. Does this seem to be a. revolving credit plan?
Senator BENNmT. No; but I would think it wouldn't be, because

here is a purchase of a whole room of furniture.
Mrs. O'NEm. They had a fire in the house.
Senator BBNNm-. Yes; so they bought it all at one time, and then

went back and made a change in one piece of furniture; so I would
think this would be an add-on or an installment account, whose bal-
ance was reduced each month; wouldn't you describe it that wayI

Mrs. O'N~m. Yes; he was supposed to pay $7'0 a month.
(The payment book follows :)
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The CHATRMAwN. But no statement. as to how mapy months?
Mrs. O'NML. No; he didn't know how many months.
The CHAIRMAN. Doesn't the person who made the purchase know

how many months?
Mrs. O'NTI;. No; he wasn't sure about how many months. He as-

sumed it would be $70 into that last figure.
The CHAIRIMIAN. No statement was made as to what the financial

charges were in dollars?
Mrs. O'NEIL. No; it doesn't come under the Small Loans Regulatory

regulations that. must be stated on the book, so this is obviously one
of those things that is outside the present law.

Now, let me see: In one instance the customer decided to borrow
his money at a cost of 9 percent discounted, believing that price to be
cheaper than a rate of 12 percent. He was completely in the dark as
to how to figure true rate, and could not be convinced that 12 percent
true rate was cheaper. However, he was convinced later when he
realized the difference between the monthly payments he was making
and the payments he might have been making at 12-percent true rate.
In other words, he understood arithmetic, but not interest rates.
Here I have a typical payment book for a loan.

The CI!AIRrAx. Now, may I say that you . have, a very excellent
financial reporting company in Boston, bythe name of the Financial
Publishing Co., with headquarters at 82 Brookline Avenue, and they
have a simple pamphlet that enables you to translate all these add-on
discounts and monthly rates to the yearly rates, very simply, and read-
ing from page 8, I find 9-percent'discount rate amounts actually to
17.8-percent true rate.

Mrs. O'NEIL. We tried to convince them of that, but he was like
Thomas.

The. CHAIRMfAN. I would be glad to give you a copy of this.
Mrs. O'NELL. We would be delighted to have that, and that is the

sort of thing that we would be glad to distribute to all of our member
teachers who are interested in that sort of thing since the economic
textbooks don't. give these facts at all. They are very mysterious, too.
I have here a tyi)ical payment book for a'loan. Information given

at the ton is as follows : credit life insurance $21.38: principal amount
of loan. $1,281.38, and this includes the insurance charge, we decided.

The CHAIR3MAN. Oh, it. does?
Mrs. O'NEm. Thirty-eight cents was the clue, and the cash received

was $1,260; precompiited" interest, $428.62; face amount, $1,710; 30
monthly Payments; interest unit* for computing refunds and interest
charges, 0.9218; recording-and what is r-e-l, I forget now, the r-e-c
and the r-e-l fees?

Senator SInrsoN. It sounds like recording and release.
Mrs. O'N~m. Thank vou; recording and releasing the record fee

paid by borrower, $3. The total of all charges is $453. There is a
chart, required by Massachusetts law, printedbelow these figures and
stating the statutory amounts permitted on small loans. There is no
way of figuring the'interest to see whether it is correct, unless one has
certain charts to use, because, of course, on the first $200 the Massa-
chusetts law permits 21 percent on that part of the unpaid principal,
not exceeding $00. So,-of course, you would have to be a financial
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wizard to figure out 21/ percent on that $200; for 30 months at 2 per-
cent, what is between $200 and $600; and 134 percent on everything
between $600 and $1,000, and so forth, and by that time you are pretty
befuddled.

The CHAIRMAN. These are yearly rates of 30, 24, and 21 percent?
Mrs. O'NEIL. That is the true interest rates.
The CHAIRMAN. Now, did you want to get the average interest rate

of the loan as the whole?
Mrs. O'NEiL. That might be interesting, Senator Douglas.
The CHAIRMAN. What. is the monthly payment?
Mrs. O'NEIL. The monthly payment was $57.
The CHAIRMAN. $57 for 30 months?
Airs. O'NEIL. For 30 months.
The CHAIRMAN. And the total indebtedness, or rather the cost. of the

article?
Mrs. O'NEm. This is borrowed money, you see.
The CHAIRMAN. Borrowed money, the principal amount of the

loan?
Mrs. O'NEm. It says the principal amount of the loan is $1,281.38,

but then the face amount is $1,710.
Senator BENNrr. $1,260 was the amount after your insurance.
The CHAIRM1AN. Well, Mr. Webster and Mr. Lindley-
Senator BENNIrr. May we give him his name back-Bradford,

Bradford is a good name in Massachusetts.
The CHAIRMAN. Yes; he represented Massachusetts for many

years.
Mrs. O'Nzm. Webster is one of my favorite Americans.
Mr. BRADFORD. I have a little over 24 percent, 24.2 percent or some-

thing like that.
Mrs. O'NEIL. For an average?
The CHAIRMAN. I am told that the experts, Mr. Bradford and

Mr. Lindley, now agree on an annual rate of 25.2 percent.
Mrs. O'Nm. It might be of interest to know that we went over

this and figured what it would cost in complete cost in our credit
union, and it would have cost $245.40 to the member.

The CHAIRMAN. As compared withI
Mrs. O'NEIL. As compared with, well-
The CHAIRHAN. $453.12?
Mrs. O'Nim. Yes; and ours would include insurance against death

and total disability, and we wouldn't take your car away either.
[Laughter.] The next one is option charge accounts. This is one
of the many names given to the carrying charge now commonly
added to store bills which are over 30 days due. The clerks in the
store use a chart which gives the cost in blocks of $10. A consumer
owing a balance of $31.50 was charged' .0.60, because the amount of
the bill fell between $30 and $40. The charge of 60 cents on $31 was
nearly 2 percent per month, a true annua -interest rate of at least
20 percent, and perhaps nearer 24. This charge is not always stated
on the bill, but is referred to as a small option charge--20 percent
would not be considered small by most consumers. I like the require-
ment in section 5 (B) of regulations, "the size of type or lettering
which shall be used in setting forth information required by sub-
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Mrs. O'NEri. Thirty years ago, in Boston, a woman .went to 'a
private moneylender to borrow $100. She -igned "some paper,"
and was given a check for $200, and told to go downstairs and cash
it and bring back the money., The lender kept $100 "as security"
and gave her $100. She was about 23 years old. Each year there-
after the lender gave her $100 for Christmas expenses and $100 for
vacation in the summer, each time requiring now signatures. Each
year for 10 months the woman paid $60 per month on the loans.
About 7 years ago-

The (WIARMAN. You mean 30 months I
Mrs. O'Nim. No, 30 years, Senator Douglas, she paid this money-

lender $60 a month for 10 months; the other 2 months of the year
he gave her a $100 for Christmas and $100 for her summer vacation,
in the meantime she paid him $60 a month.

The CIAMMAN. Paid him $600 a year
frs. O'Nrrm. Originally he gave her $100, too, don't forget that.

The CYTA1M3TA. That was for 30 years?
Mrs. O'NEum. For 30 years. Thiis is a thing that has made me

determined to spend the'rest of my life in getting truth in lending
pa.ed, Senator Douglas.

The ChrATlmrAN. -Tow did you find out about this?
Mrs. O'NEm. I will tell you. About 7 years ago she was advised

to go into bankruptcy, which she did. The lender was named in the
case as a creditor for $1,400. However, he required her to sign new
Diapers shortly afterward and she continued her payments of $60
ner month. Two vears ago she failed to make a payment and was
threatened by the lender. The lender said that he would expose her
if she did not pay. Unable to do so, she sought my advice. She had
heard me on the'radio and called me up and asked what I could do
for her. I took this case to the Attorney General's Advisory Con-
sumer Council. then in Attorney General McCormack's office. After
investigation, the lender agreed to settle his note which then read
.2-.500, in the amount of $400. We eave him the $400, because she
didn't want, to go to court. She didn't want to go to the court, and
the case was a clear case of usury. but we have no usury law in
fassachustts. and the amount of $2,500 was above our regulated

limit of $1.500. What, was the true rate of interest here?' I can't
tell vou. The woman had received $6,000 over a period of 30 years,
and had paid back three times as much to the lender.

When truth in lending becomes law. borrowers will immediately
know the cost of money, and will be able to choose the lending agency
which can serve them best for the security they can offer, This will
restore true competition to the marketplace and will help business.
fany persons will not borrow money for any reason now because

they have a vague mistrust of all lending agencies, developed from
listening to their more experienced friends. I believe that these
persons would join the ranks of those who "buy now and pay later"
if they were sure of the cost of borrowing. Surely, American busi-
ness would be glad to have their trade.

Conclusions: One. thA Consumer Advisorv Cmoncil. established at
the request of President Kennedy, has Pointed out the right of the con-
sumer to be informed. Two, present methods of stating the cost of bor-
rowing money are greatly varied and difficult to understand. Few
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people can translate these costs into true annual interest rates. Three,
the Douglas bill would serve as an educational program for consumers,
and increased understanding of its provisions could provide a safe-
guard to businessmen who choose to take a stand against deceptive
credit practices. Four, the consumer's purchasing power could be in-
creased were he enabled to shop intelligently for credit. This would
be good for the economy.

I wish now to congratulate the subcommittee on implementing one
of the consumer's rights-the right to be heard. It is my hope that
you will use your influence to secure for consumers that other right-
the right to be informed-by securing passage of S. 750, the Douglas
truth-in-lending bill.

The CHAIRMAN. Thank you very much.
Mrs. O'NEIL. It was a pleasure, Senator.
The CHAIRMAN. Mrs. O'Neil, now, I wonder if we can get an esti-

mate of this extraordinary loan.
Mrs. O'NEIL. I have alt the papers on it in my office.
The CHAIRMAN. As I understand it, the actual amount received

each year was $200, and the actual amount paid was $600; it sounds
like a 600-percent interest.

Mrs. O'NETL. At least.
The CHAIRMAN. Because the pay graduates every year.
Mrs. O'NzIL. That is right.
The CHAIRMAN. It sounds like 600 percent.
Mrs. O'NEIL. I may say that when I talked to that person who lent

her the money, we didn't need a telephone, we could have been heard
without one. He said to me, "I have other people like that, too, but
you don't know who they are." "Well," I said, "I will try to find out."

The CHAIRMAN. Mrs. O'Neil, may I ask of a majority of cases given,
were those of teachers?

Mrs. O'NEU. Those cases I gave using information I showed you
were all teachers.

The CHAIRMAN. Were all teachers?
Mrs. O'Nm. Yes.
The CHAIRM3AN. And, therefore, were greater than average intelli-

gence and greater than average educationI
Mrs. O'NFTL. That is right; but if you remember, the chairman of

the Federal Reserve Board, Mr. William McChesney Martin, admitted
himself in Washington that he couldn't figure out the true annual inter-
est rate on his car loan, and if he can't, I don't think we should be
ashamed of any schoolteacher.

The CHAIRMAN. This is an indication that education and intelligence
cannot penetrate the mysteries of modern consumer credit. Just a
minute. Senator Bennett?

Senator BENN -T. I have no questions of Mrs. O'Neil, except she
is a deeply dedicated person. I have my doubts that, the Douglas bill
would solve any of these problems, but there is no use in our saying -'t
will or won't. back and forth between us at this voint. There are one
or two things I would like to get. into the record.

The ChAIRMAN. Surely, on your tim6.

988
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Senator BENNTr. Of course. Mrs. O'Neil referred to the Presi-
dent's Advisory Council report.

Mrs. O'NEIL. Yes.
Senator BENNETt. I received a copy of this report. I was not

surprised that- the Council's Consumer Credit Committee endorsed
S. 750, in view of the fact that the membership on that committee
was headed by Professor Morse, who has already testified for the
bill. I notice that one source for the Council's Consumer Credit
Committee was the published hearings on the truth-in-lending bill,
dating back to 1960. I sat through every minute of those hearings,
and I cannot understand how the Council endorses the bill, based
on a complete and total study of the hearings. On page 18 of the
Council's report are listed five premises and beneficial results which
would supposedly flow from the enactment of the Douglas bill. After
a careful analysis of each of these premises I would like to submit a
memorandum attacking each of these points. Please note all of my
quotations are from the hearings and from witnesses who came to
testify in support of the bill, not in opposition. If such witnesses do
not agree with these premises, I don't see how the Advisory Council
can. I should like to submit this statement for the record. (See
p. 1283.)

The CHAIMWA.. That will be done.
Mrs. O'NEIL. IS it in order for me to ask Senator Bennett a

question?
Senator BENNY.T. Yes.
Mr. O'NEIL. If you think the truth in lending is not a solution,

do you have a solution in mind?
Senator BENNETT. If you will sit through the hearing today, you

will hear an alternative solution.
Mrs. O'NEIL. To a number of intelligent people, myself included,

it sounds like a good beginning. I would be very much interested
in that.

Senator BENNErr. May I continue with my comment?
Mrs. O'NEIL. Yes.
Senator BENNmT. There has been some question-well, in No-

vember I asked all the members of the Consumer Advisory Council
if there had been any minority reports filed. All but one member
said no minority reports were filed. On November 20 I received a
telegram from Mr. Stephen M. Du Brul, Jr., who said: "I have views
of dissent on S. 750 and filed a minority report with the Consumer
Advisory Council. A copy of the report is forwarded under sepa-
rate cover." (See p. 1014.) "Others mayhave filed reports, but I am
not aware of them." Signed, Stephen M. Du'Brul.

(The telegram follows:)
ITelegram]

NEw YoRK, N.Y., November 0, 196S.Senator WALLACE 1'. BENNETTr:

Re your telegram, I have views of dissent on S. 750 and filed a minority report
with the Consumer Advisory Council. A copy of the report Is forwarded under
separate cover. Others may have filed reports, but I am not aware of them.

STEPHEN M. DUBRUL, Jr.

989
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Senator BNN'r. On December 3, 1 addressed a letter to Mr. Wal-
ter W. Heller, Chairman of the Council of Economic Advisers, askinghim if there had been any minority reports filed and he replied to
me on December 6-I skip the preliminaries-1"No members of the
Consumers Advisory Council nor of its Consumer Credit Committee,
filed minority or dissenting views on S. 750. One member indicated
an intention to file a dissenting vote, but did not do so."

(The correspondence follows:)
DECEMBER 3, 1963.DR. WAkLTER W. HELLR

Chairman, Council of Economlo Advisers, Executive Office Building, Washington,
D.C.

D&Au MR. HELLER: Two weeks ago before leaving for Boston for hearings on
S. 750, the truth-in-lending bill, I wired all members of the Consumer Credit
Committee of the Consumer Advisory Council, asking If they had any dissenting
views or If they knew any minority reports which had been filed with respect
to the Consumer Advisory Council's endorsement'of S. 750.

Most of the responses suggest that I contact you. Prof. Richard L. D, Morse,
Chairman of the Consumer Credit Committee, suggested specifically that I ask
you for your knowledge of any such report. Would you please advise me if any
members of that Committee or of the Council as a whole filed minority or dis-
senting views on S. 750.

Sincerely,
WALLACE F. BzNurrr.

CHAIRMAN OF THE CouNoCr OF ECONOMic ADVISERS,
Washington, December 6, 1968.Hon. WALLACE F. BsNNrrr,

U.S. Senate,
Wasi(ngton, D.C.
DEAR SENATOR BENNErr: This will acknowledge your letter of December 8

requesting information on the Consumer Advisory Council's endorsement of
S. 750, the pending truth-in-lending bill.

No members of the Consumer Advisory Council, nor of its Consumer Credit
Committee, filed minority or dissenting views on S. 750. One member indi-
cated an intention to file a dissenting vote, but did not do so.

Sincerely,
WALTER W. HELLru.

Senator BrNNErr. Now, we asked Mr. Heller, or tried to get Mr.
Heller on the telephone the other day, to ask him if in fact that re-
port had been filed, since Mr. Du Brul said he did file one but we
couldn't get him. A Mr. Joseph Walker in Mr. Heller's office re-
sponded, "Yes, the report was received but we have lost it in our
KS,, and we don't know where to find it." I am not going to put
Mr. Du Brul's report in the record at this point, because I prefer,
if you will let me, to put it in the record after the Consumer Coun-
cil agrees that it, has received it, and have it, and know what it
is.

The CHAIRMAN. Let me say so fay as I am concerned, I would be
very glad to have it put in the record.

Senator BENxE-r. Well, he filed it obviously before November 20,
because that is the date on which he replied to my letter.

Mrs. O'NE. I would be inclined to believe what Mr. Heller said.
It is a misunderstanding.
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Senator B.N-TmT. I am sure he didn't know, because the staff ac-
cepted it and put it in the files and now they can't find it. I would
be glad at this point then-

The CIIARMAN. I would be glad to put it in the record, if there
is a report.. (See p. 1014.)

Senator BENNEMr. I have no further comment--oh, yes, excuse me,
one more. Senator Douglas questioned you and showed you this lit-
tle financial rate translater. This was introduced in the hear-
ing in Boston when we were here last time, and, of course, I got a
copy of it. I made rather careful, or I arranged to have a rather
careful study made of the computer and found it had some real weak-
neses, and at this point, I would like to offer for the record 21h pages
of criticisms of the financial ratemaker.

The CHAIR-M3AN. That will be done and if the rate translater is not
already in the record, I ask that it be put in prior to the statement
that Senator Bennett made.

(The material mention-ed follows:)





FINANCIAL

RATE TRANSLATER

and Guide to

Legal Instalment Sales Rates

Prepared by

FINANCIAL PUBLISHING COMPANY
82 Brookline Avenue, Boston 15, Mass.

KEnmore 6-1827

Specialists in all Tables needed for

Consumer Finance
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SUMMARY of AUTO FINANCE and
OTHER GOODS LAws

(all rates are add.on unless otherwise designated)
ARiz.: Autos, Class 1, 8%; Class I, 12%. Minimum $15.

CALIF.: Autos, 12%. Minimum $25. Other Goods: 10%
on first $1000, 8% on excess. Minimum under 8
months $10; over, $12.

COLO.: Autos, Class 1, 8%; Class II, 12%; Class Il,
15%; Class IV, 17%. Minimum $25. Other Goods:
15% on first $300, 12% on excess to $1000, 10%
on excess. Minimum $10.

CONN.: Autos, Class I, 7%; Class II, 9%; Class IIl, 12%;
Class IV, 14% (if under $300, 15%). Minimum
$15.

DEL.: Autos, Class I, 7%; Class 11, 10%; Class 111, 13%.
Minimum $25. Other Goods: 10% on first $1000,
8% on excess. Minimum 8 months or less, $10;
over 8 months, $12.

D. C.: Autos, Class 1, 8%; Class II, 11%; Class 1II, 14%;
Class IV, 16%. Minimum $25.

FLA.: Autos, Class I, 8%; Class 11, 11%; Class Il, 15%;
Class IV, 17%. Minimum $25. Other Goods, 10%.
Minimum $15.

HAWAII: All goods: 12%76 discount to 18 months, 9% next
12 months, 6% next 12 months, 3% next 6
months.

IND.: Autos, Class 1, 8%; Class II, 9%; Class 111, 11%;
Class IV, 14%. Minimum $10. Other Goods, 12%.
Minimum $5.

IOWA: Autos, Class 1, 15% actuarial; Class II, 21% actu.
arial; Class II, 27% actuarial; Class IV, 27%
actuarial plus $1 per month, not more than $12.
Compute add-on equivalent for 12 months, and
apply pro rata. Minimum $25.

KANSAS' Autos, Class 1, 7%; Class II, 10%; Class Il, 13%.
Other Goods: 12% on first $300, 9% on excess to
$1000, 8% on excess. Minimum $15.

KENTUCKY: Autos. Class 1, 9%; Class 11, 13%; Class I?, 15%.
LOUISIANA: Same as Iowa.
MAINE: Autos. Class I, 7%; Class 11, 11%; Class II1, 13%.

Minimum t25.
MARYLAND: Autos, Class 1, 9%7; Class il, 12%; Class 11, 1596.
MASS.: Autos, CLass 1, 8%; Class II, 10%; Class Ill, 12%.
MICH.: Autos, Class 1, 6%; Class 11, 9%; Class 111, 12%.

Minimum $15.
MhNN.: Autos, Class I, 9%; Class 11, 11%; Class Ill, 13%

plus $3.
(continued on page 20)
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EXPLANATION
Traditionally the return on money invested is stated

as an annual -interest rate on the funds actually in use.
For monthly payment loans the interest rate per month
is 1/12 of the annual interest rate. In these tables we
shall call this annual interest rate the actuarial rate. It is
exactly the same rate you talk about for a G. I. mortgage,
or an FHA mortgage or any other direct reduction loan.
The actuarial rate expresses the true return on an invest-
ment; any other is at best an approximation.

Thirty-five states and the District of Columbia now
have statutes specifying the maximum finance charge on
auto or other installment finance, most of them express.
ing this maximum rate as an "add-on"; that is, the charge
per $100 of original balance por year applied for the full
term. The actuarial interest rate on tunds actualiy'in use
is something less than double the stated rate of charge.

The next 4 pages translate "add-on" rates into actuarial
rates, and vice versa.

Bank installment loans are often made on a "discount
per year" basis; that is, the charge is deducted from the
note instead of added on to the amount borrowed. Pages
8 to 11 are tables translating "discount per year" into
actuarial rates, and vice versa.

The FHA Title I home improvement loans prescribe
a different method of charge, the "Constant Ratio".
Pages 12-15 are tables translating this to actuarial rates,
and vice versa.

Pages 2 and 20 summarize the rates named as maxi-
mum by statute in each state.

INDEX TO TRANSLATER TABLES
Pagej
4-5 Add-on to actuarial.
6-7 Actuarial to add.on.
8-9 Discount per year to actuarial.

10-11 Actuarial to discount per year.
12-13 One year discount, Constant ratio, to actuarial.
14-15 Actuarial to one year discount, constant latio.
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ACTUARIAL EQUIVALENTS of ADD-ON RATES

The annual add-on rate is shown as the left hand index.
If this rate is applied to the original amount for the full
term and the loan is repaid monthly, then the body of
the table shows the actuarial rate of return on the money
actually outstanding.

Add-m TERM- months
Rot*

peryr 3 mo. 6 m". 9nre. 12mo. 15sm. 11mo. 24mw. 30 me. 36mo.
toO 1.50 1.71 1.80 1.84 1.87 1.89 1.91 1.92 1.93
2.00 3.00 3.42 3.59 3.67 3.72 3.76 3.79 3.81 3.82
1.00 4.49 5.12 5.37 5.49 5.56 S.61 5.66 5.68 5.68
3. S.24 5.98 6.26 6.40 6.48 6.S3 6.58 6.60 6.60

4.00 5.99 6.82 7.14 7.30 7.39 7.45 7.S0 7.52 7.5
4.n 6.36 7.25 7.59 7.75 7.85 7.91 7.96 7.97 7.96
4,o 6.74 7.67 8.03 8.21 6.30 8.36 8.41 8.43 8.11
4.TS 7.11 8.10 8.47 8.66 8.76 8.82 8.87 8.68 1.86

,.OO 7.48 8.52 8.91 9.10 9.21 9.27 9.32 9.33 9.31
S25 7.86 8.9 9.35 9.55 9.66 9.73 9.78 9.78 9.76
5.50 8.23 9.37 9.79 10.00 10.11 10.18 10.23 10.23 10.20
575 8.60 9.79 10.23 10.4S 10.57 10.63 10.68 10.67 10.64

*.00 8.98 10.21 10.67 10.90 11.02 11.08 11.13 11.12 11.08
$21 9.35 10.64 11.11 11.34 11.46 11.53 11.57 11.56 11.52
6.50 9.72 11.06 11.55 11.79 11.91 11.98 12.02 12.00 11.96
.15 10.10 11.48 11.99 12.23 12.36 12.43 12.47 12.44 12.39

7.00 10.47 11.90 12.43 12.68 12.81 12.87 12.91 12.88 12.83
7.25 10.84 12.32 12.67 13.12 13.25 13.32 13.35 13.32 13.26
7.0 11.22 12.74 13.5%) 13.57 13.70 13.77 13.60 13.76 13.69
7.15 11.59 13.17 13.74 14.01 14.14 14.21 14.24 14.19 14.12

5.00 11.96 31.59 14.16 14.45 14.59 14.65 14.68 14.63 14.5
$25 12.33 14.01 14.61 14.89 1S.03 15.10 15.12 15.06 14.97
850 12.71 14.43 15.05 15.34 15.48 15.54 15.55 15.49 15.40
875 13.08 14.8S 1S.49 1S.78 1S.92 15.96 15.99 15.92 1S.62

9,00 13.45 15.27 15.92 16.22 16.36 16.42 16.43 16.35 16.24
925 13.62 15.69 16.3S 16.66 16.80 16.86 16.66 16.76 16.66
*,50 14.19 16.11 16.79 17.10 17.2 17.30 17.29 17.21 17.06
1.71 14.57 16.53 17.22 17.53 17.68 17.74 17.73 17.63 17.50

10,00 14.94 16.94 17.66 17.97 18.12 18.17 18.16 18.06 17.92
10.2 15.31 17.36 16.09 18.421 18.56 18.61 18.59 18.48 18.33
10.s0 15.68 17.78 18.52 18.8 18.99 19.05 19.02 18.90 18.75
10.1 16.05 18.20 18.95 19.28 19.43 19.48 19.44 19.32 19.16

1.OO 16.43 18.62 19.39 19.72 19.86 19.91 19.87 19.74 19.57
U.IS 16.60 19.04 19.62 20.15 20.30 20.35 20.30 20.16 19.98
I.SO 17.17 19.45 20.25 20.59 20.73 20.78 20.72 20.57 20.39
a05 17.54 19.67 20.68 21.02 21.17 21.21 21.15 20.99 20.79

1OO 17.91 20.26 21.11 21.46 21.60 21.64 21.57 21.41 21.20
1222S 18.28 20.63 21.54 21.89 22.03 22.07 21.99 21.82 21.60
1250 18.65 21.00 21.97 22.32 22.47 22.50 22.42 22.23 22.01
12.75 19.03 21.37 22.40 22.76 22.90 22.93 22.84 22.64 22.41

13.00 19.40 21.74 22183 23.19 23.33 23.36 23.26 23.0S 22.61
13.50 20.14 22.8 23,68 24.OS 24.19 24.21 24.09 23.87 23.61
14.00 20.88 23.22 2t4.54 24.91 25.04 25.06 24.92 24.68 24.40
14.50 21.62 23.97 25.39 25.77 25.90 25.S1 25.75 25.49 25.19

15.00 22.36 24.71 26.24 26.62 26.75 26.7f 26.56 26.30 25.96
15.50 23.10 2S.45 27.09 27.48 27.60 27.60 27.40 27.10 26.76
16.00 23.64 26.19 27.94 26.33 26.45 28.43 26.22 27.69 27.53
16.50 24.5$ 26.93 26.79 29.18 29.29 29.27 29.03 28.69 28.30

17.00 25.32 27.67 29.64 30.03 30.14 30.10 29.85 29.48 29.07
13.00 26.80 29.15 31.32 31.72 31.81 31.76 31.46 31.04 30.59
11.00 28.28 30.62 32.97 33.40 33.48 33.41 33.06 32.60 32.10
2000 29.76 32.10 34.44 35.07 35.14 35.05 34.65 34.14 33.60
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ACTUARIAL EQUIVALENTS of ADD-ON RATES
The annual add-on rate is shown as the left hand index.

If this rate is applied to the original amount for the full
term and the loan is repaid monthly, then the body of
the table shows the actuarial rate of return on the money
actually outstanding.

Rate TERM.months

peryer 42 me. 4S ma. 54 me. 60 me. 72 ma. 4 me. 96 me. 10 me. 120 me.
1.00 1.93 1.93 1.94 1.94 1.14 1,93 1,93 1,93 1.92
200 3.82 3.82 3.82 3.82 3.80 3,79 3.77 3,75 3,71t
3.00 5.68 5.67 5.66 5,64 5.61 5.57 5.54 5.S0 S.46
3S0 6.59 6.56 6.56 6.54 6.149 6.1414 6.39 6.3U 6.29

4.00 7.50 7.167 7.45 7.42 7,36 7.30 7.23 7.17 7.11
4.25 7.94 7.92 7.89 7.86 7.79 7.72 7.65 7.58 7.51
4.50 8.39 8.36 8.33 8.29 8.22 8.,11 8.06 7.98 7.91
4.75 8.84 8.80 8.77 8.72 8.64 8.55 8.147 8.38 8.30

S.00 9.28 9.24 9.20 9.15 9.06 8.97 8.87 8.71 8.69
5.2.5 9.72 9.68 9.63 9.58 9.48 9.37 9.27 9.17 9.08
S.60 10.16 10.1' 10.06 10.01 9.89 9,78 9.67 9.56 9.146
5.75 10.60 10,54 10,49 10.43 &0.31 10.18 10.06 9.95 9.804

S.00 11.03 10.97 10.91 10,85 10,72 10.58 10.46 10.33 10.21
6.25 11.147 11.40 11.314 11,27 11,12 10,98 10,85 10.71 10.59
6.50 11.90 11,83 11.76 11.68 11.53 11.38 11.23 11.09 10.96
6.75 12.33 12.25 12.17 12.09 11.93 11.77 11.61 11.147 11.32

7.00 12.76 12.68 12.59 12.S0 12.33 12.16 11.99 11.814 11.69
7.25 13,18 13,10 13.00 12.91 12.73 12.55 12.37 12.21 12.05
7.50 13.61 13,1 13.42 13,32 13.12 12.93 12.75 12.57 12.141
7.75 1I4.03 13.93 13.83 13.72 13.52 13.31 13,12 12,94 12,76

00 14.145 14.35 14.24 14.23 13.91 13.69 13.49 13.30 13.12
3.25 14.87 14.76 114.614 14.53 14.29 114.07 13,86 13.66 13.47
3.so 15.29 15.17 15.05 114.92 14.68 14.4S 114.23 114.02 13.82
6.7S 15.70 15.58 15.1S 15.32 15.07 114.82 114.59 14.37 14.16

3.00 16.12 15.99 15.85 15.71 15.145 15,29 114.95 14.72 114.51
25 16.53 16.39 16.25 16.11 15.83 15,56 15.31 15.07 114.85
9.50 16.94 16.80 16.65 16.S0 16.21 15.93 15.67 15.142 15.19
9.75 17.35 17.20 17.04 16.89 16.58 16,29 16.02 15.77 15.53

10.00 17.76 17.60 17.44 17;27 16.96 16.66 16.38 16.11 15.86
1025 18.17 18.00 17.83 17.66 17.33 17.02 16.73 16.45 16.20
10.50 18.58 18.40 18.22 18.04 17.70 17.38 17.08 16.79 16.53
10.75 18.98 18.79 18.61 18.42 18.07 17.74 17.142 17.13 16.86

11.00 19.38 19.19 19,00 18.80 18.144 18.09 17.77 17.47 17,19
1.25 19.78 19.58 19.38 19.18 18.80 18.145 1811 17.80 17.52
1LSO 20.18 19.97 19.77 19.56 19.17 18.80 1...46 18.14 17.81
1L75 20.5 20.36 20.15 19.94 19.53 19.15 18.80 18.47 18.17

12.00 20.98 20.75 20.53 20.31 19.89 19.50 19.13 18.80 18.09
1225 21.37 21.1 20.91 20.68 20.25 19.85 19.147 19.13 18.81
12.50 21.77 21.53 21.29 21.05 20.61 20.19 19.81 19.45 19.13
12.75 22.16 21.91 21.66 21.142 20.96 20.54 20.14 19.78 19.44

13.00 22.55 22.30 22.04 21.79 21.32 20.88 20..47 20.10 19.76
1350 23.33 23.06 22,79 22.52 22.02 21.56 21.14 20.75 20.39
14.00 214.11 23.32 23.53 23.25 22.72 22.24 21.79 21.38 21.01
14.50 24.88 24.57 21,26 03,97 23.14 22.91 22.44 22.02 21.63

15.00 25.64 25.32 21,99 24.68 24,10 23.57 23.09 22.64 22.24
1550 26.41 26.06 25.72 25.39 24.79 24.23 23.73 23.27 22.85
16.00 27.16 26.80 26.44 26.10 25.46 24.88 24.36 23.88 23.145
16.50 27.91 27.53 27.16 26.80 26.114 2S.54 214.99 214.50 24.05

17.00 28.66 28.26 27.87 27.50 26.31 26.18 25.62 25.11 24.65
1I. 30.14 29.70 29.28 28.88 28.13 27,46 26.86 26.31 26.82
19.00 31.61 31.13. 30.67 30.24 29.44 28.72 28.08 27.51 26.99
20.0 33.06 32.54 32.05 31.58 30.73 29.97 29.29 28.68 28.14

23-902 0 - 64 - pt. 2--21
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ADD-ON EQUIVALENTS of AcTUARIAL RATES

The actuarial interest rate shown as the left hand index
is applied to the outstanding balances from month to
month. The body of the table shows the equivalent"add-on" rate which would be applied to the original
amount for the full term.

Ago .l TERM-months
Ac8erie 3 me. 6 to. 9 me. 12 oe. 15 m. 10 uoo. 24 me. 30 me. 36 me.tote

400 2.67 2.34 2.23 2.16 2,15 2.13 2,11 2.10 2.10
4.25 2,4 2,19 2.37 2.32 2s29 2.27 2,24 2.23 2,23
450 3.00 2.63 2.51 2.45 2.42 2.40 2.38 2.37 2,36
4:1S 3.17 2.18 2,65 2.59 2.56 2.53 2.51 2.50 2,50

S.00 3.34 2.93 2.19 2,73 2.69 2.67 2,65 2,64 2,63
5.25 3.51 3.07 2.93 2.87 2.83 2.81 2.78 2,77 2,77
.50 3.67 3.22 3,01 3.00 2.96 2o94 2.91 2.90 2.90
S.75 3.48 3.31 3.21 3.14 3.10 3.08 3.05 3.04 3.04

6.00 4,01 3.51 3,36 3.28 3,24 3.21 3,18 3.17 3,17
6.2S 4.17 3.66 3.50 3.42 3.37 3.35 3.32 3.31 3,31
6.So 4.34 3.61 3.64 3.56 3.51 3.48 3.46 3.45 3.45
$.5 '4.51 3.96 3.18 3.69 3.65 3.62 3.59 3.58 3.58

7.00 4*.68 4.10 3.92 3.83 3.78 3.76 3.73 3.72 3.72
725 4.84 4.25 4.06 3.97 3.92 3.89 3.86 3.85 3.66
7.So 5.01 O4.40 4.20 4.11 4.06 4.03 4.00 3.99 3.99
7.7S 5.18 4.55 4.34 4.25 4.20 1,16 4.14 4.13 4.13

8.00 5.35 4.69 4.48 4.39 4.33 4.30 4.27 4.27 1,27
8.25 5.51 4814 4.63 4.52 4.47 4.44 4.41 4.40 4.41
8.SO 5.68 4.99 4.77 4.66 4.61 4.58 4.55 4.S4 ,55
8.7S 5.65 5.14 4.91 4.80 4.75 4.71 4.68 4.68 4.69

9.00 6.01 5.28 5.05 4.94 4.88 4.85 4.82 4.82 4.83
925 6.16 5.43 5.19 5.08 5,02 4,99 4.96 4.96 4.97
9.S0 6.35 5,58 S.33 5.22 5,16 5,13 5,10 5.10 5.11
9IS 6.52 5.73 5.48 5.36 5.30 5.26 5.24 5.23 5.25

10.00 6.69 5.87 5.62 5.50 S.14 S.40 5.37 5,37 5.39
10.50 7.02 6.17 5,90 5,78 5,71 5.68 5,65 5.65 5,67
21.00 7.36 6.47 6.19 6.06 5.99 5.96 5.93 5.93 5,95
L50 7.69 6.76 6.47 6.34 6.27 6.23 6.21 6.22 6.24

12.00 8.03 7.06 6.76 6.62 6.55 6.51 6.49 6.50 6.52
2.50 8.36 7.35 7.04 6.90 6.83 6.79 6.77 6.78 6.61
13.00 8.70 1.65 7.33 7.18 7.11 7.07 7.05 7.07 7.10
13.50 9.03 1.95 7.61 7.46 1.39 7.35 7.33 7.35 7.39

14.00 9.37 8.25 7.90 7.74 7.67 7.63 7.62 7.64 7.68
14.50 9.71 8.54 6.18 8.03 7.95 7.91 7.90 7.93 7.97
15.00 10,04 8.84 8.7 8.31 8.23 8.20 8.18 8.21 8.27
15.50 10.38 9.14 8.76 8.59 8.51 8.48 8.47 8.0 8.56

1600 10.71 9.44 9.05 8.88 8,80 8.76 8.76 8,79 8.86
1630 11,05 9.73 9.33 9.16 9.08 9.04 9.04 9.09 9.15
11.00 11.39 10,03 9.62 9.45 9.36 9.33 9.33 9,38 9,45
171.50 11.72 10.33 9,91 9.73 9.65 9,61 9.62 9.67 9.15

1800 12.06 10.63 10.20 10.02 9.93 9.90 9.91 9.97 10.05
18.50 12.40 10.93 10.49 10.30 10,22 10.19 10.20 10.26 10.35
1300 12.73 11.23 10.78 10.59 10.0 10.47 10.49 10.56 10.65
19.SO 13.07 11,53 11.07 10.87 10.79 '10.16 10.78 10.86 10.96

2000 13.41 11.83 11.36 11.16 11.08 11.05 11.07 11.16 11.26
20.50 13.74 12.13 11.65 11.45 11.36 11.34 .11.37 11.46 11.57
21.00 14.Od 12.43 11.94 11.74 11.65 11.63 11.66 11.76 11.88
21.50 14.42 12.73 12.23 12.02 11.94 11.92 11.96 12.06 12.19

2200 14.76 13.03 12.52 12.31 12.23 12.21 12.25 12.36 12.50
23.00 15.13 13.63 13.10 12.89 12.81 12,19 12,85 12,97 13.12
24.00 16,11 14,23 13,69 13,47 13.39 13.38 13,45 '3658 131.75
25.00 16.78 ;4.83 14.21 14.05 13.97 13.96 14.0S 14.20 14.38
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ADD-ON EQUIVALENTS Of ACTUARIAL RATES

The actuarial interest rate shown as the left' hand index
is applied to the outstanding balances from month to
month. The body of the table shows the equivalent
"add-on' rate which would be applied to 'the original
amount for the full term.

Annual
Actuadol

Rat.

4.00
4.25
4.50
4.75

5.00
52S
5.50
5.75

6.00
6.25
6.50
6.75

7.00
7.25
7.50
7.75

8.00
82S
8.60

3.75

9.00
925
9.50
'.75

10.00
10.50
11.0011.50

12.00

13.00
13.50

14.00
14.50
15.00
1550

16.00
16.50
17.00
17.50

1800131.50

19.00
19.50

20.00
20.50
21.0

22.00
23.
24.00
2500

42 me. 43 mo.
2.09 2.09
2.23 2.23
2.36 2.36
2,50 2.50

2,63 2.64
2.77 2.77
2.90 2.91
3.04 3.04

3.18 3.18
3.31 3.32
3.45 3.46
3.59 3.60

3.73 3.14
3.86 3,87
4.00 4.01
4,14 4,15

4,28 4.30
4*42 4.44
4.56 4.58
4.70 4,72

4.84 4.86
498 S.00
5,12 5.15
5,27 5,29

5.41 5.44
S69 5,72
5.98 6,01
6.27 6,31

6.56 6e60
6.85 6.90
7,14 7,19
7.44 7.49

7,13 7.79
8.03 8.09
8.33 8.40
8.63 8.70

8.93 9.01
9,23 9,32
9.53 9.63
9.84 9.94

10.15 10.25
10,45 10,56
10,76 10.88
11,07 11,20

11.39- 11.52
11.70 11.84
12.01 12,16
12.33 12.48

12.65 12,1
13.29 13,46
13.93 14,12
14.58 14.79

54 ma.
2,10
2.23
2.37
2,S0

2.64
2.78

2.91
3.05

3.19
3.33
3,47
3.61

3.15
3.89
4,03
4.17

4.31
4,46
4,60
4,74

4.895.03
5.17
5.32

5.46
5.766.05
6.35

6.65
6.95
7.25
7.55

7.86-
8.16
8.47
8.178

9.09
9.41
9.72
10.04

10,36
10.68
11.00
11.33

11.65
11.98
12,31
12,64

12,97
13.64
14,32
15.00

TERM.months
60 m@. 72 m.
2.10 2.11
2,24 2.24
2.37 2.38
2.51 2.52

2.65 2.66
2.78 2.80
2.92 2.94
3,06 3,08

3.20 3.22
3.34 3.36
3.48 3,51
3.62 3.65

3.76 3.79
3.90 3.94
4.05 4.08
4219 4,23

4.33 4.37
4.48 4.52
4.62 4.67
4.76 4.82

4,91 4.96
5.06 5.11
5.20 5.26
5.35 5.41

5.50 5.56
5,79 5,87
6.09 6.17
6,39 6.v48

6.69 6.79
7,00 7.11
7,30 7.42
7,61 7.74

7.92 8.06
8.23 8.38
8.5S 8.71
8.86 9.03

9.18 9.36
9.50 9.70
9,82 10.03

10,15 10.36

10,47 10.70
10,80 11.04
11.13 11.39
11,46 11.73

11.79 12.08
12,13 12.43
12,46 12.78
12,80 13.13

13,14 13,48
13.83 14,20
14,52 14.93
15,22 15,66

7

84 m. 96 m. 101mo. 120 ..
2.12 2.13 2.14 2.15
2.26 2.27 2.28 2.29
2,39 2,41 2,42 2.44
2.53 2.55 2,57 2.58

2.67 2,69 2,71 2.73
2.82 2.84 2,85 2,88
2.96 2.98 3.00 3.02
3.10 3.12 3,15 3,17

3.24 3,27 3,30 3.32
3.39 3.42 3.44 3,47
3.53 3.S6 3.59 3.63
3.68 3.71 3.74 3.78

3.83 3.86 3.90 3.93
3.97 4.01 4.05 4.09
4.12 4.16 4.20 4.24
4.27 4.31 4.36 4.40

4.42 4,46 4.51 4.56
4.57 4.62 4.67 4.72
4,72 4,77 4,82 4.88
4.87 4.93 4.98 5.04

5.02 S08 5,14 520
5.17 S.24 5.30 5.36
S33 5.39 5.46 5.53
5,4 5.55 5.62 5,69

5.64 5.71 5.78 5.86
5.95 6.03 6.11 6.19
6.26 6.35 6.44 6,53
6.58 6.68 6,77 6,87

6.90 7,00 7,11 7,22
7.22 7,33 7.45 7,57
7.54 7o67 7,79 7,92
7.87 8.01 8,14 8.27

8.20 8.35 8.49 8.63
8.54 8.69 8.84 8.99
8.87 9.03 9.20 9,36
9.21 9.38 9,56 9,73

9,55 9,73 9.92 10.10
9.89 10.09 10.28 10.48

10.24 10.45 10.6S 10.86
10.59 10.81 11.02 11.24

10.94 11.17 11.40 11.62
11.29 11.53 11.77 12.01
11.64 11.90 12.15 12.40
12.00 12.27 12.54 12.79

12.36 12.64 12,92 13,19
12.72 13,02 13.31 13.59
13.09 . 13.40 13.70 13.99
13.46 13,78 14,09 14.40

13.83 14a16 14.49 14.80
14.57 14.93 15.29 15.63
15.33 15,72 16,09 16.46
16,09 16,51 16,91 17.30



1000

Discount
Wae

pr year 3 moa.
10O 1.50
125 1.8a
1.50 2.26
1IS 2.63

200 3.01
2.25 3.39
.50 3.77
2.75 A4.15

3.00 i. S3
3.25 '4.91
3.50 5.29

.7S 5.67

4.00 6.05
42S 6.143
4.50 6.81
4.75 7.20

5.00 7.58
5S2 7.96
5.50 8.35
5.15 8.73

6.00 9.11
625 9.5o
6.50 9.88
6.75 10.27

7.00 10.66
7.25 11.04
7.50 11.43
7.75 11.82

5.00 12.20
LS 12.59
1.50 12.98
8.75 13.37

9.00 13.76
9.25 14.15
9.50 14.5s4
9.75 14.93

10.00 15.32
10.25 15.71
10.50 16.10
10.75 16.50

11.00 16.89
11.25 17.28
1L50 17.67
U.75 18.07

12.00 18.46
122S 18.86
12.50 19.25
WS 19.65

6 mo.
1,72
2.15
2.59
3.02

3.46
3.89
4.33
4.76

5.20
5.64
6.08
6.52

6.96
7.411
7.85
8.29

8.74
9.18
9.63

10.08

10.53
10.98
11.43
11.88

12.33
12.78
13.24
13.69

14.15
14.60
15.06
15.52

15.98
16.44
16.90
17.36

17.83
18.29
18.75
19.22

19.69
20.16
20,62
21.09

21.56
22.04
22.51
22,98

9 Mo.
1,81
2,27
2.723,18

3.64
4.10
4.56
5.03

5.49
5.96
6,42
6.89

7.36
7.83
8,31
8.78

9.26
9.73

10.21
10.69

11.11
11,65
12.14
12.62

13.10
13.60
14.09
14* 58

15,07
15.56
16,06
16.55

17.05
17.55
18.05
18.56

19,06
19.56
20.07
20. 58

21.09
21.60
22.12
22.63

23.15
23.66
24.18
24.71

TERM- months
12 mo. 15 #no.

1.86 1.89
2.33 2.37
2.80 2.85
3.27 3,33

3.75 3.82
14.22 '4,30
4.70 4.79
5.18 5.29

5.66 5.78
6.124 6,28
6.63 6.77
7.12 7,27

7.60 7.78
8.09 8.28
8.59 8.79
9.08 9.30

9.58 9.81
10.07 10.33
10,57 10,85
11.08 11,37

11.58 11,89
12,09 12.41
12.59 12.9i
13.10 13.47

13.61 14.00
14,13 14.54
14.64 15.08
15.16 15.62

1568 16,16
16.20 16,71
16.73 17.26
17.25 17,81

17.78 18.36
18.31 18.92
18.84 19.4
19.38 20.04

19.91 20.61
20.45 21.18
20.99 21.75
21.53 22.33

22.08
22.63
23.18
23.73

24.28
24.84
25,40
25.96

22.90
23. 8
24.07
24.66

25.25
25,84
26.44
27.01

Is Mo.
1,*91
2.40
2,89
3.38

3,87
4.37
4.87
5.37

5.87
6.38
6.89
7.40

7.92
8.3
8.95
9.48

10,01
1O.54
11.07
11,61

12,15
12,69
13.24
13.78

14.34
14,89
15.15
16.01

16.58
17.15
17.72
1830

18.88
19.46
20,05
20.614

21.24
21 ,814
22.44
23.04

23.65
214,27
24.89
25.51

26,14
26.77
27.40
28.04

24 mo.

1.95
2.44
2.94
3.44

'3.95
14.46
4.97
5.49

6.01
6.S4
7.07
7.60

8.14
8.68
9.22
9,77

10.33
10.89
11.45
12.02

12.59
13.16
13.15
14.33

14.9215.52
16,12
16.72

17.33
17.95
18.57
19.20

19.83
20.47
21.11
21,76

22,42
23.08
23.74
24.42

25.09
25.78
26.47
27.17

27.87
2M. 59
29.30
30.03

30 moo.
1.97
2.47
2.98
3.149

4.01
4.53
5.06
S.59

6.13
6.67
7.21
7.77

8.32
8.89
9.146

10.03

10.61
11.19
11.79
12.38

12.99
13.60
14,21
14.84

15.47
16.10
16,75
17.40

18.06
18.72
19.39
20.07

20.76
21.46
22.16
22.88

23.60
24.33
25.07'
25.82

26.57
27.34
28.12
28.90

29,70
30.51
31.33
32.16

26 mo.

1.99
2.50
3.01
3.53

4.06
4 .595,*13

5.68

6.23
6,78
7.35
7.92

8.50
9.08
9.67

10.27

10.88
11.49
12.11
12.74

13.38
14.02
14.68
15.34

16.01
16.69
17,38
18.08

18.79
19.51
20.*24
20.98

21.73
22.49
23.27
24.06

24.85
25.66
26.49
27.33

28.18
29.04
29.92
30.82

31.73
32.65
33.60
34.55

13.00 20.04 23.46 25,23 26.52 27.64 28,68 30.76 33.00 35.53
13.25 20.44 23.93 25.75 27.09 28.25 29.33 31.50 33.85 36.53
13.50 20.84 24.41 26.28 27.66 28.85 29.98 32.25 34,71 37.54

TRUTH IN LENDING--1964

ACTUARIAL EQUIVALENTof DISCOUNT RATES

The annual discount rate is shown as the left hand
index. If this rate is applied to the total note for the
full term and the loan is repaid monthly, then the body
of the table shows the actuarial rate of return on the
money actually outstanding.
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ACTUARIAL EQUIVALENT of DISCOUNT RATES
The annual discount rate is shown as the left hand

index. If this rate is applied to the total note for the
full term and the loan is repaid monthly, then the body
of the table shows the actuarial rate of return on the
money actually outstanding.

Discount
tote

per year 42 rno. 48 mo.
1.00 2.00 2.01
1.25 2.52 2.54
1.SO 3.04 3.07
LIS 3.57 3.60

zoo '.1n 4.15
2.25 4.6S 4.70
2.50 5.20 S.26
2.75 S.76 5.83

300 6.32 6.41
325 6.89 7.00
3.50 7.47 7.60
3175 8.06 8,21

4.00 8.66 6.82
425 9.27 9.45
4.60 9.88 10.09
4.75 10.51 10.74

s.00 11.14 11.40
525 11.78 12.08
5.50 12.43 12.76
575 13.09 13.46

6.00 13.77 14.17
625 14.45 14.90
6.50 15.15 15.63
61s 15.85 16.39

7.00 16.57 17.15
725 17.30 17.94
7.S0 18.04 18.74
7.75 18.79 19.55

3.00 19.56 20.39
825 20.31 21.24
1.s0 21.14 22.11
U7S 21.95 23.00

9.00 22.77 23.91
325 23.61 24.84
$.50 24.47 25.80
9.TS 2S.4 26.77

low0 26.23 27.77
1025 27.14 28.80
10.50 26.06 29.85
10.75 29.01 30.93

1..00 29.98 32.04
11.2S 30.96 33.18

LSO 31.97 34.35
1.7S 33.00 3S.56

12.00 34.05 36.80
1225 35.13 38.07
1160 36.23 39.39
12.7S 37.36 40.7S

TERM. months
54 m. 60 mo. 72 mo.
2.03 2.04 2.06
2.55 2.57 2.60
3.09 3.11 3.15
3.63 3.66 3.72

4.19 4.23 4.30
4.75 4.80 4.90
5.32 5.38 5.50
5.91 S.98 6.13

6.50 6.59 6.77
7.11 7.21 7.42
7,72 7.84 8.10
8.35 8.49 8.79

8.99 9.15 9.50
9.64 9.83 10.23

10.30 10.52 10.98
10.98 11.23 11.76

11.67 11.96 12.56
12.38 12.70 13.38
13.10 13.46 14.23
13.864 14.24 15.11

14.59 15.04 16.02
15.36 15.86
16.15 16.70
16.96 17.56

17.78 18.45
18.62 19.37
19.49 20.31
20.38 21.28

21,29
22.22
23.18
24.17

25.18
26.22
27.29
28.40

29.53
30.71
31.92
33.17

$4 ro.

2.08
2.63
3.20
3,78

4,38
4.99
5.63
6.28

6.95
7.65
8,36
9.10

9.87
10.66
11.49
12.34

13.23
14.15
15.11
16.11

17.15

96Mo. 10 me. 120 Mo.

2.09 2.11 2.13
2.66 2.68 2.71
3.24 3.26 3,325.83" 3.89 3.95

4.4S. 4.53 4.61
5.09 5.19 5.30
5.75 5.68 6.02
6.44 6.60 6.77

7.15 7.35 7.57
7.88 8.13 8.40
8.65 895 9.28
9.4, 9.81 10.21

10.27 10.71 11.20
11.14 11.66 12.25
12.04 12.67 13.37
12.99 13.73 14.57

13.98 14.85 15.86
15.02 16.05 17.26
16.12 17.32 18.77
17.28 18.69 20.42

18.51 20.16 22.24

22,28
23.31
24.37
25.47

26.61
27.79
29.01
30.27

3158
32.95
34.37
35.C5

34.47 37.39
35.81 39.01
37.20 40.70
38.64 42.47

40.13 44.33
41.69 46.28
43.31 47.99
44.99 49.68
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DISCOUNT RATE EQUIVALENTS O
ACTUARIAL RATES

The actuarial interest rate shown as the left hand index
is applied to the outstanding balances from month to
month. The body. of the-table shows the equivalent
discount rate to be applied to the total note for the full
term,

AUVualG TERM-months
3 mo. 6 o. 9 mo. 12 o. 15 moo. 18 mo. 24 'no. 30 oa. 36 mno.

400 2.65 2.31 2.20 2.13 2.09 2.06 2.02 2.00 1.97
42S 2,82 2.46 2%33 2.26 2.22 2.19 2.15 2.12 2.09
4.50 2.98 2.60 2.47 2.1O 235 2.32 2,27 2.23 2.21
4.S 3.15 2.74 2.60 2.53 2.448 2." 2.39 2.35 2.32

500 3.31 2.68 2.74 2.66 2.60 2.57 2.51 2.47 2.144
525 3o47 3.03 2,87 2.79 273 2.69 2.63 2.59 2.55
5 so 3.64 3.17 3.00 2.92 2.66 2.82 2.75 2.71 2.67
5.7S 3.80 3.31 3.14 3.05 2.99 2.94 2.67 2.82 2.78

6.00 3.97 3.45 3.27 3.18 3.11 3.06 2.99 2.94 2.90
62S U,13 3.60 3141 3.30 3.24 3o19 3.11 3.06 3.01
$.So 1,29 3,74 3.54 3,43 336 3,31 3.23 3.17 3.12
6.75 4.46 3.88 3.67 3,56 3.49 3.43 3.35 3.29 3.23

7.00 4.62 4.02 3.81 3.69 3.61 3,56 3.47 3,1O 3.35
7.25 4.79 4.16 3.94 3.82 3.7k; 3.68 3.59 3.52 3.46
7.S0 4.95 4.30 1407 3.95 3,8C 3.$0 3.70 3,63 3.57
7.7 5.11 l4.4 4.21 4.07 3.99 3.92 3,82 3.74 3.68

8.00 5.27 1,58 4.34 4.20 '.11 14.4O 3.94 3.85 3.79
5.25 5414 4,73 4,47 4.33 1,23 1,16 4.05 3,97 3.89
.so 5.60 4.87 1,60 4.46 436 428 1,17 4.06 4.00
.175 5.76 5.01 4.73 4.58 4.48 4.40 4.28 4.19 4.11

9.00 5.93 5.15 4e87 4l.71 ,60 4.52 4.40 4.30 4.22
92S 6.09 5.29 5.00 4.84 4.73 4.64 4.51 4.41 4,32
9.50 6.25 5.43 5.13 496 4,85 4.76 1o63 4.52 4.43
9.75 6.41 5,57 5,26 5.09 4.97 1,88 474 4.63 4,53

10.00 6,58 5.71 5.39 5.21 5.09 5.O0 1.85 4.74 4.64
10.50 6.90 5.98 5.65 5.46 5.33 S.23 5.08 4.95 4.85
11.00 7,22 6,26 5.91 5.71 5.57 5,47 5,30 S,17 SOS
1150 7.5 6.54 6.17 5.96 5.81 5.70 5.52 5.38 5.25

1200 7.87 6,82 6.43 6.21 6,05 5.93 5.74 5.59 546
1250 8.19 7,09 6.69 6.45 6.29 6.16 S.96 5.80 5.66
13.00 8.51 7,37 6.94 6.70 6.53 6.39 6.18 6.01 5.5
1350 8.83 7,64 7,20 6,94 6,76 6,62 6.39 6,21 6.05

14.00 9.15 7.92 7,46 7,19 7.00 6.85 6.61 6.41 6.24
1450 9.48 8,19 7.71 7,43 7,23 7,07 6,82 6.61 6143
ISO0 9,80 8,47 7.97 7.67 7.46 7.30 7.03 6,81 6.62
155SO 10.12 8.14 822 7.91 7.70 7.52 7.24 7,01 6.81

1600 10,43 9.01 8147 8,15 7.93 7o74 7,45 7,21 7.00
16.50 10.75 9.28 8.72 8.39 - 15 7o96 7.66 7.140 7.18
11.00 11,07 9,55 8.97 8.63 j. 8 8,18 7.86 7,60 7.36
1750 11.39 9,82 9.22 8.87 8.61 8,40 8.07 7.79 7,54

18.00 1.. 71 10.0k 9.47 9.10 8.84 8.62 8.27 7.98 7.72
1O 12.2 .0.36 9.72 9.34 9.06 8.84 8.47 8.17 7.90
19.00 12.34 10.6 9.97 9.57 9.29, 9.05 8.67 8,35 8.07
S50 12.66 10.0 10.22 9.81 9.51 9.27 8.87 8,54 8,25

20.00 12.97 11.17 10.46 10.04 9.73,, 9.48 9.07 8.72 8,42
2050 13,29 11.43 10.71 10.27 9,95- 9o69' 9o26 6.90 8.59
21.00 13. T 13.70 10,96 10.50 10.17 9.90 9.146 9.09 8.76
21.50 13.92 11,97 11.20 10.73 10.39 10,11 9,65 9.26 8.92

22.00 14.23 12.23 11.44 10.96 10.61 10,32 9.84 9.44 9.09
2300 14.66 12.76 11.93 11,.2 11.0l 4 10.73 10.22 9.79 9.41
24.00 15.48 13.29 12.41 11.87 11.47 11.14 10.60 10.14 9.73
2500 16.11 13,81 12.89 12.32 11.90 11.55 10,97 10,48 10,05

10



TROTH IN LENDING-1'-964 1003

DIscouNT RATE EQUIVALENTS Of
ACTUARIAL RATES

The'actuarial interest rate shown as the left hand index
is applied to the outstanding balances from month to
month. The body of the table shows the equivalent
discount rate to be applied to the total note for the full
term.
Annual TERM-months

Rate 42m. 4Sme. 54m. 6Omo. 72mo. 84mo. 96mo. 108mo. 120me.

4.00 1.95 1.93 1.92 1.90 1.87 1.84 1.82 1.79 1.77
425 2.07 2.05 2.O3 2.01 1.98 1.95 1.92 1.69 1.86
450 2.18 2.16 2.14 2.12 2.08 2.05 2.02 1.99 1.96
4.75 2.30 2.27 2.25 2.23 2.19 2.15 2.12 2.08 2.05

5.00 2.41 2.38 2.36 2.3 2.29 2.25 2.21 2.18 2.14
5.2 2.52 2,49 2.47 2.44 2.40 2,35 2,31 2.27 2.23
550 2.64 2.60 2.58 2.55 2.50 2.45 2.41 2.36 2.32
575 2.75 2.71 2.68 2.65 2.60 2.55 2.50 2.45 2.41

6.00 2.66 2.82 2.79 2.76 2,70 2.64 2.59 2.54 2.49
625 2.97 2.93 2.90 2o86 2.80 2*74i 2,68 2.63 2.58
6.60 3.08 3.04 3.OO 2,96 2.90 2.83 2.77 2.72 2.66
6.75 3.19 3.14 3.10 3.07 2.99 2.93 2.86 2.80 2.74

7.00 3.30 3.25 3.21 3.17 3.09 3.02 2.95 2s88 2.82
7.25 3.40 3.35 3.31 3.27 3.18 3.11 3.04 2.97 2.90
7.50 3.51 3.46 3.41 3,36 3.28 3.20 3.12 3.05 2.98
7.75 3.62 3.56 3.51 3.46 3.37 3.29 3.21 3.13 3.06

8.00 3.72 3.67 3.61 3.56 3.46 3.37 3.29 3.21 3.13
825 3.83 3.77 3.71 3.66 3.56 3.46 3.37 3.29 3.21
$.$0 3.93 3.87 3.81 3.75 3.65 3.55 3.45 3.36 3.28
8.75 4.04 3.97 3.91 3.85 3.74 3.63 3.53 3.44 3.35

9.00 4.14 4.07 4.00 3.94 3.82 3.72 3.61 3.51 3.42
925 4.24 4.17 4.10 4.04 3.91 3.80 3.69 3.S9 3.49
9.0 4.35 4.27 4.20 4.13 4.00 3.88 3.77 3.66 3.56
975 4.45 4.37 4.29 4.22 4.09 3.96 3.84 3.73 3.63

10.00 4.5S 4.46 4.39 4.31 4.17 4.04 3.92 3.80 3.69
10.50 4.75 4.66 4.57 4.49 4.34 4.20 4.07 3.94 3.82
11.00 4,95 4.85 4.76 4.67 4.51 4.35 4.21 4.08 3.95
11.50 5.14 5.04 494 4.84 4.67 4.50 4.3S 4.21 4.07

1100 5.33 5.22 5.12 5,01 4.83 4.65 4.49 4,34 4.19
12.S0 5.53 5.41 5.29 5.18 4.98 4.8O 4.62 4.46 4.31
13.00 5.71 5.59 5.46 5.35 5.14 4.94 4.75 4.58 4.42
13.50 5.90 5.76 5.64 5.s1 5.29 5.08 4.88 4.70 4.S3

14.00 6.09 5.94 5.80 5.67 5.43 5.21 S.OO 4.81 4.6)
1410 6,27 6.11 5,97 5.83 5.58 5.34 5.13 4.92 4.74
15.00 6.45 6.29 6.13 5.99 5.72 5,47 5.24 5.03 4.83
15.50 6.63 6.46 6.29 6.14 5.86 5.60 5.36 5.14 4.93

16.00 6,80 6.62 6.45 6.29 6.00 5.72 5.47 5.24 5.03
16.50 6.98 6.79 6.61 6.44 6.13 5.84 5.58 5.34 5.12
17.00 7.15 6.95 6.76 6.59 6.26 5.96 5.69 5.44 5.21
17.50 732 7.11 6.92 6.73 6.39 6.08 5.80 S.53 5.29

18.00 7,49 7.27 7.07 6.87 652 6.19 5.90 5.63 5.38
18.50 7.65 7.43 7,21 7.01 6.6* 6.31 6.00 5.72 5.46
1900 7.82 7.58 7.36 7,15 6.76 6.42 6.10 5.80 5.54
11.50 7.98 7,73 7,50 7.29 6,08 6.52 6.19 5.89 5.61

20.00 8.14 7.88 7.64 7.42 7.00 6.63 6.29 5.97 5.69
20.50 8.30 8.03 7.78 7.5S 7.12 6.3 6.38 6.06 5.76
21.00 8.46 8.18 7.92 7.68 7.23 6.83 6.47 6,13 5.83
21.50 8.61 8.33 8.06 7.81 7.34 6.93 6.55 6.21 5.90

22.00 8.77 8.47 8.19 7.93 7.45 7.03 6.64 6.29 5.97
23.00 9.07 8.75 8.45 8.18 7.67 7.21 6,80 6.43 6.10
24.00 9.36 9.02 8.71 ..41 7.87 7.39 6.96 6.57 6.22
25.00 9.65 9.29 8.96 8.64 8.07 7.57 7.11 6.71 6.34

11
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ACTUARIAL EQUIVALENTS Of CONSTANT RATIO

A plan frequently followed is to use a discount rate for
a 12-month loan, then from this determine the ratio of
charge to average outstanding balance for the 12-month
loan, and apply this same ratio for other terms (hence
the name "constant ratio" plan). However, the use of an
I yeor TERM-months

Rate 3 too, 6 mo. 9 mo. 12 mo. IS to. IS mo. 24 mo. 30 mo. 36 mo.

1.00 1.86 1.86 1.86 1.86 1.86 1.86 1.85 1.85 1.85
2.00 3.76 3.76 3.75 3.7S 3.74 3.73 3.72 3.71 3.70
3.00 5.70 5.69 5.67 5.66 5.65 5.63 5.61 5.58 5.56
3.50 6.68 6.67 6.65 6.63 6.61 6.59 6.56 6.52 6.49

4.00 7.68 7.65 7.63 7.60 7.58 7.S6 7.51 7.47 7.43
4.25 8.18 8.15 8.12 8.09 8.07 8.04 7.99 7.94 7.89
4.50 8.68 8.65 8.62 8.59 8.56 8.S3 N.1,7 8.42 8.36
4.75 9.18 9.15 9.11 9.08 9.05 9.02 8.95 8.89 8.83

S.00 9.69 9.65 9.61 9.58 9.54 9.50 9.43 9.37 9.30
S.25 10.20 10.16 10.12 10.07 10.03 9.99 9.92 9.84 9.77

5.50 10.71 10.67 10.62 10.57 10.53 10.49 10.40 10.32 10,24
S.5 11.23 11.18 11.13 11.08 11.03 10.98 10.89 10,80 10.71

6.00 11.75 11.69 11,63 11$.8 11.53 11.47 11.37 11.27 11,18
6.25 12.27 12.20 12.14 12,09 12.03 11.97 11.86 11.75 11.65
6.50 12.79 12.72 12.66 12.59 12.53 12.47 12.35 12,24 12.12
67S 13.31 13.24 13.17 13.10 13.04 12.97 12.84 12,72 12,60

7.00 13.84 13.76 13.69 13.61 13.54 13.47 13.33 13.20 13.07
7.25 14.37 14.29 14.21 14.13 14.05 13.97 13.82 13.68 13.55
7.50 14.91 14.82 14.73 14.64 14.56 14.48 14.32 14.17 14.02
775 15.4 15.35 15.25 15.16 15,07 14.98 14.81 14.65 14.50

.00 15.98 15.88 15.78 15.68 15.58 15.49 15.31 15.14 14.97

.2S 16.52 26.41 16.31 16.20 16.10 16.00 15.81 15.63 15.45
8.50 17.07 16.95 16.84 16.73 16.62 16.51 16.31 16.11 15.93
5.7S 17.62 17.49 17.37 17.25 17.14 17.02 16.81 16.60 16.41

9.00 18.17 18.03 17.91 17.78 17.66 17.54 17.31 17.09 16.89
9.25 18.72 18.58 18.44 18.31 18.18 18.05 17.81 17.58 17.37
950 19.28 19.13 18.98 18.84 18.71 18.57 18.32 18.08 17.85
9.75 19.84 19.68 19.52 19.38 19.23 19.09 18.82 18.57 18.33

10.00 20.40 20.23 20.07 19.91 19.76 19.61 19.33 19.07 18.81
10.25 20.96 20.79 20.62 20.45 20.29 20.14 19.84 19.56 19.30
10.50 21.53 21.35 21.17 20.99 20.82 20.66 20.35 20.06 19.78
10.75 22.10 21.91 21.72 21.53 21.36 21.19 20.86 20.56 20.27

11.00 22.68 22.47 22.27 22.08 21.90 21.72 21.38 21.06 20.75
1125 23.25 23.04 22.83 22.63 22.43 22.25 21.89 21.56 21.24
11.50 23.83 23.61 23.39 23.18 22.97 22.78 22.41 22.06 21.73
U.75 24.42 24.18 23.95 23.73 23.52 23.31 22.92 22.56 22.22

12.00 25.00 24.75 24.51 24.28 24.06 23.85 23.44 23.06 22.71
12.25 25.59 25.33 25.08 24.84 24.61 24.39 23,96 23.57 23.20
12.50 26.19 25.91 25.65 25.40 25.16 24.93 24.49 24.08 23.69
12.75 26.78 26.50 26.22 25.96 25.71 25.47 25.01 24.58 24.19

13.00 27.38 27.08 26.80 26.52 26.26 26.01 25.53 25.09 24.68
1325 27.98 27.67 27,38 27.09 26.82 26.56 26.06 25.60 25.18
13.50 28.59 28.26 27.96 27.66 27.37 27.10 26.59 26.11 25.6?
13.75 29.20 28.86 28.54 28.23 27,93 27.65 27.12 26.63 26,17

1400 29.81 29.46 29.12 28.80 28.50 28.20 27.65 27,14 26,67
14.50 31.04 30.66 30.30 29.96 29.63 29.31 28.72 28.17 27.67
1500 32.29 31.88 31.49 31.12 30.77 30.43 29.79 29.21 28.68
IS50 33.56 33.09 32.69 32.29 31,91 31.55 30.68 30.26 29.69

1600 34.84 34.36 33.91 33.48 33.07 32.69 31.96 31.31 30.70
1650 36.12 35.61 35.13 34.67 34.24 33.83 33.06 32.36 31.72
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ACTUARIAL EQUIVALENTS Of CONSTANT RATIO

avk rage really assumes that there is the same interest and
the same principal in each installment, which is an over-
simplification. The table shows the true actuarial rate on
outstanding funds.

42 ma. 41 m. 54 mo.

I year
Discount
Rate
1.00
00

3.00
3.50

4.00
4.25
4.50
4.7S

5.00
5.25
5.50
5.75

6.00
6.2S
6.50
6.75

7.00
7.25
7.50
7.75

8.00
825
8.50
8.5

9.00
9.25
9.50
9.75

10.00
10.25
10.50
10.75

11.00
11.25
1150
11.75

12.00
1225
12.50
12.75

13.00
13.25
1350
13.75

14.00
1450
1500
1550

16.00
ItSO

1.85
3.69
5.514
6.16

7.38
7.85
8.31
8.77

9.23
9.70

10.16
10.62

11.09
11.55
12.02
12.148

12.95
13.142
13.88
14.35

14.82
15.28
15.75
16.22

16.69
17.16
17.63
18.10

18.58
19.05
19.52
20.00

20.147
20.95
21.42
21.90

22.38
22.86
23.34
23.82

24.30
24.78
25.26
25.75

26.23
27.20
28.18
29.16

30. 14
31.13

1.84
3.68
5.51
6.43

7.34
7.80
8.26
8.71

9.17
9.63

10.09
10.54

11.00
11.146
11.92
12.37

12.83
13.29
13.75
114.21

14.67
15.13
15.58
16.04

16.51
16.97
17.43
17.89

18.35
18.81
19.28
19.74

20.20
20.67
21.13
21.60

22.07
22.53
23.00
23.47

23.94
2 41
24.88
25.35

25.82
26.77
27.72
28.67

29.63
30.59

1.84
3.67
5.149
6.40

7.30
7.75
8.21
8.66

9.11
9.56

10.01
10.46

10.91
11.37
11.82
12.27

?72
"-.17

'L.07

14.52
114.97
15.42
15.88

16.33
16.78
17.23
17.68

18.14
18.59
19.04
19.50

19.95
20.40
20.86
21.31

21.77
22.23
22.68
23.14

23.60
24.06
24.52
24.98

25.44
26.36
27.29
28.22

29.15
30.09

TERM-months
60 ma. 72 me. 84 mo.
1.St 1.83 1.83
3.66 3.64 3.62
5. 47 5.42 5.38
6.37 6.31 6.25

7.26 7.19 7.11
7.71 7.62 7.54
8.16 8.06 7.97
8.60 8.50 8.140

9.05 8.94 8.83
9.50 9.37 9.25
9.914 9.81 9.68

10.39 10.24 10.10

10.83 10.67 10.52
11.28 11.11 10.95
11.72 11.514 11.37
12.16 11.97 11.79

12.61 12.140 12.21
13.05 12.83 12.63
13.50 13.26 13.04
13.94 13.69 13.46

14.38 1.12 13.88
14.83 14.55 14.30
15.27 14.98 114.71
15.71 15.41 15.13

16.16 15.84 15.54
16.60 16.27 25.96
17.04 16.69 16.37
17.149 17.12 16.79

17.93 17.55 17.20
18.38 17.98 17.62
18.82 18.141 18.03
19.26 18.84 18.45

19.71 19.26 18.86
20.15 19.69 19.27
20.60 2(.12 19.69
21.05 20.55 20.10

21.49 20.98 20.52
21.94 21.41 20.93
22.39 21.84 21.35
22.83 22.27 21.76

23.28 22.70 22.18
23.73 23.13 22.59
24.18 23.56 23.01
24.63 23.99 23.143

25.08 24.42 23.84
25.98 25.29 24.68
26.89 26.16 25.51
27.79 27.03 26.35

28.71 27.90 27.19
29.62 28.78 28.04

96 m. 108 me. 120 m.
1.82 1.82 1.81
3.60 3.58 3.56
5.34 5.30 5.26
6.19 6.114 6.09

7.01 6.98 6.91
7. 47 7.39 7.32
7.89 7.80 7.73
8.31 8.22 8.13

8.72 8.63 8.53
9.14 9.03 8.93
9.56 9.414 9.33
9.97 9.85 9.73

10.38 10.25 10.12
10.80 10.65 10.52
11.21 11.06 10.91
11.62 11.46 11.30

22.03 11.86 11.70
12.43 12.25 12.09
12.84 12.65 12.147
13.25 13.05 12.86

13.65 13.1414 13.25
14.06 13.84 13.63
114.146 14.23 14.02
14.87 14.63 14.140

15.27 15.02 14.79
15.68 15.42 15.17
16.08 15.81 15.56
16.48 16.20 15.94

16.88 16.59 16.32
17.29 16.98 16.70
17.69 17.37 17.08
18.09 17.77 17.47

18.49 18.16 17.85
18.89 18.55 18.23
19.30 18.94 18.61
19.70 19.33 18.99

20.10 19.72 19.37
20.50 20.11 19.75
20.90 20.50 20.13
21.31 20.89 20.51

21.71 21.28 20.90
22.11 21.67 21.28
22.51 22.07 21.66
22.92 22.46 22.04

23.32 22.85 22.143
24.13 23.64 23.19
24.94 214.143 23.96
25.75 25.22 24.73

26.57 26.01 ?5.51
27.39 26.80 251.28
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CONSTANT RATIO RATE EQUIVALENTS of
ACTUARIAL RATES

The actuarial interest rate in the left hand index is
applied to the outstanding balances from month to month.
The body of the table shows the equivalent 1 Year Dis-
count Rate to be applied on the constant ratio plan.

TERM. months
Annuol

Actuo1 l 3 o. 6mo. 9 mo. 12 mo. 15 mo. I Imo. 24 mo. 30mo. 36 m.
Rat.
4.00 2.12 2,13 2.13 2.13 2,14 2.14 2,15 2,15 2.16
4.25 2.25 2.26 2.26 2,26 2,27 2.27 2.28 2.29 2.30
4.50 2.38 2.39 2.39 2,40 2,40 2.40 2,41 2.42 2.43
4.75 2,51 2.52 2.52 2.53 2,53 2.54 2.55 2.56 2.56

5.00 2.64 2.65 2.65 2.66 2.66 2,67 2.68 2.69 2.70
5.25 20'7 2.77 2.78 2.79 2.79 2.80 2.81 2,82 2.83
5.50 2,90 2.90 2.91 2.92 2,92 2.93 2.94 2.95 2.97
5.75 303 3.03 3.04 3,05 3.05 3.06 3.07 3.09 3.10

6.00 3.15 3.16 3.17 3,18 3.18 3.19 3.21 3.22 3,2
625 3.28 3.29 3.30 3.30 3.31 3.32 3.34 3.35 3.37
6.S0 3.41 3.,42 3.*4. 3.43 3.44 345 3.47 3.49 3.50
6.75 3.53 35 3.55 3.56 357 3.58 3.60 3.62 364

7.00 3,66 3667 3.68 3.69 3,70 3.71 3.73 3,75 3.77
7.25 3.79 3.80 3.81 3,82 3.83 3,84 3.86 3,88 3.91
7.So 3991 3.92 3e94 3,95 3o96 3.97 3.99 4.02 4.04
7.75 1,04 4.05 406 4.07 4.09 4.10 4,12 *.15 4.17

8.00 1e16 4,18 4.19 4.20 4,22 4.23 4.25 4.28 4.31
S.25 4,29 1,30 4.31 4.33 4.34 4.36 4.38 4.141 4.44
8.SO 4.141 4.143 4e44 4,146 4.47 4.49 4.52 4.54 4,57
8.75 4e.5 4 .55 457 458 4.60 4.61 4.65 4,68 4.71

9.00 4*66 4.68 4o69 4.71 4.73 4.74 4,78 481 4084
925 4.78 4,80 1,82 4,84 4G5 487 4.90 14.94 4e97
9.S 1e91 1,92 4,94 4,96 1498 S00 5.03 5.07 5.11
6.75 S.03 5.05 5.07 5,09 5.11 5.13 5,16 5.20 5.24

10.00 S.S 5.17 r,19 5,21 5,23 5,25 5.29 5,33 5.37
10.50 5S40 S.42 !*v44 5,46 5.18 5.51 5.55 5,60 5.64
11.00 5.64 5.66 !.69 5.71 5714 5.76 5.81 5,86 5.90
11.50 5.88 5.91 !.93 5,96 5.99 6.01 6.07 6.12 6.17

12.00 6,12 6,15 6.18 6.21 6C14 6,26 6.32 6,38 6.43
1ZS0 6.36 639 6.42 6,15 6,18 6.S2 6,S8 6.64 6.70
13.00 6,60 6,63 6.67 6.70 6.73 6.77 6.83 6.90 6.96
1350 6.8 6.87 6.91 6,94 6,98 7,01 7.09 7.16 7o23

14.00 7.07 7.11 7.15 7.19 7,23 7,26 7,34 7,14 7,49
14.50 7.31 7,35 7,39 7,43 7,47 7.51 7.S9 7,67 7.75
15.00 7.54 7.S9 7.63 7.67 7.72 7.76 7.84 7.93 8.01
15.SO 7.78 7.82 7.87 7.91 7.96 8.00 8.10 8.19 8.28

16.00 8,01 8.06 8.10 8.15 8.20 8.25 8.35 8.4 8.54
16.50 8.24 8.29 8.34 8.39 8.44 8.49 8.60 8.70 8680
17.00 6.47 8.52 8.58 8.63 8.68 874 8,85 8.95 9.06
17.50 8.70 875 8.81 8687 8.92 8,98 9s09 9.21 9.32

1800 8.92 8.98 9.04 9.10 9.16 9,22 9.304 9,46 9.58
18.0 9.15 9921 9.28 9.34 9.e40 9,47 9.$9 9,72 9.84
19.00 9,38 9,.4 9.30 9.57 9,64 9.71 9,64 9.97 10.10
19.50 9.60 9.67 9.74 9.81 9.88 9.95 10,08 10.22 10.35

20.00 9.82 9.90 9.97 10,04 10.11 10,18 10@33 10.47 10,61
20.0 10.05 10.12 10.20 10.27 10.35 10.42 10,57 10.72 10,87
21.00 10.27 10.35 10.42 10.50 10.58 10.66 10.82 10.97 11,1
2150 10.49 10,57 10,65 10.73 10.82 10.90 11.06 11.22 11,3

22.00 10.71 10.79 10.88 10.96 11.05 11.13 11.30 11.48 11.6k
23.00 11.14 11.23 11.33 11.42 11.51 11.60 11.79 11.97 12.15
24.00 11.57 11.67 11.77 11.87 11.97 12.07 12.27 12.46 12.66
25.00 12.00 12.11 12.21 12.32 12.43 12.53 12.75 12.95 13,16

14
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CONSTANT RATIO RATE EQUIVALENTS Of
ACTUARIAL RATES

The actuarial interest rate in the left hand index is
aplied to the outstanding balances from month to month.

e body of the table shows the equivalent 1 Year Dis-
count Rate to be applied on the constant ratio plan.

AMnuM
ate 42 mo. 48 me. 54 meo. 60 ma, 72 mo,

4.0 2.17 2.17 2.18 2.19 2.20
4.2S 2.30 2.31 2.32 2.33 2.34
40 2.44 2.45 2.46 2.46 2.48
4,15 2.57 2.58 2.59 2.60 2.62

500 2.71 2.72 2.703 2.74 2.76
525 2.85 2.86 2.87 2,88 2.90
550 2.98 2.99 3.01 3.02 3.04
&IS 3.12 3.13 3.14 3.16 3.19

6.00 3.25 3.27 3.28 3.30 3.33
6.25 3.39 3.40 3.42 3.44 3.47
6.50 3.52 3.54 3.56 3.57 3.61
675 3.66 3.68 3.70 3.71 3.75

7.00 3.79 3.81 3.83 3.85 3.69
7.25 3.93 3.95 3.97 3.99 4.04
7.50 4.06 4.09 4.11 4.13 4.18
7.75 4.20 4.22 4.25 4.27 4.32

800 4.33 4.36 4.39 4.41 4.46
1.25 4.47 4.50 4.52 4.55 4.61
350 4.60 4.63 4.66 4.69 4.75
8.75 4.74 4.77 4.80 4.83 4.89

900 4.87 4.91 4.94 4.97 5,04
92S 5,01 5.04 5.08 5.11 5.18
9.50 5.14 5.18 5.22 5.25 5.32
9.75 5.28 5.32 5.35 5.39 5.47

10.00 5.41 5.45 5.49 5.53 5.61
10.50 5,68 5,73 5.77 5.81 5.90
11.OO 5.95 6.00 6.05 6.09 6.19
1150 6.22 6,27 6.32 6.38 6,48

1100 6.49 6.55 6.60 6.66 6,77
12.50 6.76 6.82 6,88 6.94 706
13.00 7.03 7.09 7.16 7.22 735
13.50 7.30 7.36 7.43 7,50 7.64

14.00 7.56 7,64 7.71 7.78 7.93
14.50 7.83 7.91 7.99 8.07 8.22
.5.00 8.10 8.18 8.27 8.35 8.51
150 6,36 8,45 8.54 8.63 8,80

16.00 8.63 8.73 8.82 8.91 9.09
16.50 8.90 9.00 9.10 9.19 9.39
17.00 9,16 9.27 9.37 9,.48 9,68
17.50 9.43 9.54 9.65 9.76 9.97

18.00 9.69 9.81 9.93 10.04 10.26
18.50 9,96 10.08 10.20 10.32 10.55
19.00 10.22 10,35 10.48 10,60 10.85
19.50 10.49 10.62 10.75 10.88 11.14

20.00 10.75 10.89 11.03 11.16 11.43
20.50 11.02 11.16 11.30 11.44 11.72
21.00 11,28 11.43 11,58 11,72 12.01
2.50 11.54, 11.70 11.85 12.00 12.30

22.00 11,80 11.97 12.13 12.28 12,59
23.00 12,33 12.50 12,67 12,84 13,17
24.00 12.85 13,03 13,22 13,40 13,75
25.00 13,36 13.57 13.76 13.96 14.33

15

84mo. 96 mo. lOfme. 120mo.

2.22 2.23 2.24 2,26
2.36 2,37 2.39 2140
2.50 2.52 2.53 2.55
2.64 2.66 2,68 2.70

2.78 2.81 2.83 2.85
2.93 2.95 2.97 3.00
3.07 3.10 3.12 3.15
3,21 3.24 3.27 3.30

3.36 3.39 3.42 3.45
3.50 3.53 3.57, 3.60
3.65 3.68 3.71 3,75
3.79 3.83 3.86 3.90

3.93 3.97 4.01 4.05
4s08 4.12 4.16 4.21
4 22 4.27 4.32 4.36
4.37 4.42 4.47 4.52

4.52 4.57 4.62 4,67
4,66 4.72 4.77 4.82
4.81 4.87 4.92 4,98
4o95 5,02 5.08 5.14

5.10 5.17 5.23 5.29
5.25 5,32 538 5,45
5,40 5,47 564 5.61
5.54 5.62 5.69 5,76

5.69 5.77 5.84 5.92
5.99 6.07 6.15 6.24
6.28 6,37 6.47 6.56
6.58 6.68 6.78 6.87

6,88 6.98 7.09 7.20
7.17 7o29 7.40 7.52
7.47 7.60 7.72 7.84
7.77 7.90 8.04 8.16

8.07 8.21 8.35 8.49
8.37 8.52 8.67 8,81
8.67 8.83 8.99 9.14
8.97 9.14 9.30 9.46

9.27 9,45 9.62 9.79
9.58 9.76 9.94 10.12
9.88 10.07 10.26 10.44

10,18 10.38 10.58 10.77

10.48 10.65 10.90 11.10
10.78 11.04J 11,22 11.43
11.08 11.32 11.54 11.76
11,39 11,63 11.86 12.08

11.69 11.94 12.18 12.41
11.99 12,25 12.50 12,74
12.29 12,56 12.82 13,07
12.59 12,87 13,14 13.40

12,89 13,18 13e46 13,72
13,50 13.80 14.09 14.37
14,09 14,42 14,73 15.03
14.69 15.04 15.36 15.67

Tr-D,". -61..k
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WHAT is an ACTUARIAL INTEREST RATE?

The actuarial interest rate is the rate, usually applied
monthly, which could be charged on outstanding declin-
ing balances, and still permit the loan to be paid off in
the same term and with the same monthly payment.

Here is an actual example of a $1000 loan at 6% "add-
on" for 2 years where the charge is $120, with monthly
payments of $46.67. All of the calculation of interest in
this amortization schedule are made at the actuarial in.
terest rate of 11.13% shown in this booklet.

RATE % PAYMENT S LOAN $,
11,130 46o67 l,04oo0

Prepared by FA,..cdl Pa hui tl v Co.,p.y. Bo on
PAYMENT PAYMENT ON BALANCE
NUMBER INTEREST PRINCIPAL OF LOAN

1 9.28 37.39 92.461
2 0.93 3701 92107
3 as 39.09 81.78

Boz22 38.1S U1t53
7 767 3806' f S'q.53

6 7.51 39.16 77f ,J 7
7 7.15 39.52 7!r,.b5
8 6.78 39.69 6900.6
9 6.61 026 60o.70
to 6.0 40.63 610.7

11 5.66 Q1801 5696.16
12 5.28 16)39 527.67
3 089 61074 6A5889
14 6.5) 62.16 u3.73
15 u.12 62.5S 6 11S
16 3.72 6.9S 3.3o13
17 3.32 43.35 314.61%
is 2.92 63.7S 271.13

19 2.51 661,6 226.97
20 2.11 46.58 1121
21 1.69 69.98 137.43
22 1.27 95.10 02.03
23 .85 65.62 06.21
2" *143 46.21 0,Q

* fnd pey rmN

The interest rate of 11.13% is thus shown to be an ac-
curate statement of the cost of this loan. The use of an
"average" term o" balance will produce an approximation
frequently satisfactory for short terms and small amounts,
but 11.13% is the correct figure.

Incidentally, Financial Publishing- Company is prepared
to supply a complete amortization schedule like this one,
but computed for the loan figures you, specify, and the cost
is just $1 for the schedule. Send for a supply of imprinted
order cards. There is of course no charge tp you until you
need and order a schedule.
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CALCULATION of MONTHLY EARNINGS

This booklet tells you the actuarial interest rate on a
loan, but in' most consumer finance the charge is stated
in dollars and the interest rate is not actually used in
accounting for the loan. The prevailing method is the
so-called 78's or sum of the digits method. Specifically,
this method is prescribed by law in many states for rebate
of unearned charge at prepayment.

Here is the earnings and amortization schedule for the
same loan illustrated on the opposite page, $1000, 24
months, charge $120.

Teem

.24

Payment
Number Inttrest

1 9.60
2 920
3 8.80
4 8.40
5 8.00
6 7.60
? 7.20
8 6.80
9 6.40

10 6.00
11 5.60
13 5.20
13 4.80
14 4.40
15 4.0
16 3.60
17 320
18 2.80
19 2.40
20 2.00
21 1.60
22 120
23 A 0
24 .40

Paymeau Loma

46.67 LO00.0 o

Ptrnipol

37.07
37.47
37.87
3827
38.67
39.07
39.47
39 .A
4027
40.67
41.07
41.47
41.87
42.27
42.67
4 3.07
4 3.47
4 3.87
4 4.37
44.67
45.07
4 5.47
45.87
46.19

Bglusce
of tofin

962.93
92 5.46
887.59
849.32
810.65
771.58
732.11
69224
651.97
61 1.30
570.23
528.76
486.89
444.62
401.95
358.88
315.41
271.54
22727
182.80
137.53

92.06
46.19

DNscoint

120.03

Uneasned

1 10.40
10120

9 2.40
d 4.00
7 6.00
t; 8.40
6 1.20
5 4.40
4 8.00
4 2.0.U
36.40
3 12 0
26.40
22.00
1 8.00
1 4.40
1 120

8.4 0
6.00
4.00
2.40
120

.40

Note

1,12 0.00

of Note

10 7 3.33
LO 26.66

979.99
9 33.32
686.65
8 39.98
793.31
746.64
6 9 9.97
653.30
606.63
5 S9.96
5 1 329
466.62
419.95
3? 3.2 8
326.61
2 ?9.94
2 33.27
1 86.60
1 39.93

Q 326
46.59

There is no interest rate used in the preparation of this
schedule. The -listribution is in proportion to the number
of units of loan outstanding each month.

Schedules like this will be prepared by Financial Pub-
lishing Company for $1. When such a schedule is pre-
pared no further calculations are necessary and each
schedule should save you more than the $1 it costs. Send
for a supply of order cards for 78's type schedules, im-
printed with your name and address, ready for use when
you need such a schedule.

1009
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ABOUT RATE CHARTS

There is almost endless variety in finance rate charts,
and we can compute and supply any of them. More con-
structike at this point is to describe charts which are stand.
ard, and on our shelves ready for prompt shipment.

The size is the same size as this book. The standard
terms are 12-18-24-30-36 months. The standard amounts
are $100 to $3000 by $20 interval, and adjusting entries.
There are 3 styles depending on whether credit Life In-
surance, or Accident and Health Insurance is included.

"UNIFORM CHARTS" show only the total note and
monthly payment. Cost is $5 for 100 copies.

"ITEMIZED CHARTS" are designed for use where
credit life insurance is included, and shows both the
life premium and charge itemized. Cost is $12 for
100 copies.

"INSURED CHARTS" include both credit Life and
A&H insurance. Cost is $30 for 100 copies.

THESE CHARTS ARE CARRIED IN STOCK FOR A
LARGE NUMBER OF RATES. THEY ARE OFFERED
FOR ANY CHARGE RATE, ANY CREDIT LIFE RATE
AND ANY A&H RATE. IF WE DO NOT HAVE
THEM WE WILL MAKE THEM FAST ON AN
ORDER FOR 100 OR MORE COPIES AT THE
QUOTED PRICE.

NOTE: where longer terms are needed a second unit from
42 to 60 months, amounts $500 to $3500 can be sup-
plied at the same prices.

1010
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UNIFORM MONTHLY PAYMENT CHARTS
4-page unit, punched for looseleaf.

FINANCIAL UNIFORM MONTHLY PAYMENTS
12 MONTHS 18 MONTHS 24 MONTHS 30 MONTHS

Wal. Note .Py?. NM, Pay. NO* Poy'?. Note Pay'?.
800 851.04 71.42 686,32 49o24 916.32 38.1"8 947.10 31.S1
820 878,40 73.20 908.64 50oli 939.36 39,14 970,80 32.36
840 899,88 714.99 930.78 51."1 962.16 40.09 99,50 33 15
860 921.36 76,78 952,92 52.94 985,20 41.0S 1018,20 33.94
880 942.12 18.56 915.06 54.11 1008.00 42,00 1041.90 ,34.73

ITEMIZED MONTHLY PAYMENT CHARTS
ith credit life insurance and charge itemized 8-page unit,

,apled and punched for looseleaf.

FINANCIAL ITEMIZED MONTHLY PAYMENTS
12 MONTHS 18 MONTHS

Sol. Life Ins. Charge Note Pay1. Life IAs. Charge Nolte Poy'r.
1900 20,36 115.20 2035.56 169.63 31.58 173.10 2105.28 116.96
1920 20.57 116.35 2056.92 171.41 311,91 175.51 2127.142 118.19
1940 20.78 117.62 2078.40 173.20 32.2S 117.49 2149.14 119.143
1960 21.00 118.16 2099,76 114.98 32.58 179.30 2171.88 120.66
1980 21.21 120,03 2121.24 176.17 32.91 181.11 2194.02 121.89

INSURED MONTHLY PAYMENT CHARTS
with both credit life insurance and A&H insurance.

FINANCIAL INSURED MONTHLY PAYMENTS
12 MONTHS

UNP LIFE
SAL PREM
700 1.68
720 7.90
7140 8.12
160 8.34
780 8.56

Arr TOTAL AMOUNT
PREM PREM FINANCED
16.90 24.58 724.58
17.8 25.28 145.28
17.86 25.98 1065.98
18.35 26.69 186.69
18.83 27.39 807.39

FINANCE
CHARGE

43.142141468
45.94
41.19
48.33

NOTE
768.00
189.96
811.92
833.88
855.72

* PATr
64.00
65.83
67.66
69.49
71.31
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SUMMARY of AUTO FINANCE and
OTHER GOODS LAWS

(all rates are add-on unless otherwise designated)
(continued from page 2)

Miss.: Autos, Class 1, 7%; Class II, 10%; Class Ill, 13%;
Class IV, 15%. Minimum $25.

Mo.: All goods: 12% on first $300, 10% on excess to
$1000, 89 on excess over $1000. Minimum $12.

MONT.: Autos, Class 1, 7%6; Class II, 9%; Class 111, 11%.
Other Goods: 11% on first $300, 99% on excess to
$1000, 7%6 on excess over $1000. Minimum $20.

NEB.: Autos, Class 1, 8%; Class I1, 10%; Class 111, 13%;
Class IV, 15%. Other Goods: 12% on first $300,
10% on excess to $1000, 8% on'excess.

NEVADA: Autos, 12%. Minimum $25.
N. H.: Autos, Class 1, 7%; Class 11, 9%; Class I1, 12%.

Minimum $25.
N. M.: Autos, Class 1, 8%; Class II, 10%; Class I1, 12%;

Class IV, 14%. Minimum $25. Other Goods, re-
quires disclosure.

N.J.: Autos, Class I, 7%; Class 11, '0%; Class 11, 13%.
Other Goods, 10%6. Minimuii 8 months or less,
$10; over 8 months, $12.

N. Y.: Autos, Class 1, 7%; Class II. 10%; Class III, 13%.
(Finance Charge on any insurance 7%, regardless
of Class.) Other Goods: 10% on first $500, 8%
on excess. Minimum 8 months or less $10; over,
$12.

N. D.: Autos, Class I, 7%; Class 11, 10%; Class 111l 13%.
Other Goods, 10%.

OHIO: All Goods: 8% plus 500 per month on first $50 of
loan, plus 250 per month each on next 5 units of
$50. Minimum $15.

OREGON: Autos, Class 1, 8%; Class 11, 10%; Class I, 12%.
Minimum $25.

PENNA.: Autos, Class 1, 6%; Class II, 9%; Class I11, 12%.
Minimum $10.

S. D,: Autos, Class 1. 15% actuarial: Class 11, 18% actu-
arial; Class 1i, 27% actuarial. All computed for
1 year, converted to add.on, and applied pro rata.
Minimum $20.

TENN.: All Goods: 10%7. on first $500, 8% "on excess to
$5000, 6% on excess. Minimum $12.50.

UTAH: All Goods, '-'%. Minimum $5 except Autos $15.

VERMONT: Autos, Class I, 7%; Class 11, 9%; Class 11, 11%.
Minimum $25.

Wis.: Autos, Class 1, 7%; Class II, 9%; ,Class 111, 12%;
Class IV, 15%. Minimum $15.
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STATEMENT Sr WALIAOZ F. BicNqr, U.S. SENATOR FROM TEM STATE OF UTAH

When we were here on November 22 Senator Douglas offered Governor Pea-
body the financial rate translater, prepared by Financial Publishing Co., 82
Brookline Avenue, Boston, Mass. Since that time I have had an opportunity
to analyze this pamphlet and I think I should make the record clear that this
booklet by no means solves all the problems connected with variations in con-
sumer credit transactions. Actually, It would require a myriad of rate charts
to fit the many different situations faced in consumer credit. This book only
fits a particular limited situation and cannot serve the purposes of retailers.
The way retailers do business they rarely know what the rate is anyway.
Rather, they have a bracketed charge on a schedule of balances. The financial
rate translater is of no use whatsoever In meeting normal business practice of
retailers.

Pages 4 and 5 are tables converting add-on rates to the actuarial equivalent
rate. The first column, "Add-on rate per year," has amounts of $1, $2, $3, $3.50,
$4, $4.25, $4.50, etc. Actuarial equivalent rates are shown for periods of 3, 6, 9,
12, 18, 24, and 36 months, etc.

These tables are applicable on an Installment sale transaction only if it is
known that a specified add-on rate is used (for example, $6), if the contract
is for 3, 6, or 9 months, etc., and if all payments are equal monthly payments
beginning 1 month after the transaction takes place. If any of these elements
are not present In the transaction, then the tables do not provide a simple an-
nual rate for the transaction.

Other tables in the book are not helpful in a typical retail installment sale
transaction. While it would be possible to expand the table to cover from 2 to
60 months and expand the "Add-on-rate" column to cover amounts other than
those shown, it would still be necessary for the person handling the transaction
to know the actual add-on rate, which Is often not the case In a retail transaction.

Also, monthly payments in typical retail transactions may not be of equal
amount and they may not begin exactly I month following the date of the trans-
action. For example, a man wants to make payments on his payday, which
likely will not fall exactly 30 days from date of purchase.

It Is a common practice in retailing to add an amount-for example, $10--to
any transaction from $95 to $100, and allow monthly payments of a specified
amount such as $9 monthly, beginning from 10 to 50 days from the date of the
sple. The- retailer doesn't know exactly what add-on rate he is charging In
,, given situation, arid therefore would need a great number of tables to cover
all possible situations.

Also when you add second or third purchases the book Is useless.

The CIIAIRAN. Incidentally, I would ask the Secretary to prepare
a biography of the president of the company and a statement about
his technical competence and the competence of the company. This is
one of the two largest financial reporting companies in the country,
and has built up a big business. (See p. 1658.)

Senator BNNE'Tr. The book is good for what it does, but it isn't ex-
tensive enough to handle all the problems.

Mr. Du Brul's report. apparently was filed on April 29, 1963, and
his opening statement is:

This report is s-hmitted to report my disagreement with the majority state-
ment of March 21, 1963, supporting S. 750

(I offer them for the record.)
The'CHAIRIelAN. And I think copies should be sent to the Council

of Economic Advisers so that their files may be completed.
Senator BFiNF rr. I suppose that should be from Dr. Heller rather

than from us or Mr. Du Brul.
The CHARMrAN. Well, if there is absence of this in the files, I am

sure Dr. Heller's Consumer Council will want to have this material.
Mrs. O'NEIL. Of course.
The CHAIRMAN. This suggestion was simply to fill out the records.

23-902 0-64-pt. 2-22
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Senator BExNrr. That is right.; well, I am sure Mkr. Du Brul cansupply it.The CHAIRMAN. I see nothing wrong with doing this ourselves.

(The report follows:)

MINORITY STATEMENT ON S. 750, BY STEPHEN M. Du BRUL, JR., PARTNER, LEiMAN

BROS., NEW YORK, N.Y., MEMBER, CONSUMER ADVISORY COUNCIL

This report is submitted to record my disagreement with the majority state-
ment of March 21, 1963, supporting S. 750.

As a starting point in my investigation, I asked myself: "Does a problem exist
which significantly affects the public interest and requires new legislation?" In
reviewing the 1960-62 hearings, Dr. Morse's position report of January 29, and
our January discussion with selected consumer organization representatives, I
found it difficult to define accurately what aspect of credit is being primarily
Investigated as a problem to be solved. Our January discussion with consumer
representatives, as well as continued references In the hearings, seemed to focus
on the high cost of credit. The position report of January 29 contained, as one
aspect, an attempt to evaluate consumer credit terms as they facilitate or inhibit
efficient and intelligent use of credit. Finally, Senator Douglas, the initiator of
the inquiry, suggests that the topic under review is whether or not national eco-
nomic instability is generated by current credit disclosure practices (see p. 1,
1961 hearings). Unfortunately, there appeared to be such a dearth of admissible
evidence on this topic that It was somewhat pushed to the side.

Rather than attempt to define what I think the proponents have in mind, I
propose to address myself to the CAC majority statement as written. The es-
sence of that statement as it relates to S. 750 is contained in point 2, page 1,
with point 3, pages 2 and 3, serving as more detailed reference to the bill.

In point 2.a., the majority alleges that S. 7.50 will "promote the right of con-
sumers to have the facts they need to make rational, informed choices regarding
credit usage." I would change this to read: "require the statement of a simple
annual interest rate which may or may not be accurate. This one addition to
existing disclosure practice, therefore, may inhibit rather than promote a con-
sumer's access to better knowledge about credit cost, credit cost being only one
factor in determining credit usage." I recall in our committee that Dr. Morse
acknowledged that simple annual interest statements as proposed in the bill are
not necessarily accurate and are certainly not comparable to effective interest
rates. In addition, the bill completely disregards the whole area of consumer
time payments (e.g., regular charge accounts, "no credit charge" furniture,
jewelry, and clothing sales) where the charge for credit has been Included in the
markup. Thus. even If a way can be eventually found to state rate charges ac-
curately, the bill would not create comparability as long as it continued to ignore
the whole segment of "no credit charge" time payments. In fact, the bill would
tend to deceive those few (?) or many (?) people who would blindly rely upon
rate quotations because they are calculated in accordance with Federal regula-
tions and, therefore, are presumably accurate.

In point 2-b., the majority asserts that the bill will protect those vendors of
credit who try in every way to be honest with consumers. I believe this asser-
tion is wrong. The bill affords no such protection in the important area of con-
sumer goods which are sold on time payment plans. The advertising and display
of goods, with plainly marked true cash prices, Is basic to good consumer pur-
chasing. A Government-sponsored method of rate calculation, however, will en-
courage some vendors to exploit such Government sponsorship by focusing con-
sumer attention on rates of charge (calculated in conformity with U.S. Govern-
ment regulations) rather than cash prices. Under such circumstances, the cash
prices advertised in connection with low rates-of charge or no rate of charge
would in fact include part or all of the cost of credit extension. This is
particularly true with variations in rates of charge. For example, a vendor
could sell merchandise on time in several ways and 'achieve the same dollar
result. Ile could sell an item for $100 or $109, no money down, 12 months to
pay-a possible rate of charge, calculated under S. 750, of 18 percent. Ile could
also have a cash price of $105.83, or no money down, 12 months to pay at an
S. 750 approved calculated rate of 6 percent for a total payment of $109. Addi-
tionally, he might have a price of $109, no money down, 12 months' payments and
no credit charge--all as approved under S. 750. Such minor variations could not
readily be detected by consumers because of the great number of degrees of
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quality, composition, and features which are found in numerous lines of Con-
sumer goods.

Point 2,c. says that price competition does not exist In the consumer market
today. I believe this statement reveals either a lack of understanding of credit
on the part of the CAC majority, or confusion with point 2.e. There is no such
thing as a single money market, either domestic or international.. There are
many markets, with varying degrees of overlapping. Some of the more obvious
examples in the consumer sector are insured and conventional mortgages, auto
installment loans, retail installment and revolving itccounts, and small personal
loans. (It should be noted that in the nonconsumer sector this same phenomenon
of market plurality also prevails.) Within any one consumer credit market,
there tends t be a similarity in rates of charge; as between markets, there is a
disparity-because the markets are different. If any member of the CAC ma-
Jority has documented evidence of anticompetitive or collusive practices in any
of the consumer credit markets, I would urge him to turn It over to the appro-
priate government authority for prosecution. The fact of similarity of rates
within a market, however, is not proof of lack of competition. CAC members
may want to read pages 19 and 20 of Occasional Paper 83, National Bureau of
Economic Research, which suggest that consumer credit vendors do not show a
pattern of unusual profit return on investment, a normal yardstick in determining
monopoly or collusive conditions.

Point 2.d. concerning economic stability is totally without supporting evidence.
The CAC majority is referred to Mr. W. McC. Martin's letter of July 6, 1961
(p. 31 of 1161 hearings), In which Mr. Martin suggests that standards and terms
of availability rather than rate are the critical factors in use of credit. To
suggest that interest rate change is the determining element of credit extension
reflects a somewhat primitive grasp of our economic system. It is a neat theory,
but not based on reality. On page 6 of his position report, Dr. 'Morse appears to
see the problems of point 2.d. ("The responsiveness of credit usage to changes
in rates of charge Is an open question.") Yet, he still drafted point 2.d. as a
statement of fact. I fall to seethe logic.

Point 2.e. certainly reflects the hope and feelings of many CAC members and
those professional consumer representatives who were present at our January
conference. As I recall, at one of our Committee No. 4 meetings, Dr. Angevine
expressed the hope that a result of this bill should be the increased use of credit
union services by the American consumer because the charges may be seen to
be lower than those of many other sources. I strongly share in the hopes of the
CAC majority that the consumer will attempt to approach credit on a sound,
rational, economic basis, consistent with all of his other criteria for a produc-
tive, balanced life. Unfortunately, I cannot accept point 2.e., however, because
it is made in the context of and as a conclusion from points 2.a., 2.b., and 2.c., to
which I have already evidenced my objections.

APRIL 29, 1963.

Senator SirpsoN. Mrs. O'Neil, I notice on page 5 of your statement,
"the case was a clear instance of usury, but we have no usury law in
Massachusetts." Don't you agree that, this is a case of very rank fraud
l)erpetrated on this lady?

Mrs. O'Nmi,. I don't. know how rank it, is, all I know-
Sena tor Su~irsoN. Leave out the word "rank," don't you think it is

f case o fraud perpetrated on this lady?
Mrs. O'N~m. There is no doubt. I thoroughly agree with you.
Senator SI.WsoN. That is all.
(The prel)ared statement of Mrs. O'Neil follows:)

STATEMENT OF MARTHA E. O'NEIt.

Senator Douglas, .nembers of the committee, my name is Martha E. O'Neil. I
am treasurer of the BTICU, made up of 1,200 Boston public school employees.

President Kennedy sent to Congress, on March 15, 1962. a special message on
protecting the consumer interest. In this historic :nessag. the President listed
the four rights of consumers. These were as follows: the right to safey, the
right to be Informed, the right to choose, and the right to be heard. Truth In
lending Is concerned with the last three of these rights. The right to be in-
formed Includes the right of the consumer to be given the facts necessary for him
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to make an informed choice; the right to choose presupposes that he has been
given the knowledge for him to choose wisely; the right to be heard suggests
greater participation by the consumer in the governmental process. The Presi-
dent thus made a part of history the convictions which have been growing on
those who are familiar with the plight of the consumer In this very complex
industrial society.

The President directed the Council of Economic Advisers to create a Consumer
Advisory Council which would be commissioned to reach these goals for con-
sumers. I have here the first annual report of this Council. One of Its recom-
mendations urges legislation in favor of full disclosure or truth in lending, S. 750,
the Douglas bill which is our concern today.

When S. 750 becomes law, regulations will be set up, and present methods of
stating the cost of loans, revolving credit and such activities will be standardized
and the consumer will have the information to make an intelligent choice.

At present, only the rare consumer knows what he is paying for credit. I have
here a conditional sales contract for a vacuum cleaner. The cash price was
$S5. The consumer paid $25 down, leaving a balance to be financed of $60. A
finance charge of $6 was added to the $60, making a total of $66. This was
to be paid in installments of $11 per month for 6 months. The charge for this
$60 balance over a period of 6 months would have ben $2 at 12 percent simple
interest. It could be fairly stated that the cost to the consumer was actually
over 20 percent. The buyer believed that she was paying 6 percent, her husband
believed it was 10 percent. On the back of this contract is the following state-
ment: "If your account is paid in full on or before the date your second payment
is due. the finance charge will be $2 only." My comment. If the balance were
paid the next day after the first payment had been made, the interest then
would have been over 36 percent on the second balance which then would have
been $55. Thus a penalty was exacted for paying ahead, but the consumer was
of the belief that there was a saving if paid ahead of time.

This book is a budget payment book for a set of encyclopedias. The entries on
the cover were very confusing to the recipient of this book. They are as follows:
Price: $288.45 plus the price of a stand, $22: total $310.45. Then follow: Tax,
0.00; trans., $5.37; total price. $315.82; pay per month, $15. There are 21
coupons in the book, but there is no mention of the number of months on the
cover. The last coupon is for $15.82. On the hack cover is a statement as
follows: If you account is paid in full before November 30, 1962, deduct a
discount of $14 from the balance due.

This was the due date of the first payment. Nowhere is the cash price nell-
tioned, so that it is impossible to figure the amount of interest the consumer was
paying. The word "price" on the front cover referred to the "time price," the
consumer was told.

Here is a time payment book from a furniture store. All we have here is
a figure under a column entitled "Charge" of $859.90. Below is a figure $53.45.
presumably the discounted carrying charge. A downpayment of $175 was
made on the same date. Four days later, one article was returned and $39.95
was credited for the item anl $3.12 for interest. On the same date another
piece of furniture was purchased for $49.95 with a carrying charge of $3.90 added.
We extiniate the carrying charge to be about 16 percent true rate. However, the
only information given on the book Is a statement after the word "terms"-$70
per month. In addition, the due date is stated as the 28th. Number of nionths is
not stated. Massachusetts law does not have any regulation of such payments;
therefore, only the minimum amount of information is stated, and it is very dif-
ficult to estimate true rate of Interest.

In one instance a consumer decided to borrow his money at a cost of 9 percent
discounted, believing that price to be cheaper than a true rate of 12 percent. He
was completely in the dark as to how to figure truf rate and could not be convinced
that 12 percent true rate was cheaper. However, he was convinced later when
he realized the difference between the monthly payments he was making and
th(. payments he might have been making at 12 percent true rate. 'In other
words he understood arithmetic. but not interest rates.

I have here a typical payment hook for a loan. Information given at the top
is as follows: Credit life insurance. $21.38; principal amount of loan. $1.2,91.3;
(this includes the insurance charge, and the cash received was $1.20) : pre-
computed interest. $42R.62; face amount, $1.710; total monthly payments. 30:
interest unit for computing refunds and interest charges, $0.218: rec. and rel.
fees paid by borrower, $3. The total of all charges is $153. There is a chart, re-
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quired by Massachusetts law, printed below these figures, and stating the statutory
amounts permitted on small loans. There is no way of figuring the interest to
see whether it is correct, unless one has certain charts to use. The consumer
must have faith in the one who computes.

OPTION CHAR0 AVOOUNT

This is one of the many names given to the carrying charge now commonly
added to store bills which are over 80 days due. The clerks in the store use
a chart which gives the cost in blocks of $10. A consumer owing a balance of
$31.50 was charged 60 cents, because the amount of the bill fell between $30 and
$40. The charge of 60 cents on $31 was nearly 2 percent per month, a true annual
interest rate of at least 20 percent This charge is not always stated on the bill,
but is referred to as "a small option charge." Twenty percent would not be con-
sidered small by most consumers.

I like the requirement In section 5(B) of regulations, "the size of type or
lettering which shall be used in setting forth information required by such
section." You will please note the size of print in my exhibits in those sections
which refer to the legal rates. It is very small, and in this one, exhibit No. 5,
almost too small to read without a strong glass. However, this statement below
is quite easy to read: "You can get more money before paying this loan in
full." You can draw your own conclusions from the discrepancy In the size of
l)rint.

Thirty years ago, in Boston, a woman went to a private money lender to
borrow $100. She signed "some papers," and was given a check for $200, told
to go downstairs and cash it and bring back the money. The lender kept $100
"as security" and gave her $100. She was about 23 years old. Each year
thereafter the lender gave her $100 for Christmas expenses and $100 for vacation
in the summer, each time requiring new signatures. Each year for 10 months
the woman paid $60 per month on the loans. About 7 years ago she was advised
to go into bankruptcy, which she did. The lender was named in the case as a
creditor for $1,400. However, he required her to sign new papers shortly after-
ward and she continued her payments of $60 per month. Two years ago she
failed to make a payment and was threatened. The lender said that he would
expose her if she did not pay. Unable to do so, she sought advice. The case
was referred to the attorney general's advisory consumer council. After In-
vestigation, the lender agreed to settle his note of $2,500 in the amount of $400.
The case was a clear instance of usury, but we have no usury law in Massa-
chusetts, and the amount of $2,500 was above our regulated limit of $1.500. What
was the true rate of interest here? I can't tell you. The woman had received
$6,000 over a period of 30 years, and had paid back three times as much to the
lender.

When truth in lending becomes law borrowers will immediately know the
cost of money, and will be able to choose the lending agency which can serve
them best for the security they can offer. This will restore true competition
to the marketplace and will help business. Many persons will not borrow
money for any reason because they have a vague mistrust of all lending agencies,
developed from listening to their more experienced friends. I believe that these
persons would join the ranks of those who "buy now and pay later" if they were
sure of the cost of borrowing. Surely, American business would be glad to
have their trade.

CONCLUSIONS

1. The Consumer Advisory Council, established at the request of President
Kennedy, has pointed out the right of the consumer to be informed.

2. Present methods of stating the cost of borrowing money are greatly varied
and difficult to understand. Few people can translate these costs into true
annual interest rate.

3. The Douglas bill would serve as an educational program tor consumers, and
Increased understanding of its provisions could provide a safeguard to business-
men who choose to take a stand against deceptive credit practices.

4. The consumer's purchasing power could be increased were he enabled to
shop intelligently for credit. This would be good for the economy.

I wish now to congratulate the subcommittee on implementing one of th
15onsiier's rights-the right to be heard. It is my hope that you will use yovr
influence to secure for consumers that other right-the right to be informed -
by securing passage of S. 750, the Douglas truth in lending bill.
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The CHAMMAN. Thank you very much, Mrs. O'Neil. The next
witness is Sidney Bronstein of the International Ladies' Garment
Workers Union. Mr. Bronstein here? Very glad to have you here,
Mr. Bronstein.

STATEMENT OF SIDNEY BRONSTEIN, INTERNATIONAL LADIES'
GARMENT WORKERS UNION

Mr. BRONSwrEIN. Thank you, Senator Douglas, and distinguished
members of the committee. My name is Sidney Bronstein, and I
represent the northeast department of the International Ladies' Giir-
ment Workers Union, and in particular I have been asked today to
speak on behalf of the ILGW locals in Massachusetts, Maine, New
Hampshire Rhode Island.

The bill before you honorable gentlemen, S. 750, the truth in lend-
ing bill is urgently necessary. Our laws and practices now give very
little protection for the consumer and give the creditors most of the
advantages. The buyers' employer, can often become the collector,
and the creditor can virtually starve the borrower till payment is
made.

The CHIURMAN. You mean by attachment?
Mr. BRONST IN. Right., since most employers will not tolerate un-

limited garnishments, the system has become a very powerful weapon
used by lenders against borrowers. In the course of finding wit-
nesses for this hearing many of our locals found that although mem-
bers had paid exorbitant. rates of interest., either on installment, pur-
chases or the actual loaning of money, they were reluctant to come
out and testify, perhaps fearing that. ihe creditors or their employers
would find out., or rather in many cases simply being afraid to appear
before the subcommittee.

The CHAIRMAN. You will notice that we are not sitting up on the
high dias.

fr. BRoNsarEIN. Right.
The CIAmIRMAN. We are here on their level.
Mr. BRoNsEN. I am talking t6 you about some cases, studies of

some witnesses, and I was hoping to bring them here today. Any-
thing seems to go in the field of retail credit. It. seems incredible
that. there could be any opposition to this bill. All that this law
does is to merely require businessmen and lenders to state in plain
English what they charge for merchandise and what are the costs
of credit. It. seems that. the opposition is saying that. the public
should be kept. in ignorance. They are saying business should be
privileged to hide what the actual rate of interest, is. We do not,
believe this is democracy in action. We do not. believe this is a fair
way to take care of the consumer interests.

1 might also note that it. is this permissiveness which permits the
so-called highway robbers to rob the poorest of the poor of their
meager earnings which very often means the bread that their children
need.

Gentlemen, I wish you could be in my office for one day to see and
hear about these pitiful instances of shame which blot out all good
which the business community does. For the average member in
any union, this is no small matter. The consumer toay owes more
than $235 billion in their personal debt.

1018
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The CHAMIAN. That is including home mortgages I
Mr. BRONSTEIN. Yes. Last year alone they paid out approximately

$15 to $17 billion in interest and financing charges. It is true that
the preponderance of these bills were paid to institutions which have
reasonable interest, rates. Reg ettably, though, those people that I
come in contact with get swindled because of our failure to-get appro-
)riate laws and they are invariably paying rates that are astronomical

want to show you some,examples of cases that have come to my
attention.

Incidentally, I had two or three people that were coming today to
bring their own case studies to you, but unfortunately one is ill and
the other had personal business that was very important and that she
had to attend to. I was able to bring to the hearing Mrs. Maggie
Ray, one of our finest members who got into one of those so-called
swindles, as I call them. Maggie, with your permission, I would like
to bring her here to sit by me.

The CHAIRMAN. Yes. Very happy to have you, Mrs. Ray.
Mr. BRONSTEIN. I will talk to you about the other two cases, be-

cause the people involved gave me permission to.
The CHAIRMAN. And you are ready to swear that these statements

,are accurate and correct?
Mr. BRONSTEIN. I certainly will.
Mr. CHAIRMAN. All right.
Mr. BRONSTmN. They have allowed me to use their names if neces-

sary. This is a loan made by Helen Young who is one of our mem-
bers. Her objections here are that if she haa a chance to shop around
for these loans, offered by these various financial companies, she told
me that she would have gone to the finance company where she could
have received the lowest rate of interest.

Now, she indicates to me that now she has no idea at all what these
interest rates were, but that she had thought that they were 6 percent.
She said that these are 6-percent loans, and I know they are not.. I
tried to calculate them.

The CHAIRM3AN. Can you give us the facts?
Mr. BRONSTF.N. Yes. The first loan was $318.17; interest total

was $77.83.
The CHAIRMAN. $77.83.
Mr. BRONSTEIN. For a total of $396. She was to pay $22 a month

for 17 months. She also paid a life insurance charge on this loan of$S2.97.
The CHAIRMAN. I wonder if Mr. Bradford and Mr. Lindley will

comlPute the rate of interest.
Mr. BRONSTWI.N. I will give you the other one if you like.
The CHAIRMWN. Let's take this one.
Mr. BRADFORD. $22 a month?
Mr. BRONSTEIN. $22 a month for 17 montlis.
Mr. BRADFORD. I was estimating it on the wheel, it would be some-

thin g around the thirties.
The CjittM.t-. Mr. Bradford and Mr. Lindley said the real rate

of interest on the outstanding unpaid balance was approximately
32.6 percent.

Mr. BRoNsT N. 32.6 l)ercent and the other loan was $314.30. Her
interest on it was $85.70 for a total of $400. She was to pay back $20
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a month. I will have to figure out the months, because they began
June 4, 1962, and end February 4, 1964.

The CHAIRMAN. I think that. is 20 months, $20 a month for 20
months.

Mr. BRONSTEIN. Life insurance.
The CHAIRMAN. $314. The experts agree on approximately 31.2

percent..
Mr. BRONSTEIN. I might reiterate that this woman told me she

thought she was paying 6 percent. These are 6-percent loans, that is
what she told me. This is a case of Esther Lowry, one of our mem-
bers. She bought some furniture from one of the furniture stores
in upper Washington Street in Boston. We call that area Mur-
derer's Row. They stand out. in front. of the stores and call you in
if you are interested in any furniture, and they have a good buy for
you.

Well, she went in and she bought some furniture, and the cash
price was $795. She gave them a downpayment of $80 for a balance
of $715. Total finance charges were $251.72. Net balance due $966.72.
She was to pay $40.28 a month for 24 months.

Now, she said to me, the man that made up this contract in the
furniture store said that you are going to pay a very small interest
charge. I said, "Esther, do you know what, the interest was," and
she said, "No, I imagine if he told me it was a small rate of interest,
it must be." I said, "W'ell, we will have our office figure it out," and
we don't have any experts in our office, the best we could do is one of
our men in the office came to 33 percent, and one came to 36. How
close did they come?

The CHAIRMAN. Well, we will ask these gentlemen, who are using
a circular slide rule.

Mr. BRADFORD. Can I check the figures? The balance was $715
after the downpayment of $80, at $40.24 per month?

Mr. BRONSTEIN. For 24 months.
Mr. BRADFORD. About. 31 percent.
Mr. LINDLEy. I get, about. 30.6 or 30.7 percent.
The CHAIRMIAN. Between 30 and 31 percent.
Mr. BRONSTEIN. Now, on the next one, frankly, I really couldn't

figure this out.. This involves a purchase of a sewing machine and
a typewriter. I had better let Maggie try to get it. I was getting a
little closer on the purchase of her oil burner.

Senator BENNETT. These are all from the same seller?
Mr. BRONSTEIN. No. The oil burner she pays $30 a month on a

balance of $350, but the amount of the note is $462.60.
Senator BDNEr. 1id that. include installation?
Mrs. RY. Well, the Whole price was supposed to be $380, and paid

a downpayment of $30, and so we asked him what the interest was,
and lie said! he didn' know, he would have to figure it out at the place;
and that it, wouldn't be very much just a small amount, and he figured
out what, lie told me, we wanted to know, and w-hat the interest was,
because we didn't. want to (1o it if it was going to cost. too much. So
lie figured it out, and the figure that he gave us and when we got the
note, the book, the things back, well, it was much higher than what
he quoted. It was $462 while we had counted on $300-and-some.
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The CIAIRMAN. May I ask, the payments were $30 a month
Mrs. RAY. No; the payments were $12.85 a month.
The CHAIRMAN. For how many months?
Mrs. RAY. For 36 payments.
The CIIAIRMAN. Thirty-six. All right, we can find this out. The

original purchase at $350 and $12.85, almost $13 a month for 36
months. Mr. Lindley and Mr. Bradford agree on an interest rate
of 19.3 percent.

Mrs. WAY. The point he didn't tell us when we were there it was
to be one thing, but when we got it., it was something else

iffnrent.
The CIAIRTMAN. You mean the actual terms differed from these?
Mrs. RAY. Yes; but from what he quoted.
The ChAIRMAN. So, the actual amount you paid was greater than

the figures you gave us?
Mrs. RAY. No; the man the one, he was an oil man, came and he

figured out what it would cost us, but when the figured payments
came in, it was different.

Mr. BRO3rSTmEN. This involves a sewing machine she bought, and if
I remember correctly you said after you started to pay for the sewing
machine, you decided you would buy a typewriter?

Mrs. RAY. No; I bought the typewriter and then the sewing ma-
chine.

Mr. BROMSTEIN. How did that work out on your payments?
Mrs. RAY. The original price on the typewriter was about $75.
Senator SiMpsoN. Speak a little louder, please.
Mrs. RAY. The typewriter was $70-something and the interest

was-with the interest it was $76, and I bought a sewing machine for
$344. And when I got the papers back, when they sent the book, it
was $505.51, everything included, and the payments were $16.85 a
month.

The CHAIRMAN. For how many months, for 30 months, would that
beI

Mr. BRoBISTEIN. Thirty months, I guess.
The CHAIRMAN. Thirty months, all right the original indebtedness

was $344 and you gave $16.85 for 30 months or a total of $505 with
a total finance charges of $161.

Mrs. RAY. And the typewriter was added in.
Mr. BRADFORD. Is the loan $344, or do we add $75 for the type-

writer ?
Mrs. RAY. $75 for the typewriter.
Mi. BRADFORD. So, it is. $419, is that right, for the cost of the

lprodticts?

Senator BF.N-cnIT. You bought them both from the same place?
Airs. RAY. Yes.

Senator BENNr;Tr. And they put the two together?
Mr. BRADFORD. $419.
The CUAIKMAN. Our figures come, assuming the original indebted-

hess was $344
Senator BIPhNNvrn. The typewriter has to be added.
The CIhAIRMAN. Well, it, is a question to whether-
Mr. B% DFORD. If it is in, it. is 15 percent.

1021
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The CHAIRMAN. If the typewriter is in, it is approximately between
15 and 16 percent. Now, if the typewriter is not in-

Senator Y"ENNmT. She has said the typewriter is in.
The CHAIRMAN. Let's examine the documents.
(The documents follow:)

7 ~Accoutnt Nv.

C '14740 /f~' 7-o

Dear Cuttomer;

.Ficlosed h~tewitlt is a ctpy~of the Arteiint you signed in "i

rtsmnetion with your recent pu rcthan &nd a luilpicati 4.0l4,nf b~ok whit I

Covertev lir new balance.

May we take this opportunity to expressour appreciation (or

your, continued patronage.
STATEMENT OF ACCOUNTS

$ A.

aprvs.q. .

*. . . u , t1 i n, i l' y ;a y i n t w ill t,: '- "

- , ., 'plot so accompany each payment with a coupon outol year rew

book and detroy the coupon ookp yo riginally received. r

" If there are arv ,- -.... ",n 
+"  a, AC v' '1..;

Very truly yours.

SINCE, SEWINd MAACHINE COMPANY

F. 0. Eichler
Manager, -
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Mr. BRONSTEIN. Senator, what I would like to bring out is in speak-
ing to Maggie on these things she indicates the helplessness she feels
on signing these papers, and what is involved, and she tells me had she
known what the interest rate was on the payments, what she was
actually paying, she could have been a little clearer on what she wanted
to do or where she wanted to go to buy these things. This is what we
are trying to bring out in the hearing.

The CHAIMnAN. Let me say this, if the typwriter is not included, the
interest rate would have been 33 percent, and I think both Mr. Brad-
ford and Mr. Lindley ought to exaxniue the contract, and talk with
the witness, and see whether the typewriter was included, and then see
that the record shows this, whichever it is.

r r. BRONSTEIN. Did you have any idea you were paying 33 percent?
Mrs. RAy. I don't know what I was paying.
The CHAIRMAN. Well, she may not have paid 33 percent, it may

have been between 15 and 16 percent.
Mr. BRONSTEIN. Gentlemen, that completes what I want to say other

than with your permission may I introduce some resolutions passed
by our locals in Massachusetts, Maine, and New Hampshire, which
express their solidarity in obtaining the small measure of consumer
protection.

The CHAIRMAN. For the record, thank you vely much, and I want
to thank you, Mrs. Ray for coming.

(The resolutions follow :)
RESOLUTION OF NORTHERN NEw ENGLAND DISTRICT COUNCIL, INTERNATIONAL

LADIES' GARMENT WORKERS' UNION, BOSTON, MASS.

Resolved, That the Northern New England District Council, International
Ladies' Garment Workers' Union, representing 10,000 workers in M alt New
Hampshire, and Massachusetts transmit to the Senate Production and Stabiliza-
tion Subcommittee holding hearings on S. 750, truth in lending billE in Boston,
Mass., the following resolution:

Whereas members of these locals are paying interest rates both on the actual
loaning of money and installment purchases which are beyond the realm of
reason; and

Whereas it is impossible for the ordinary layman to determine the rate of inter-
est charged by many concerns because of their devious and misleading language;
and

Whereas the ordinary consumer more and more is dependent on obtaining credit
in this manner: Be It

Rcsolvcd, That we urge the Senate of the United States to pass S. 750 without
delay, so that the ordinary person may start to have some modicum of protection
until such time as more adequate laws are passed to protect the unsuspecting
consumer against those deceiving businessmen whose unscrupulous tactics make
such laws imperative.

A RESOLUTION

Whereas on-many occasions hardships have been and are suffered by our
union members and fellow workers and their families by the exaction of
exorbitant interest rates on personal loans and excessive carrying charges on
time payments for purchases; and

Whereas in many instances these hardships are made doubly painful by the
fact that they are unexpected, being neither explained nor consented to, or are
misrepresented at the time of making the loans or purchases; ar',

Whereas we believe that borrowers and buyers are, by all and any of the
accepted rules of fair play and decent competition, entitled to know in advance
what it will cost them to make a loan or a purchase; and
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Whereas if such knowledge were made legally mandatory it would prove
beneficial to good business by eliminating the subterfuges and imposition of
hidden charges practiced by unscrupulous money lenders and dealers in goods
and services: Now, therefore, be It

Resolved, That, on behalf of our 9,000 members in the Fall River-Taunton
area, the executive board Pf Local 178, International Ladies' Garment Workers'
Union, endorses, supports and urges passage of S. 750, the truth in lendirn
bill now under consideration in Congress; and be It further

Resolved, That a copy of this resolution be submitted to the Senate Produc-
tion and Stabilization Subcommittee holding public hearings on S. 750 in Boston
on November 22 and 23, 1063.

IAXJAL 75, INTERNATIONAL LADIES' GARMENT WORKERnS' UNION

International Ladie' Garment Workers' Union, Local 75, of Worcester,
Mass., feels it is imperative that the Senate Production and Stabilization Sub-
committee, now holding hearings in Boston, Mass., on S. 750, be informed that
the International Ladies' Garment Workers' Union urges the Senate to pass
this legislation to protect the working people of this country against the un-
scrupulous tactics of the bloodsuckers in the loaning business. Our members are
now paying outrageous sums of money on loans and installment payments. These
loans are written up in such a manner that the ordinary consumer cannot under-
stand what they are signing. Whi areas the consumer must depend on loans
and installment payments to purcha, e certain items which are beyond his reach
on a cash basis, it becomes incuml ent upon you to protect the public until
such time as more adequate laws can ai passed.

We are informing the Senate P'.,oducdon and Stabilization Subcommittee that
the International Ladies' GarmeLt Workers' Union Local No. 226 of Springfield,
Mass., feels that S. 750, known as the truth In lending bill, be passed without
delay. Be it known that members of this local are now being subjected to
payments of Interest on loans and installments beyond the realm of reason.
These loans are written in language which is not at all understandable to
the layman. The Senate of the United States must protect the consumers
of the country who must use these loans and installments to purchase items
which they need but cannot buy outright. With nowhere else to turn, we
strongly urge the Senate to protect the consumer public until such time as this
situation can be adequately dealt with.

The CHAIRMNAN. It is generally very hard to get people to come for-
ward and testify about their own credit experiences because people
think it reflects upon them, although it, doesn't. I want to express
my appreciation for your bravery and your clarity.

Mrs. RAY. Thank you.
Senator SimPsoN. Mrs. Ray, just. one question; were these things

misrepresented to you as to what, you thought you were getting and
what you actually got?

Mrs. RAY. Yes; the other guy, he didn't tell me at all what the inter-
est rates were.

Senator SIMPSON. That is all.
The CHAIRMAN. May I clarify this point. Of course, this bill, 750,

does not deal with the question of misrepresentation of the commodity.
It doesn't go into the hatter of fraiid. This is left up to the Staie
and local action. W. hgt it does do is to require an accurate statement
of the credit costs, that is all. Thank you very much.

How much time more do wo have?
Senator SIMi-SoN. Mr. Chairman, is Mrs. Ray' still here. Mrs. Ray,

would you come back, please?
The CHAIRMAN. Yes; Mrs. Ray, Senator Simpson?
Senator Siispso.. Mr. Chairman, I wanted to keep the record

straight. You were misrepresented both as to the product and as to
the price, were you not ?
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Airs. RAY. I was misrepiesented on the price of the oil burner or
oil furnace, and the sewin[: machine. I didn't now what the interest
was going to be on thatat ati.

Senator SIMPSON. That is all. Thank you very much.
The CHAMM AN. Thank you, Mrs. Ray.
The next witness is Col. T. P. Coates, of the New England Coopera-

tives, Inc. Colonel, we are very happy to have you witi us,
Senator BENNEr. You have about 22 minutes left, Senator.
The CHAIRMAN. Very hapy to have you, Colonel Coates, won't you

testify in your own manner.

STATEMENT OF COL. T. P. COATES, VICE PRESIDENT AND DIRECTOR
OF THE NEW ENGLAND COOPERATIVES, IWO.

Colonel COATES. I am the vice president and director of the New
England Cooperatives, Inc., and director of several other cooperative
organizations. New England Cooperatives, Inc., consists of 16 con-
sumer cooperatives, 2 electric and 1 farm cooperative in the New Eng-
land States.

We have about 40,000 members, and our affiliated societies and our
central organization which is New England Cooperatives in total
do about $20 million worth of business a year. We have at New Eng-
land Cooperatives-the board has taken official action after having
read and discussed the proposed bill, S. 750, and our official action is
to the effect that we support the provisions of the bill, and we hope
that it will be passed by the Congress of the United States.

I have no examples of interest rates that. I wish to present here.
I do have, and have had over the years, knowledge of certain cases
where the people did not know the interest rates they were paying.
They were confused and wished that they did know so that they
could plan their budgets a little bit better and plan their financial
situation.

The CHAIRMA-. Were you ever able to figure out for yourself what
the real interest rates were in these cases?

Colonel COATES. Well, I tried it on-now that you have a3ked me,
I will mention one little incident of my own. Our family does not,
except for a big fat mortgage, normally purchase things on credit.
However, somehow or other we wero talked into taking a Sears,
Roebuck revolving credit here about 6 or 7 months ago, and some-
how or other we incurred a bill of about $55.

I don't know who was delinquent, whether it was myself or my
wife, who didn't pay the bill at the end of the particular period, but
we didn't so they sent us a nice little chart, a statement, you owe so
much this month, and here is the service charge, and they added on
the service charge, and to shorten it, I computed this one, and the way
I figured it, it. was 18 percent. That wasn't so bad, but somehow or
other it slipped that month and the next month they added another
18 percent upon interest and interest and so I paid them and said,
"Please cancel the revolving account."

Senator BENNErr. Actually they added 11/, percent of their total.
Ifyou owed them $55, they added about 75 cents.

lhe CHAIRIMAN. For 1 month.
Colonel COATES. 84, I think.
Senator BEINNrr. Okay, 84cents for 1 month.
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The CHAIRMAN. Which is an annual rate of approximately 18
percent.

Senator BENNErr. This ir the argument that has been going on
between me and Senator Douglas for the-this is the fifth year.

The CHAIRMAN. My dear friend from Utah refuses to admit there
are 12 months in the year. [Iaughter.]

Senator BENNE'T. I reserve my answer to that one.
The CHAIRMINAN. There is no answer.
Senator BENNErr. Oh, there is an answer. [Laughter].
The ChAIRMAN. I have no questions.
Senator BENNETT. No questions.
Senator SusIPsoN. No questions.
The CHAIRMAN. Thank you very much.
The next witness is Miss Anna Manion, of the Massachusetts Fed-

eration of Business and Professional Women. I have it right this
time. Thank you very much, Miss Manion, for coming.

Miss MAoN; . May I present Miss Jean Manns, legislative repre-
sentative of the Boston Federation of Business and Professional
Women.

The CHAIRMAN. Very happy to have you.

STATEMENT OF MISS ANNA MANION, MASSACHUSETTS FDERA-
TION OF BUSINESS AND PROFESSIONAL WOMEN

Miss MANION. I am a member at large of the Massachusetts Fed-
eration of Business and Professional Women, and we have 35 clubs
in the State, and about 3,500 members in the State.

The Legislative Recommendations Committee of the Massachusetts
Federation of Business & Professional Women's Club at a meeting
held on Tuesday, October 29, 1963, at the Parker House, Boston, en-
dorsed the truth-in-lending bill, S. 750, and instructed me to appear
at this hearing to register approval on support of the bill. The com-
mittee feels that credit buyers are entitled to fair and honest treat-
ment and that the cost of credit should not be hidden. It is the opinion
of this person that inasmuch as manufacturers of patent medicines
and packaged foodstuffs are required to list the contents of packaged
coimnodities, the lenders of credit should be required to furnish a true
statement outlining the provisions of the sale. The passage of this
bill will be a definite aid n helping the buying public in shopping in-
te!ligently.

You are all familiar with the phrase, "You wouldn't buy a pig
in a bag." That is exactly what many people are doing when they are
buying "on time" or borrowing money not knowing the true cost of the
money or the item theyoare purchasing. I have a statement here from
the president of the Leominster Business & Professional Women's
Club:

The members of our club last night-
and this was dated November 20, 1963-
at our regular business meeting expressed a desire to support the truth in lend-
ing bill, S. 750. At their request I am forwarding this resolution for considera-
tion--

and then it goes on to state a personal experience.
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I personally would like to see more rigid restrictions and more clearly de-
flned term? on loans from finance companies. I bad a very unpleasant experience
early In my married life when I was unfamiliar with all facts about borrowing
money. I needed money to pay property taxes, and I borrowed from a finance
company supposedly at a rate of 6 percent annually. Much to my surprise and
dismay I spon realized that I was paying nearer 36-percent interest. for-
tunately, I was able to get money to repay the loan inunediately. However, it
was a frightening and embarrassing situation which many people today also go
through without fully realizing the seriousness of the outcome. I sincerely hope
this bill will become effective for the l)rotection of the entire public.

That is signed by Clarissa Barnett.
The CHAMAN. Thank you very much. Do you have any state-

ient Miss Manns?
Miss MANNs. No.
The CHAImrAN. Thank you very much.
Senator BPEN.xNr. No questions.
Senator Si psox. No questions.
The CHAInM AN. How much more time do the proponents have?
Senator BENN.;r'T. You have 13 minutes.
The CHAI3.N. I wonder if Mr. Albert Clifton, representing the

MAassachusctts State AF,-CIO, would you come forward to testify?
Very happy to have, you here.

STATEMENT OF ALBERT G. CLIUI'ON, MASSACHUSETTS STATE
LABOR COUNCIL, AFL-CIO

Mr. CLmyro-. My name is Albert G. Clifton. I am the legislative
agent of the Massachusetts State Labor Council, AFL-CIO, with
offices at room 1224, 11 Beacon Street, Boston, Mass.

I have a statement here and you will note that the date of it is
the last, date of the hearing which was rather a sad occasion.

The CTAnIR.IN.rN. November 22; yes.
Mr. CLIr-ro1Y. I only was aware of the hearing here on Thursday of

this week, and I didn't have the time to make any changes or additions.
As a State organization of labor we do not come into contact, as you
gentlemen probably will know, with the local unions, and the member-
shi , who frequently have problems of various types, and many have
Iwjoiems relating to the legislation S. 750.

I have no personal examples to give to the committee. I have, how-
ever, some knowledge of the problem based upon quite a number of
years, and aside from the statement, I have a few comments that I
would like to make lesonally on my own.

The CHAIRM.AN. Well, we will a. cept your statement as submitted,
and then you speak off the cuff on any matter.

Mr. CL40-oN. You want me to read the statement?
The CHAIRMAN. I don't think that is necessary.
Senator BNNiETr. Not as far as I am concerned for us.
The ChAIR-M.A.N. As far as I am concerned, we will have the state-

ment printed is submitted, and then you make any official remarks
Ilmat you care to make.

(Mr. Clifton's prepared statement follows:)

STATEMENT OF THE MASSACHUSMTS STATE LABOR COUNCIL, AFM-CIO, BY
ALBERT G. CLIFTON, LmIIsLATIVn AoENT OF THE COUNCIL

We believe It is most important that a measure such as S. 750 should become
law. There has long been a need for such ledislation, so that the person who

23-902-64-pt. 2--23
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pays interest or other charges on a loan, installment contract, and other forms
of consumer credit, would know what. their obligation was and the costs to him
in terms of the simple annual rate.

What does g. 750 do? It requires the following:

LOANS AND INSTALLIISNT CONTRACTS

In the caw of all loans and installment contracts, the lender or seller must
furnish to the customer to whom credit is extended prior to the cotaumma-
tion of the credit transaction a clear statement in writing setting forth t.to the
extent applicable)-

(1) The cash price or delivered price of the property or service to be acquired;
(2) The amounts, if any, to be credited as downpayment and/or trade-in;
(3) The difference between the amounts set forth under clauses (1) and (2) ;
(4) The charges, individually itemized, which are paid or to be paid by such

person in connection with the transaction but which are not incident to the ex-
tension of credit;

(5) The total amount to be financed;
(6) The finance charge expressed in terms of dollars and cents; and
(7) The simple annual interest or finance rate on the unpaid balance of the

obligation.
RETAIL REVOLVING CREDIT

In the case of department store revolving credit or similar plans, the seller
shall-

(1) Furnish to each person, prior to agreeing to extend credit, a clear state-
ment in writing setting forth the simple annual percentage rate or rates at
which a finance charge will be imposed under that credit plan; and "

(2) Furnish to each person at the end of each monthly period after entering
into a credit agreement, a clear statement in writing setting forth-

(a) The outstanding credit balance at the beginning of the monthly period;
(b) The amount of each extension of credit and the date thereof, and

a brief Identification and the cash or delivered price of any property or
services acquired on the credit plan;

(o) The amount received from or credited to the credit account during
the monthly period;

(d) The finance charge in dollars and cents for the monthly period;
(e) The outstanding balance in the credit account at the end of the

monthly period; and
(f) The simple annual percentage rate or rates at which the finance

charge is imposed. (This requires the retailer to disclose that his 1- or
Il/-percent-per-month credit charge on the monthly unpaid balance is really
12 or 18 percent per year.)

These requirements are reasonable and, if followed, would insure protection
against onerous exactions.

As to the need for truth-in-lending legislation such as 8. 750 there can be
no question.

Persons w to most commonly use consumer credit through buying on install-
ment plan, getting a personal loan are those for the most part unfamiliar with
business practices. They should not be expected or required to indulge in ab-
struse mathematics, to learn the true cost of a consumer credit transaction.
Further they should not be victimized by extortionate charges.

Abuses are more prevalent than Is apparent. People are reluctant to let it
be known "they were taken." We hear of these cases in a more or less general
way.

Some of the worse abuses are perpetrated on those least able to bear it;
namely, those in the low Income group. Naive, less knowledge-able, they are
the prey of those unscrupulous elements that have invaded the consumer credit
field.

To a considerable degree, the low Income group will, quite likely, be the one
most benefited by enactment of S. 750.

Consumer credit has rapidly expanded over recent years. This growth is
comparatively new in the economic life of our country, when we consider that
only a few decades ago the amount involved in such credit was negligible, and
that the number of people using such credit was a much lesser percentage of
our population than those who have such obligations today.

As a vehicle to move goods to the consumer, this credit assumes a major
importance to our economy. This constitutes a genuine reason why transactlona
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concerned with consumer credit must be conducted in a manner to insure thecustomer receives and feels he is receiving fair treatment. Such consumer con-fidence, in a general degree, is lacking today. This is due to practices that have
developed in the business methods of some consumer credit operations.

In conclusion, the Massachusetts State Labor Coundil, AFI-CIO, represent-ing some 500,000 Massachusetts wage earLers, wishes to advise your committee
that we support S. 750 and urge that it be enacted Into law.

Mr. CLIproN. Well, I have over a number of years come in contact
with the problem of excessive interest rates and so forth. I believe
from what I have knowledge of that this legislation will do something
that probably you didn't even consider, and that is that it will correct
the practices that are indulged in by some of these lenders who am
guilty of extortionate interest rates. They are pretty rough on people.
I had myself an experience with one of the higher type lending com-
panies back in the depression days.,

I don't hesitate to tell the story here. I owed a small amount of
money, and I had paid faithfully up to that time to one of the better
type loan agencies. I had been in business working for an individual
where I had to go out and collect bills, and so forth, and meet the
public, and one thing we used to ask the people that we extend credit
to was if they couldn't pay that week, just come down and let us know,
so when I was faced with the same situation, I went down to see these
people.

I was told very brutally by the individual that I had talked to that I
had to pay up, which was utterly impossible. I might add that this
was a loan on furniture, and that I had in my house a number of items
that were worth three or four times the amount of money that I owed,
and that I had a record of a number of years of borrowing from this
concern, a number of times, and where I had always paid.

I wanted to talk to the manager and I was told that that was impos-
sible. Well, probably a little bit different than some people, I grabbed
that individual over the rail and shook him and told him what was
going to happen if I didn't see the manager, and I saw the manager,
and he was very courteous, and I was given a continuation.

The point is the average individual knows little about this. The
don't know what they are signing, and certainly if you have this bill,
you have got some measure of being able to catch up with these
people.

I am, Senator, very much surprised at some people that I am cer-
tain will be here to oppose this. In fact, one-group, they represent
the higher type of lending institutions, aid they should be in here
supporting something on this line because, if they don't, sooner.or later
this situation is going to get out of hand unless we get some protectivelegislation, because I find that, since this hearing has been going on
we are be~innin to hear about some of these cases around, and one oi
our friend s in te room tried to get an individual with an example,
and I believe lie came from New Hampshire, whether he got him
down here or not I don't know, but certainly we know there is enough
of this, and I' think if we can encourage some of the people to come
forward there would be no opposition on the part of the opposition toagree that this is legislation that is greatly needed. It is long overdue
and probably in reference to my statement where it Bays (qoans: and
installment contracts," it is my experience that we should have some-
thing else in there, and when we say that 9 clear statement in writing
setting forth, I think you should give the size of type, because we
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know the methods that are used in insurance policies, and so forth, of
putting it in such small type that the people just don't read it. I
think that is a necessary precaution.

The CHAIRMAN. Thank you very much. Any questions?
Senator BENNLvr. No questions.
Senator SiIMpsoN. No questions.
The CHAIRMAN. Thank you very much. I think I have only

about-
Senator BEN;NRT. You still have 5 minutes.
The CIIAIRMAN. There is a Mr. Douglas Tito who came this morn-

ing and kindly volunteered to testify. You can have up to 4 minutes
and 30 seconds.

STATEMENT OF DOUGLAS TWLO, SAUGUS, MASS.

Mr. TITO. My wife come to one of the reliable stores, department
stores here in Boston, and she purchased a TV set, on a special sale,
and they said it was for credit purposes, establishing credit. So my
wife agreed to buy it, and I went in with her and we signed the papers,
$99. We put $10 down and $7 a month. When we got home we were
pretty hap y about our TV set. About 4 days later we received the
bill, and a book form, $7 a month, so we paid it for a few days. I said
to mny wife, "Why don't w-e pay this thing off1 cash? This $7 a month."1
And to our- amazement we got $1 itrst on a $99 TV set. So I re-
fused to pay it, and I received a letter from the credit bureau and
they are going to ruin my credit, and I went in and asked them if they
knew the other pat of the story. They ignor-d me, and wouldn't listen
to me, and wouldn't listen to reason. I went up to the attorney gen-
eral's office and spoke to Mr. Truly, and he was kind and considerate
a man, and he called them and they hung up on him, and he called
them a second time and he said this is the attorney general's office, and
they wouldn't listen to him. I went down to the store and told them
to sue me. I wanted to make a case of it. They didn't sue, and I never
heard nothing more. I haven't paid it yet, and I don't intend to. That
is all I have to say. I think it is important for this bill to be passed.

The CHAIRRAN. In other words, there is a penalty of $19 if you
pay cash?

Mr. Txro. Yes; but they don't put the $19 interest on it first,
after you sign it they put the $19, Mr. Senator. I have papers to
prove that. That is outright thievery, and it is about time something
is done to protect the public. The public may be ignorant, because
we don't get the cooperation from our newspapers nor the Representa-
tives. I went to my Representative about this thing. It is about
high time something is done to protect the public, and more so whether
they advertise it in the papers, in the debt column, get the Daily
Record and read it.

The CHAITMAN. I understand you work all night?
Mr. TrO. Yes; I work the third shift for Cneral Electric.
The ChAIRMAN. You came here to testify?
Mr. TITO. Yes.-
The CHAIRMS. I congratulate you.
Senator Bennett?
Senator Simpson?
Senator B.NNr. No questions.
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TIhe CHAIRMAN. Well, that completes our witnesses for the morning.
Senator BFw-brLr. Mr. Chairman, we should like to bring a panel

of three gentlemen who represent the Massachusetts commissioners of
the National Conference of Commissioners on Uniform State Laws.
Mr. Walter D. Malcolm ig president of the National Conference of
Commissioners on Uniform State Laws and Prof. Arthur E. Suther-
land and Prof. Robert Braucher. If these gentlemen will meet us as
a group

.Mr. ialcolm, have you decided in which order you will speak?
Mr. MALCOLM. Professor Sutherland, Professor Braucher, and

myself."Senator Bi.N-N-r. It isn't necessary to stand.

STATEMENT OF PROF. ARTHUR R SU RLAND, ON BEHALF OF
THE NATIONAL CONFERENCE OF COMMISSIONE1 ON UNIFORM
STATE LAWS, BOSTON, MASS.

Professor SUTHERLAND. I do not wish to sail under false colors.
I once was a commissioner on uniform State laws for the State of
New York, and I am now an ordinary working professor here in
Massachusetts. I have handed you a written statement and I do not
wish to take your time, and I am sure you gentlemen don't wish to
have me take time to read the statement.

May I summarize it in my own words?
The CHAIRMAN. Yes, indeed.
Professor SUTHEMAND. I should like to say first, Senator Douglas

that I am not opposed to regulation of retail credit. In my years o
practicing law I used to sometimes represent creditors. I also did a
good deaf of work for the Legal Aid Bureau in Rochester, N.Y., for
the better business bureau, and I take some pride in having drafted
what is now the New York legislation restricting the use of future
wages as security for credit.

I have listened this morning with sorrowful familiarity to the
stories that we have heard about distressing practices of gouging ex-
tenders of credit, I do not come here either opposing Federal regu-
lation of charges for credit where it is appropriate; nor opposing
regulation of such charges generally by State legislatures. I would
be foolish to do so, because almost all States have regulations in one
form or another.

My late State of New York has a rather elaborate system of retail
credit regulation, and Massachusetts likewise has such a system. My
purpose in taking the time of you gentlemen this morning is prin-
cipally to point out that I think the legislation which is proposed
here would be better for business generally and better for the con-
sumer in the long run if it were meshed a little better with existing
State legislation such as that in New York, Massachusetts, and many
other States and possibly meshed with future State legislation which
is underway by the Con ference o' Commissioners on Uniform State
Laws. Those commissioners propose to take up the comprehensive
scheme of regulation of credit, particularly in the retail credit install-
ment field.

The New York legislatioii to which I refer is in two packets; the
"Motor Vehicle Retail Instalment Sales Act," article 9 of the personal

property law, which covers, I supposed the largest single block of
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retail credit in the State and the "Retail Instalment Sales Act," article
10 of the personal property law, which covers secured credit sales of
other sorts of property, stoves, refrigerators, and that sort of thing.
The legislation sets up a detailed scheme of purchaser protection, with
disclosure provisions, credit service charge limitations, and both civil
and criminal penalties. A study of the effect of S. 750 on the law in
New York requires an analysis of each relevant Federal provision,
and an estimate as to whether it alters any New York provision.

I should find that analysis somewhat difficult if I were a Judge.
If I were still a practicing lawyer, as I was for 15 years, over in Now
York, I should have a hard time trying to advise creditors which part
of the New York law would stand after the Federal legislation went
in. I should find this somewhat uncertain because of the rather elab-
orate prescriptions concerning forms of contract and penalties in the
New ork relation. I suppose the idea underlying the proposed'
Federal legislation was that S. 750 would be cumulative, would be
additional to the New York provisions.

The CHARMMAN. Mr. Sutherland, we would be very glad to have
your cooperation in drafting this act. We are seeking the best act
possible. We would welcome your cooperation. I am not a lawyer,
but just as a garden commentator, I would say the New York law
qualifies in virtually every respect, except the New York law doesn't
provide for a statement of the annual rate of interest on the out-
tanding unpaid balance. I think that is the only change that would

have tobe made in the New York law. I may be in error, but as of
course you know, there is another provision where a State law comes
up to the standards laid down in the Federal Act, that the admin-
istration is then in the hands of the State.

Professor SUIHER AND. Yes, sir; I undersctand that, and the rep-
resentative of the Federal Reserve Board issues in effect a statement
or dispensation of some kind saying that the State law adequately
takes care of the situation, and the Federal enactment then would not
apply. Therefore, I gather, if I were advising a creditor from New
York, I would first look into New York law, and then S. 750, and then
look at the regulations of the Federal Reserve, to see whether New
York had a dispensation from the requirements of S. 750.

I am somewhat puzzled, sir, as to the effect of the penalty pro-
visions of S. 750; whether this would displace the penalty provisions
in New Yorl-, whether they would be cumulative. I am also in some
doubt whether the proposed Federal legislation, which would limit the
total recovery of an aggrieved debtor to $2,000 for overcharge, would
also limit a recovery in New York, which is now unlimited by its State
terms. In a large retail credit transaction the recovery under the
New York statute might wl exceed $2,000.

The CnAmr.\.N. Well, may -I say there is certainly no intention
to make criminal penalties cumulative. Second, so far as the limit
is concerned, I think we can work out language which says any
State law which provides a greater penalty supersedes theo civil
penalty provided.

Professor SUTTIERLANm. The Federal provision 'would not establish
a ceiling?

The CITIm.Wrv. That is right.
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Professor SUTMERLAND. Sir, I will tell you why I was troubled a
little bit by these difficult estimates of the law. I am sure that you are
tired of being told about the Nebraska situation, which everybody who
testifies must bring up. It involves Elder v. Doerr, 175 Nebraska 483,
decided in June 1963, and Stanton v. Mattson, 175 Nebraska 767,
decided October 18, 1963, which invalidated as usurious a great num-
ber of secured retail sales agreements, despite a retail installment sales
act. To me the Nebraska cases demonstrate again how easily possible
it is to guess wrong on the law. I am 60-odd years old, and I have
been guessing wrong on the law all my life. In Nebraska a guess that
retail credit was not usury has turned out to have been a rather ex-
pensive wrong guess for the merchants concerned. Therefore I feel
rather deeply that Congress should be as certain and clear as possible
concerning the effect of its enactment before changes are mad in the
extensive structure of retail installment credit. I am Lppalled to
learn there are now some $51 billion of such credit outstanding; $22
billion on motor cars, as of last August.

The CHAI RAN. That is $51 billion of installments?
Professor SuriErLAN. Yes, sir, $66 billion total retail consumer

credit according to last October's Federal Reserve Bulletin.
The CHAIR-MAN. Your figures are very accurate.
Professor SUTERLAND. To alter this structure is a difficult and

delicate business. I am sure that all of us-and this committee is just
as concerned as I am-want to see that no springes and pitfalls come
into the law. The national economic situation can be affected as it
has been in Nebraska.

The CHAMMAN. We hope to have your cooperation.
Professor SUTHERLAND. Sir, you will have it gladly.
The CHAmmAN. May I ask this question: Do you think this bill

is constitutionalI
Professor SUTrH LAND. Yes, sir, I am confident-I have no doubt

of it at all.
(Mr. Sutherland's prepared statement follows:)

STATEMENT o ARTHUR E. SUTHERLAND

My name is Arthur Sutherland. I am, and have been since 1950, a member of
the faculty of law at Harvard University. Immediately before that time, for
about four and a half years, I was a member of the faculty of law at Cornell
University. Between 1926 and 1041 for about 15 years (except for a year spent
in Washington), I engaged in the practice of law in Rochester, N.Y., ending in
1941 on my entrance on active military duty. in the practice of law, and in my
teaching at Cornell and at Harvard I have given particular attention to American
constitutional law and to the law of commercial transactions, including the law
dealing with retail installment sales. At one time I was a commissioner on uni-
form State laws of the State of New York, and as part of my professional con-
cern, I have had from time to time to do with the drafting of pieces of legisla-
tion concerning commercial transactions.

I have been asked by Mr. Walter D. Malcolm, president of the National Con-
ference of Commissioners on Uniform State Laws, to give my opinion to this
subcommittee as to S. 750. I do so on my own time; the opinions I express
are my own; I have not been asked to change them by any person or any
organization.

The questions which occur to me concerning S. 750 concern, first, Its constitu-
tionality, and, secondly, Its advisability as a piece of Federal legislation. I have
little doubt that the Supreme COurt of the United States would uphold this meas-
'are as constitutional if the Congress were to pass it. Since 1936, the commerce
power of the Congress has been used to control many local matters which have
an effect upon interstate matters, and the commerce power is fortified by the
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somewhat nebulous power to control the value of money under article 1, section
8, clause 5. In August 193, there were more than $66 billion of consumer credit
outstanding in the United States. More than $51 billion of this consisted of in-
stalliment credit, of which $20,600-odd-mill ion were held by commercial banks,
nearly $13 billion were held by sales finance companies, and $11 billion were
held by other financial institutions. These figures are taken from the October
1903 Federal Reserve Bulletin. Congress seems clearly to have power to regu-
late this immense volume of credit, which affects every State in the Union,
which has much to do with the prosperity of the entire economy, and which
makes practicable the marketing of automobiles, household equipment, and every
other sort of consumer commodity throughout the United States.

The advisability of enacting S. 750 in its present form, and at the present time,
is a different question raising much more doubt in my mind. The very magnitude
and importance of this mass of credit, consisting of millions of individual trans.
actions in every State, many and probably most of these involving transactions
in more States than one, convinces me that regulation of the entire process is a
difficult and delicate business. Up to the present time, we have largely left this
regulation to State legislation. Retail installment sales acts have become com-
mon in many States, and they vary greatly in their form. Some of these acts.
like S. 750, are predicated on the theory that if the public is adequately warned
of the cost of credit, buyers and debtors may then properly be left to protect
themselves by their own vigilance against unwise and extravagant contractual
,,ndertakings. In other instances, the State legislation goes further and pre-
scribes maximum limits for the cost of credit extended for time sales as con-
trasted to sales for cash. Still other types of such legislation go still further and
restrict, for his own protection, the ability of the buyer-debtor to enter into con-
tracts of various sorts which provide that, in the hands of a later purchaser of the
contract, it will be exempt from defenses which might have been asserted as
between the original seller and buyer.

I am fully aware of the practical difficulties for businessmen arising out of
this great mass of diverse legislation. I am well aware of the advantages, at
least theoretical, that conceivably could accrue from a single uniform Federal
enactment governing the whole consumer credit field. I use the word "theo-
retical," because it seems to me that the same practical considerations which
have inhibited the Congress from occupying the entire field of banking in the
United States will inhibit the Congress from undertaking to displace all State
regulation of consumer credit. And Federal regulation which attempts to dis-
place different parts of local regulation, which is different in each State, Intro-
duces complexities and uncertainties.

Section 6 of S. 750 contains two provisions relevant to the mass of State
regulation. Subsection A of section 6 provides as follows:

"This Act shall not be construed to annul, or to exempt any creditor from
complying with, the laws of any State relating to the disclosure of information
in connection with credit transactions, except to the extent that such laus are
directly inconsistent with the provisions of this Act."

The difficulty with this subsection lies in the words "directly inconsistent." I
should find it somewhat difficult to state, for example, as to section 302 of the
New York personal property law which requires detailed disclosures in install-
inent contracts for the sale of motor vehicles, and section 402 of the New York
personal property law which requires similarly detailed disclosures in other
retail installment contracts, the extent to which section 6(a) would permit
these two sections to stand if S. 750 were enacted. I should find similar diffi-
culty under comparable legislation in various forms now in force in many other
States. A quick glance at the retail installment sales chart in the "Commerce
Clearing House Installment Credit Guide," page 1501 and following, suggests
the wide adoption of such legislation and its diversity-among the several States.

As one example of difficult Federal-State problems of construction, I refer
againto the law of New York. By section 414 of the New York personal prop-
erty law governing retail installment sales, willful violation carries a fine of
$500, and the same section provides for a civil recovery by the buyer of the
"credit service charge or service charge imposed," and also the amount of "any
delinquency, collection, extension, deferral, or refinance, charge." Willful vio-
lation under S. 750 would carry a penalty of $5,000 and imprisonment of a year
or both, which thus differs !'rom the-penal sanctions imposed by the law of
New York. Is this $5,000 flue and the Imprisonment "inconsistent with" the
New York provision? And would the Proposed Federal enactment undertake to
displace it? If so, I am not clear what criminal sanctions', if any, would then
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remain in a prosecution under the New York act. That Congress intended to
cumulate two crimes, though possible, seems doubtful.

Furthermore, the Federal civil liability for failure. to abide by any provision
of S. 750 is twice the finance charge, but not over $2,000; I suppose the Federal
rule, including its limit, wotild displace New York's. The penal provisions of
S. 750 are unconditionaly effective once the contract is signed; New York allows
the creditor an opportunity to reform a noncomplying contract, and then to en-
force it as if it had originally been consistent with the Installment sales law.
Under the New York personal property law sation 414(4) after the creditor has
notice from the buyer, he has 10 days to correct the contract to comply with the
retail installment sales law; correction by the creditor eliminates the New York
penalty. This provision seems probably inconsistent with the Federal act; sim-
ilar uncertainties would arise as to the effect of S. 750 on penalty clauses in
many other States.

Under section 6(b) of S. 750, the Federal Reserve Board may, if it so decides,
except from requirements of the act any class of transactions which It deter-
mines to be effectively regulated under the laws of any State so as to require
disclosure of the same information required under section 4 of the Federal en-
actment, A finance company undertaking to do business in a number of differ-
ent States seems obliged today in common prudence to familiarize itself In de-
tall with the laws of the several States, a difficult enough process which I have
merely outlined witi respect to the laws of New York; If S. 750 Is enacted, it
must then guess the self-executing effect of S. 750 on the provisions of each
State's laws. It would then have to investigate as to each State the presence
or absence of a Federal administrative dispensation under section 0(b) of S. 750.

The effect of S. 750 would not consist solely in making the law of financing
more difficult for businessmen to follow in planning future transactions than it
now is by thus superimposing an inconsistent layer of Federal law on the present
State regulations. A more disturbing effect can be the sudden emergence of
unexpected judicial constructions which may penalize millions of dollars of
contracts already in force. This has recently been Illustrated in Nebraska,
when the supreme court of that State held that the State's General Usury Act
applied also to retail installment sales, thus Invalidating a vast quantity of
existing retail installment credit. Retail credit and credit sales in Nebraska
are reported as somewhat chilled, and the Governor called an extraordinary ses-
sion of the legislature, among other purposes to attempt to devise some cor-
rective measure. If I were asked today by a finance company to advise on the
impact of S. 750 on the retail installment sales law of each State, I could not
do so without a long study of the legislation and decisions In effect in each-
a guess which a court later held to be wrong could have unpleasant results
for lenders or sellers. Most businessmen and financers gre respectable people
who do not seek to overreach their customers. Sudden penalties, like those in
Nebraska, fall on the Just and the unjust alike; under S. 750 the criminal penalty
is extremely heavy. I am uncertain what state of mind renders a man a "willful"
violator of the act or of an administrative regulation under section 7(c). If he
guesses wrongly as to the application of the Federal regulation to his act, is he
liable to a fine of $5,000 and a year in prison? I offer these observations without
overlooking the interests of buyers and other consumer debtors. Every exten-
sion of credit has two parties; the harder and more costly and doubtful we make
lending, the harder we make buying and borrowing.

The National Conference of Commissioners on Uniform State Laws now have
in hand a proposal to prepare a uniform or model act, comprehensive In its
terms, concerning all aspects of consumer credit, including retail installment
sales, small loans, and usury. I have great confidence in the conscientious care
and the technical proficiency of this body in the drafting of legislation. Like
most teachers concerned with commercial transactions, I have been much struck
by the work of that conference in the preparation, with the American Law In-
stitute, of the uniform commercial code, which has now been adopted by the
legislatures of 28 States. I hope that a comparable uniform act will emerge
from the work of the commissioners, and that it will be widely adopted, thus elim-
inating a great deal of the disparity which now obtains between the legislation
on this subject In the several States. However, pending that outcome, because of
the difficulty of determining the interrelation of the proposed Federal statute
with the diverse statutes now in effect in a large number of the several States,
and because of the complex state of the law which would result from a Federal
statute displacing part of the legislation of each State. I should prefer to see
the enactment of any Federal legislation await the study given to the whole
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situation by the commissioners on uniform State laws. The presence of State
regulation in most large commercial States suggests that hardship to the public
is for the present not widespread..

I suggest this deferment and further study without any failure to recognize
the necessity that this field be regulated and without any underlying objection to
Federal regulation in general. My suggestion arises out of the fact that this
field has already been very largely occupied by complicated State legislation,
which varies a good deal from State to State and to which the businessmen of
the several States are now accustoming themselves. I suggest to this com-
mittee the wisdom of deferring for the present the enactment of S. 750 and the
cooperation, by counsel for the Senate committee with the conference of com.
missioners to the end that there may be determined the necessity or nonnecessity
of Federal legislation in the presence of the uniform act to be drafted by the
conference of commissioners; and In any event that any Federal legislation
be coordinated with the proposed uniform act.

STATEMENT OF PROF. ROBERT BRAUCHER, ON BEHALF OF THE
NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM STATE
LAWS, BOSTON, MASS.

Professor BittucHER. Mr. Chairman, and Senators, I submitted a
statement at the time of the earlier hearing when you were in Boston,
and I stand by what is said in that statement. As I understand it,
it is not necessary for me to repeat what is said there, but I would like
to supplement it on a few minor points.

Senator BENNETr. It is understood that your statement will be put
in the record in full. (See p. 1043.)

Professor BRAUCHFR. I would like to expand a little bit upon my
qualifications -with respect to this subject. I refer to in my statement
to a proposed uniform retail installment sales act which was in prepa-
ration, or we were trying to prepare back 2 or 3 years ago. The Na-
tional Conference of Commissioners on Uniform State Laws is divided
into sections, and committees on various projects are assigned to par-
ticular sections. At that time, and now, I ain the chairman of what
is called section A. The committee charged with the Uniform Retail
Installment Sales Act was assigned to section A, and I participated
actively in the meetings of that committee and in their attempts to
draft a knowledgeable and workable Uniform Retail Installment Sales
Act in 1961.

We thought that we had a pretty good act so far as it dealt with the
hard core of standard installment sales, and most of the examples that
were given this morning, I think, dealt with this standard installment
sales type of transaction.

The automobile cases obviously we are all familiar with. We came
a cropper and postponed the project because of the fringe cases: We
got into trouble when we got into the department store revolving ac-
count situation, and I gather that the people that preparcd this bill,
S. 750, eventually had to put in special provisions for such plans. We
thought we could take care of that, but as we gof further into it we
found 'there were other things that we had to take care of. These
different types of credit are in fact competitive with each other, and
in one view they are all part, really, of a single industry: the small
loan business, the sales finance coin pany that does installment selling,
the department store revolving credit bank loan, credit unions, and
so forth. There has been a good deal of talk that what you need is
a consumer credit code that will comprehensively deal with the whole
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thing. "We have hopes that we will be able to achieve" that, but we
weren't ready to achieve it in 1961. We needed help on the economics
and on the details of how it would be worked out.

Mr. Malcolm will speak further on what has happened since then,
but I was'in the picture it that time and had some slight familiarity
with the subject. I should say that I have not made any special study
of this subject since then, except as it comes up regularly in teaching
the students at Harvard Law School about commercial transactions,
and I have not tried to work out all the effects of S. 750. 1 don't think
you have to do much in the way of studying it to see that it is ex-
tremely partial in the handling of the subject. It is comprehensive as
to the type of lending, but, it leaves out what we thought of as the
heart of effective legislation. It doesn't prohibit anything; it is all in
terms of disclosure; and the disclosure is rather limited.

You don't have the kind of detailed disclosure provisions that we
have in our Massachus-tts Installment Sales Act., or that you have in
almost every small loan-act. What you have is the simple idea that you
ought to have a simple percentage figure. Everybody has the super-
stition that 6 percent is the natural figure and thit if you pay more
you must be feebleminded. This bill, it seems to me, caters to that
kind of a notion.

At the same time, as my brother Sutherland has suggested, this
kind of legislation may turn out to supersede effective legislation,
because the Federal law prevails in the event of conflict. You may
end up with the Massachusetts law ceasing to be operative because
,ou have this inadequate substitute in the Federal statute. T'hat is a

basic proposition.
'The other point I really want to make has to do with the criminal

features of this act.. This gets us into the relation between the illegal
lender, the fly-by-night., the fraudulent operator-some of the people,
I think, that were talking this morning were talking about pretty
clear cases of lenders who were not respectable at all-the relation.
between those people and your banks and your respectable department
stores, finance companies, and the like. Here I go back again to the
studies that were made by the Russell Sage Foundation, now 40 or 50
years ago, and which resulted in the uniform small loan law which
has been enacted in a great many of the States. The basic thing that
they discovered after a lot of study was that you have got to give
breathing room to the legitimate lender; lie is the one that will drive
out the illegal lender, and trying to drive out the illegal lender by
writing laws on the books without providing some breathing room for
the legitimate lender to drive him out by competition is just a hope-
less task.

The way this works out in practice, as I understand it, is something
a number of people have testified to. When you come in with an ef-
fective small loan law, for example, in a State which hasn't got one,
who opposes it? Everybody is very pious about opposing it, but then
you see who they are, and they turnl out to be the illegal lenders. Just,
1 suppose, as a bootlegger w.uld oppose the repeal of prohibition. It
tends to put him out of business.

That is what you get into. Just to give you an illustration of the
problem and the upside-down quality of the whole thing, here in
Massachusetts we have administrative regulation in the fell f small

i09



TRUTH IN LENDING-1964

loans, and Mrs. O'Neil testified about it this morning. Under the
rules of the board, 2 percent per month can be charged on loans
under $200. If you talk to the people that do that kind of business,
they will tell you that is just on the ragged edge. There isn't much
room for competition, 2 percent a month on a loan tinder $200.
Maybe it pays expenses, and maybe it makes a little profit, or a little
loss. It is close, and I don't want to try to say which way it comes out.
Nevertheless, you have people that come in and say, "This is out-
rageous, and the legislature ought to take it away from the small loan
board, because the rate is too high. What we ought to do is to cut it
down to 2 percent or less." If you did do that, you simply would put
all the respectable people out of business in making that kind of a loan.
So far, happily, the Massachusetts Legislature has rejected those
efforts, and left the small loan board charged with the job of trying
to set rates that will actually make it possible for them to do business.

The CHAIRIrA-x. Are you opposed to State usury laws?
Professor BRAUCHER. Well, I don't have any very strong feeling

about it, Senator. I think they are not significant today. All the
problems we are talking about hiere, and everybody has been worried
about, almost all of them are with some exception to the State usury
laws. They are a hollow shell eaten tip by exceptions today.

The CHAIRMAN. Would you be opposed to maximum interest rate
on small loans?

Professor BRAUCIIEm No. I think that, is what it. is called for. I
think we ought to integrate the law. Small loans and installment
sales, revolving credit, credit unions, and all the rest ought to be sub-
jected to some kind of consistent regulation. One of the problems in
Nebraska is that, when the law regulated installment sales without
regulating competing types of lenders, the court said it was special
legislation and discriminatory.

The CHAIRMAN. Would you make this uniform rules across the
board?

Professor BRAUCIER. Well, I wouldn't like to sit here right now and
try to draw up the law.

* The CHAIRMAN. Because., you see, what you are getting yourself in
for is not for 11/2 or 18 percent but 21/2 percentt a month, 30 percent a
year, on less than $200.

Professor BRAUCHER. Let nm suggest this to you, Senator: soie-
place there is a breaking point. Ihe uniform'small loan law has
caught on around the country, and the rate runs from roughly 21/ to
31/ percent per month. At those rates, loans under $50 are not pos-
sible and people simply don't make legal loans- of less than $50. So
the result, is that a man who wants to have $50 until next. Thursday
has to borrow more. That is all he can do. This is a fact of life, and
there isn't anything you can do about the law tt change it. I don't
want, to beat this thing too hard. I want to point out that you must
leave room for the legal lender, and the legal credit man.

I did welit to speak for a minute about the suggestion that the
truth-in-lending bill or the Douglas bill, as it. is called, would some-
how put the illegal fenders out of business. I just don't believe that
can i sustained. It was said in connection with the recent Valachi
testimony in Washington on organized crime, that somehow this
Douglas bill would bring those activities out, in the open and put these
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men where they belong. If you start thinking about who these people
are and how they operate, I really think that notion doesn't. stand
up: suppose one of these thugs has some kind of firearms in his hands
and a 'customer" who doesn't want to take any loan at. all, but is re-
quired to take it or get shot; if the thug handed him a little slip say-
ing, "This loan Will cost you 730 percent per year," somehow that
would take all the evil out of the situation. That isn't. what I call a
sound way of going at a solution to those problems.

What I think you need there is the enforcement of existing law,
and you need even morc, and I come back to the thing I said before,
you need competition. You need the respectable lenders making the
money available at something a little closer to its cost, and I should

i herer, because this is a Federal bill that is proposed, that, one of the
places that used to be just a shame and disgrace on this whole problem
was the District r)f Columbia. I have tried to check to see whether
that has been fixed in the last few years, but I haven't been able to find
anything out, and I haven't been down in the District of Columbia
to see what you do if you want to make an illegal loan. The trouble
there is that the District of Columbia loan rate is something on the
order of 1 percent a month on loans under $200. Nobody can operate
on that basis, and the only loans made are illegal loans. They are
made by people who are not nice people, who don't pay any attention
to the law, and the way they collect the money is by breaking some-
body's arm.

The CHAIRMAN. May I say if you have instances of abuses in Wash-
ington, we will be very glad to consider them.

Professor BRAUCHER. Well, I -said, Senator, I have not been back
there. I was relying on what has been said b, J. Albert Woll, the
general counsel of the American Federation of Labor, and he was
writing in 1954. 'I have tried to find out. He said that there was in
the District of Columbia "a festering small loan problem," and I'
suspect it isprobably still true.

Senator i3 ENx-rr. Mr. Braucher, you can cross the Memorial
Bridge, or the Key Bridge in Virginia where they do have a reason-
able taw, and there you find legitimate finance companies operating,
but they can't cross the bridge the other way because of our District's
misury law, which is so low the companies can't exist on it.

Professor BRAucjIER. This is the point I was trying to make. In
1954, Mr. Woll of the AFL said there were 11 States and the District
of Columbia that were an outrage.

One last thing: I put in my statement a reference to the Harvard
Cooperative Society charging 730 percent interest. I want it under-
stood that I am a satisfied customer of the Harvard Cooperative So-
ciety

he CIAIMAN. I haven't had a chance to read your statement.
Did you say the Harvard Cooperative charges 730 percent?

Professor BRAUCIL. Roughly.
The CllIRMAN. Well, I think a professor of law is entitled to think

what percent he is paying, and even though it involves Harvard, I
think they should be prepared to tell the truth.

Professor BnAucERt. Senator, I couldn't care less.
The CHAIRMAN. But I care.
Professor BrAvcnmR. It is my money.
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The CIAIa2tAN. 'If a man wants to make a fool of himself, he can,
but I think he is entitled to make a--t .

Professor BRAucyiEiR. Senator I bought $85 worth of stuff at the
Harvard Cooperative Society. Yf I paid for it in cash, it would have
cost me $1.76 less last year. Now, whether that 170 cents was 10
or 48 or 730 percent depends on whether I bought my goods at the end
of the month or the beginning of the month, and I don't remember
when I bought them, but I don't care, and $1.70 is worth it for not
having to figure it out.. [Laughter.]

The CuinamI. ere you are a professor of law at what is sup-
posedly the finest law school in the country, and I imagine if you went
out in private practice you could make $200,000 a year; do you think
the average American has your ability and legal training and special-
izedinthis? '

Professor B u -Ustto
The CQAiR. i . Well, we are tryin-Q protect the average man.
Professyi aAuciim. Iamfyou Sen I think the notion of

havinD&gme legislation to protect the average man is a fine thing
ad opewe can wk cut e tion tdo t% but I am not sure

thiq,imple-interqst- i g is going tlo it. I gb, down to the bank
nI buy v.n car, ind mc credit* fairly good I go down and

Iisay, "Can ~ou finance~ this fr mof They say, "Yes, we will give
you a 6-percent" pla 11 nd--iy 'You lp ein 12 percent" and they
say, "It is really 11.3w lIt No , I1.44i" and the' says "Well of

cueo are tw ere for ulay I A to all ofthat I couldn't
rcare less.,' 0e0plai it tajny w - uind shd said, "Stp that." We

know hoWv mucih g go to Paf , and wetaro not being
cheated .p it at 1, or '1 or wht$ou have Qe pay on it, i
you want to do it.i\ y .. p n

Now, tjcould'a cash, t ia would be all righ, but this is a
onvemei, w.y, and o ,eriy'month and it is sort of self-
iisciline, but what th0 ple-i terest ratV s on it 6r is on the un-
pid balance in my, case inot what I gete;ecited abqut.

do heCHAIRMANW. I think you have %,'comfortabilT income. This
doe'b matter to-yop. Bit fo t poor ha)4/pressed, clerk who
doesn%.have the prestiW-oF-sala "from the No.' 1 university in the
count hat is more different. /

Pross1 on~a . Senator, I have fo children, and one of them
in college, and1do not have a lar lus. [Laughter.)

Well) I think t & 1v nee4to. say inorder to supple-
ment what has already been put in my stat t.. It is:inconstent
here. Itis very difficult. _ : I . -A

Senator Smpso1.. I take it from-your state iinut thatis true. -I find
it that way myself. The proponents of the bill seem to adopt the
theory that since every State legislature, including Massaohu9tts, has
rejected the simpl.rate gimmick, the Federal Government should
adopt it. I draw the opposite conclusion from that. -,What is your
conclusion",

Professor BMonmm. I thhik when you get a, standard, pattern of
State legislation along a particular line it tends to ieflee the com-
posite judgment of a lot of pretty ifttelligent people,: and I think you
ought to go slow before you say all the State.A that have done it "hav
done it wrong. Thatismygenerfltreacti.n.'

Senator SIM"soN. That is all.
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(Professor Bracliers prepared statement follow@ :) -:' "

STATEiLENT or tgoy. R6VsA1A3UWR'9k
I am Robert Braucher, professor of la', Harvard Law School, and have bee

teaching and writing in the field of contracts and commercial transactions for
more than 17 years.' I have done legislative work for. the Department of the
Air Force, for the NeW York Law RevisionCommission; and on the Uniform Coin-
mercial Code, which has now been enacted in 28 States.

Since 1954 i have been one of the three Massachusetts commissioner on uni-
form State laws,- appointed by both Republican and Democratic Governors
Since 1957 1 have been chairman of section A of the National Conference of
Commissioners on Uniform State LaWs, and from 1958 to 1961 one of the com-
mittees assigned to section A was the special" committee on a uniform retail
Installment sales act.

I appear today at the suggestion of Walter D. Malcolm, Esff,, of the Boston
bar, my colleague as a Massachusetts commissioner for 9 -years and now. the
president of the national conference. I have not been retained and am not being
compensated for my appearance here; my statements are my own, and not
necessarily those of any institution or organization.

I shall try to avoid repeating with others have said, and In particular will
not discuss the question whether legislation in the field of consumer credit should
be Federal or State. Rather I shall speak of the substance of- such legislation
as 1. 750 and of the objectives which can and should be served.. Although, I
am speaking in opposition to this particular bill, there is no doubt in my mind
that new legislation In the field of consumer credit Is needed and indeed is
probably inevitable. Moreover, I am in sympathy with two of the' purposes
which S. 750 seems to be trying to achieve; radical simplification of the pattern
of regulation, and greater public undei-standlng of the use and cost of consumer
credit.

Our effort to produce a unifonin retail Installment sales act was postponed In
1961 to await the results of a study by the American Bar Foundation. The rea-
son for the postponement was not any doubt as to. the nc,-d for legislation.. It
was rather a realization that we were dealing with only a part of a subject which
needed to be dealt with as a whole. And we needed more study to define the
scope of the broader subject and to fit the legislation to the complex variety
of credit practices in the different branches of the finance Industry.
S. 750 deals with the whole subject of consume: credit, and perhaps with morm

besides. But Its treatment is limited to one aspect, disclosure of terms, and it
omits many requirements usually found in disclosure statutes. If it had been
proposed as a uniform law, I am sure we would have rejected it as totally in-
adequate. It has none of the usual provisions forbidding a variety of unfair
contract clauses and enforcement practices,: no celing on rates, .no licensing
fNatures. Yet sectlonib raises the prospect that It might supersede StateP laws
which provide effective regulation. At the same time ;.-750 unnecessarily in-
terferes with existing practices which are fair and are well understood, by most
consumero, and It severely limits the flexibility of credit arrangementS.

Sense in the field -of consumer credit legislation begins With the work of the
Russell Sage Foundation In the field of small loans. -The first draft of a mbdern
small-loan law, was recommkaded, In 1910,.and during the, 1920'a modeaylenders
iq many States came out of the'alley and onto the streeL' .-in, 1938"-Wlliam
Green, president of tle -American Federation of Labor;said 1we have found that
it is only through -thoe enacment of-small-loan legislation simlAl- in character
to the! proposed and supported by the Russell-Sag6'FoundatIon that -wd can-even

wasmall d eg-e, help the rcttms of the small-loan eharkii and inake oVst6Is
for harassed laboring people to, "r loanasat a more reasonable cost/ 1 V -

The, basic principle of modern small-lomi legislation Is to reeo ze6the disliac
toq between the respectable lerider atrd the loan sahrk, and-'to prOvitde br6athing
room,.or the respectable lende,, 'T hat principle has worked- in the amal-14bi

ield, nnd sloce the 190's there bave been stccemsful egorts to etenil the priniollile
Into other aspects of consumer credit, -partcularly retail ln'stllmenit s les and
revolving Credit-plans., T e-leading companies In ihe -vartud brancheS of the

Quoted by-s. Aiber WIll ygetri coanel of t e,4ta V h~r'aw an t nttmoLoan Sbark Problems," 19 Law and Ceutetnporar7v robem 98. rb 164) ;~6*t1"su0bject Is discussed in two sr 64i 'amaiat~ jath~k"8 A ndCa
- iyProblems'11'1941in a T-engak~olt oa,~1 a aft~k Prcblems lO)



1044 TRUTH IN LENDING-1964

financing industry have cooperated in the legislative effort, apd the Commis-
sioners on Uniform State Laws hope to make progress in the same spirit. But
we will get nowhere if we forget the essential principle: We must rely on the
competition of responsible financial institutions as our first line of defense, and
must think of law enforcement as reinforcement rather than as sufficient in
itself.

The problem is illustrated by the situation in some 11 States and the District
of Columbia. According to J. Albert Woll, general counsel of the AFL, writing
in 195, no progress had been made in those jurisdictions. So far as I can dis-
cover, several of them still have what Mr. Woll called "a festering small-loan
problem. It is not that there is no legislation; each jurisdiction is fully equipped
with a usury law and most of them have small-loan laws carrying criminal
penalties. The trouble is that they fix a legal rate such as 1 percent per month
on loans under $200, and that rate is simply too low to permit respectable lenders
to operate. Illegal lenders fill the gap, and law enforcement is worse than
useless. Increased enforcement just drives up the illegal rates to cover the
risk of trouble with the law.

It Is said that $1,000 loans are often made on a basis which works out to 150
percent interest per year, that in some cases the rate has been 300 percent, in
one case 340 percent. On the basis of the recent Valachl testimony on organized
crime, there has been some suggestion that the enactment of S. 750 would some.
how bring these activities out in the open and give the Justice Department an
added handle by which they could put these men where they belong.' But the
men in question are not respectable people; they are murderers, thieves, and the
like. Everybody concerned knows that the loan Is illegal, and legal methods of
collection are not used. In many cases the so-called borrower is forced to take
a "loan" he does not want, and the whole transaction is a thin disguise for simple
extortion by threat of physical violence. In other cases the so-called lender is

* really a partner in a criminal venture. In any event, collection methods in-
clude the breaking borrower's arm if he does not pay.

It is hard to take seriously the suggestion that these transactions would some-
how be cleansed if the thug gave the victim a clear statement in writing that
the simple annual rate on the average outstanding unpaid balance is 300 per-
cent. Such lenders would ignore any such requirement. They are not likely
to be more frightened of a fine and a year In jail under . 750 than they are of
the existing heavier penalties for murder and robbery. I simply cannot brig
myself to the view that the way to wipe out organized crime in the United States
is to enact S. 750.

It is doubtful that S. 750 would be at all helpful with the:loan-shark problem.
There has long been a superstitutlon that when laws are not obeyed and not
enforced the appropriate remedy Is a new law and it drastic increase in penalties.
That superstition was exploded graphically a long time ago by the famous
drawing of pickpockets at work at the hanging of a pickpocket. But the super-
stition persists, and from time to time it comes out in political debate.

There is a similar superstition that lower ceilings on loan rates will wipe out
illegal lenders. Here in Massachmetts ceilings On small-loan rates are set by
an administrative board. The board has a tendency to set low ceilings, such as
2% percent a month on loans under $200, and there has been a real question
whether the ceilings fixed were high enough to allow competitive forces to work.
Nevertheless there was recently a move to abolish the board so that the legis-
lature could set still lower maximuin rates. Happily, the bill was unsuccessful;
but we were treated to the usual parade of horrible examples and to arguments
that lower ceilings would somehow put an end to-practices that were already
illegal. I was reminded of the efforts to control inflation tn'the early days of
World War II by talking pricm down. We used to call It "Jawbone-price con-
trol." Perhaps today we should speak of "Jawbone control of loan sharks."

It we turn to more respectable credit agencies, thetrouble tatbat S. 750 puts
them in a straitjacket. Others have testified better than I can to the conflict
between S. 750 and established practices, and to anticipated difficulties in coln-
pliance. I will give Just one example. I buy merchandise at the Harvard Co-
operative Society, Inc., and I get a patronage refund of 10 percent if I pay cash
or 8 percent if I charge the merchandise. Ordinarily I charge things and pay
at the end of the month. As I understand S. 70, that means that I pay 2-per-
cent finance charge on every, purchase. The simple annual rate on the average

* See Colivresslonal Record, Oct. 9, 1985, U.S. Senate, p. 18152; id., Oct. 28, 1963, U.S.
Senate, p. 19805.
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outstanding Unpaid balance depends on whether I boy early or late in the
month. If I buy in the middle of the month, I figure the annual rate Is 24, times
2 percent, or 48 percent; if I buy at the end of the month it may be 365 timei
2 percent, or 730 percent.

Two weeks ago I received my patronage refund for the last academic year,
and It was $0.79, on about $85 of purchases. If I had paid cash, I would have
received $1.70 more.' Under the bill, if the Harvard Co-op did not give me a
high enough percentage figure on any transaction, they would be liable to me
for $100 on each transaction. I do not know how many transactions there were,
but it might have been 20. That would make $2,000 for not telling me what a
tremendous percentage $1.70 was,

The penalty seems high to me. Under most usury laws, the penalty Is for-
feiture of part or all of the interest. In Nebraska and some other States the
principal balance Is not collectible, and there may possibly even be a right to
recover money already paid. If the small loan law Is violated, there may also
be suspension or revocation of a license and the licensee may be prosecuted
criminally. But I do not know of any law that would forfeit $100 for each $2a99
purchase and would threaten each salesgirl with a $5,000 fine and a year in Jail.
Such punishments do not fit the crime.

The penalties in S. 750 are inconsequential to Mr. Valachi's fronds; most of
them are going to Jail sooner or later anyway, and many of them are well
adjusted to prison life. But the same penalties can be quite awesomie to a sales-
girl in the Harvard Co-op. To be sure, the salesgirl is entitled to a court ruling
that her conduct violates the law, and to a jury trial as to whether the violation
was willful. For a first offense, she would not usually receive a maximum
sentence. But none of us would want to compute interest rates in reliance on
those safeguards. Do we really want to terrify the salesgirl?

One answer is that the salesgirl will not be frightened at all. She will know
that no prosecutor in his right mind would prosecute her. This may be true, but
it hardly lend% support to the proposal to enact the law. Unenforced and
unenforclble laws are a discredit to our Government.

My conclusion is that S. 750 does not supply the social engineering needed,
and that it may hamper sounder efforts. If the Federal Government is to get
into this field, It should do so with care. If it is to supersede State laws under
section 6, it should provide a substitute and not Introduce the festering loan-
shark problems of a few backward States into States which now have effective
regulation. If S. 750 Is enacted, it niay well become absolutely essential to go
further and cover the field adequately.

We are in the process of trying to work out sensible and effective improve-
ments in our credit laws through State legislation. Why not give us a chance
to reach a comprehensive solution? Meanwhile, although I realize It Is not the
province of this committee, would It not be well to suggest to the District of
Columbia Committee that Congress should put Its own house In order by raising
the small-loan rate in the Nation's Capital to a workable level before it tries to
prescribe for the whole Nation? But that committee should be warned that any
effort to raise the small-loan rate will be vigorously opposed by the loan sharks,
Including Mr. Valachi's friends, and that they will be surprisingly effective in
recruiting aelios.

Senator BlSNNErr. Ir. Malcolni.

STATE3ENMOiV WALTMJ D) KhALCOLM, PRESIDENT OF TE NA-
TIONAL (R==0C OF COXIlSSIONERS ON UNVoIN STATE

Afr. MAzX0JM. M. Chairman and members of the committee, Pro-
fessor Sutherland, Professor Braucher, and I filed with you state-
ments at the earlier hearing. You have had them' with you from that
timf to the present time. In view of the limited tihe, I am not going to
attempt to repeat all that was in my statement.

I think in yiew of one bit of testimony and one question that came
from the fluor this morning I will say in iespon se to the witness1 Mrs.
O'Neil that the Nat;-,ial donferenco 6f Comimissi6iers on Uhiforni
State laws, for whicn I am speaking this morning, ha§ been working



on this problem of sound consumer credit legislation for a number of

years.
The CHAIRMAN. How many years?
Mr. MACOLM. I should say directly for about 6 or 7 ears, and

indirectly in working in the general area, for 15 years. we consider

it to be an extremely difficult and complex subject. We are fearful
about what we may get into, but we are going to try.

The CHAIRMAN. H ave you made in this 15 years of effort, have
you made any recommendations for either State or Federal legisla-

tion ?
Mr. MALCOLM. No, we have not; we are about to.
The CHAMIRAN. About toI
Mr. M oALcoLm. Yes.
The CHAnmAw. How pregnant are you with the decision?
Mr. MALCOLM. About 82 months. [Laughter.]
The CHAIMAX. Can you guarantee this [Laughter.]
Mr. MALcOLM. Therefore, with humility and great concern as to the

future, we are going to try, and we are going to try promptly. We
have a target date for results. Consequently in a sense I am here on
behalf of an organization that desires to compete with you, sir, and the

Congress as to the method of going about this, and as to the solution
to be achieved.

Therefore, there is a possible alternative to the S. 750. It is on the
drawing boards, it is not completed, but efforts are being made and

Mr. MALCOLm. Finally, what should be the scope of consumer
What I would like to do this morning is to continue from the testi-

mony of Professor Sutherland and Professor Braucher and start
analyzing a few very deep fundamentals that are involved in this

legislation; to see whether or not you are proceeding on the right track,
whether you will benefit the country or whether you will injure the

v -.,, try because in the study that we have given and inthe experience
that we have had with respect to the general subject, there are some
fundamentals that give us great concern and need to be ,answered
soundly and correctly if you produce good legislation or in the alterna-

tive very unsound legislation.
At the outset, sir, and of major importance, is the question whether

this legislation should be in the Federal area or in the State area.
Professor Braucher considers that if S. 750 were enacted, it Would be
held constitutional by the Supreme Court.

Senator BENfET. Professor Sutherland.
Mr. MXALcoLv I meam Professor Sutlerland I would not think

of questioning Professor Suthr land's 6ncluso4ns on that; however,
there are certain facts, andthe fadts re that t6 dikfe thhi legi$itioii has
been dealt with exclusively at the State level-.> There -is io "question
about it, that preponderantly the transactions that are involved in
this type of question are local transactions, at least between the initiall
buyer and the initial Seller or between the borrower and the initial
lender. There is no question imy mind that if the Federal 'Govern-

ment moves into this field, either in toto, by preemption of the field,

or in part, as S. 750 is presently set up, you will move a very large

segment of American life under the control of the FederaIl overn-

ment, and you are making a very important shift in jurisdiction from
what it is at the present ime. Let us'be aware of that and Ican iow
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state that it is the best judgment of the organization for which, I speak
that this is unsound and undesirable and that the control of this field,
regardless of constitutionality, should be left in the State area. .1

The second fundamental .I would like to discuss is how good a job
the States are doing at the present time? There is a difference of opin-
ion on this question. There are many people that say the States are
doing an excellent job. There is no question they work diligently at
it. Every State of the 60 has at least 4 statutes on the books with re-
spect to consumer credit and some undoubtedly reach up to'8 or 10.
go they have been working at it and they have been aware of it., .

Perhaps, if there is any overall criticism that can be leveled at the
action of the States, it is that it is too complex, It is too diffuse and
there is too much of it. In my judgment, I subscribe to that view.
Every State has a whole series of statutes on the books, and I submit
that one of the problems that face the people that have testified this
morning, and, the many others that are with then, is the great dis-
parity in the types of legislation that exist. What are they? .Motor
vehicle acts, all goods acts, separate acts dealing with store, revolv-
ing accounts, small loans, check credit, industrial banks, credit life
insurance, second mortgage loans, pawn brokers, and general usury
statutes. It would seem to me that the sound method of approaching
this great task and this difficult problem is to simplify the problem.
Build on fundamental lines rules that will realistically help the con-
sumer but at the same time permit legitimate business to operate and
provide meaningful and effective penalties for deliberate violations.
Make rules simple. Preserve the protection to the consumer, but de-
crease the quantity of legislation, 50, 60 70 percent, perhaps more.
This is what the conference hopes to do. This is what, as a State orga-
nization, we are organized to do.

And how does S. 750 fit into this problem ? It leaves every State
statute on the books, and it imposes on top of this mass of State legis-
lation, this confusion, another layer of legislation at the Federal level,
some of which will be consistent with the State legislation, but some
of which will be inconsistent.

The CHAIRMAN. If I may I would not agree with the statement, it
imposes this on top; the bill doesn't set a ceiling, it creates a floor
above which States can build; it lays a minimum below which no
State can fall.. ..

Mr. MALCOLM. I am talking about legislation; I am not talking
about ceilings.

The CHArMMAN. I thought you talked about the term on top..
Mr. MALCOLM. Perhaps you- misunderstand me. Perhaps tho ges-

tures of my arms were poor. " ,.
The CITAIR rAN. I think your use of terms in spite of the greai legal

skills was somewhat inexact. I, .4 * , -

Mr. MALCOLM. In any event what S. 750 does ivprovide, for Federal
legislation in addition to State legislation. Professor Sutherland has
dealt with the conflicts between the two. Section 6, subparagraph (a),
actually produces the seeds of interminable litigation; and let's face it,
subparagraph (b) of section 6 delegates to an administrative arm' of
the Federal Government whether it is the Federal: Reserve Board or
Trade Commission may yet be undecided, but S. 750 delegates to one
or the other all the difficult questions that aro involved,: V -you are
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doing is just sweeping under the rug the problems that exist in this
situation, and passing it down to an administrative agency.

What, are the fundamental objectives of laws of the kind we are
discussing? What are the general methods that have been worked out
to meet these problems

There is a nice preamble in S. 750 that this legislation is to stabi.
lize the economy. Senator, you are realistic enough to know that the
real purpose of S. 750 is to aid people from overreaching by sup-
pliers of credit. The testimony that has been produced from 1960
to the present time points to that objective. That is what you are
shooting for, and let's recognize that.

Let's assume that decreasing overreaching is the real objective
of this legislation, and that this is a sound objective. I don't quar-
rel with it, but let's talk facts. What are the methods that have
been used to try and deal with this problem in the court of expe-
rience, which experience has been in the State legislatures and State
practice.

One method-natural laws of supply and demand and free com-
petition in the marketplace. Two, legislation that draws lines be-
tween prai-es of the legitimate lender and the practices of the
illegitimate lender or supplier of credit, and aids the former and
penalizes the latter. Disclosure statutes, statutes that impose nateceilings, statutes which fix rates, as public utility rates are being
fixed. I am not saying that this bill does that.

The CHAIRMAX. It only deals with disclosure.
Mr. MALCOLM. I am saying what methods of meeting this prob-

lem have been tested by experience. Then there are licensing stat-
ute.s. I submit, in spite of all the legislation on the books, the
method that meets the problem of overreaching better than any-
thing else is free competition in the marketplace and the play of
natural economic forces. But assuming that we do have legdisla-
tion, it is of great importance what fundamental method is to be
used to try and solve the problems we face.

What is S. 750? It picks ne of these methods, disclosure, and
it adds to it a new feature; namely, requirement of a single simple
annual rMe, plus a disclosure of dollars and cents, except in your
revolving accounts you do permit. the disclosure of dollars and cents
cost afterward. In general, S. 750 is a disclosure statute requir-
ing these things to be disclosed at the inception of each transac-
tion. Consequently, what you do is to select one of the techniques
that has been developed from experience-namely, disclosure-and
say, this is it. And then you pick out of the wind, out of the wide
blue yonder, a feature, a new aspect; namely, you add to this dis-
closure, the requirement of the simple annual rate to be disclosed
in each transaction at the inception of the transaction.

The TOAIRIAW. Well, I am not trying to interject an obligate
to your symphony, I simply say we are not picking this true an-
nual rate out of the deep blue yonder, it comes out of the strut-
ture of business life you use everywhere except in the field of re-
tail credit.

Mr. fALCOLm. You are adding to potential legislation an untried
theory sir, and you intend to legislate with respect to and ohtrol
a $60o billion or 200 billion segment of the econotny by An untri d
theory. .
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N:NhJv, let's proceed. We know how important this legislation is,
$60 Lillion, $200 billion, that is what you are regulating. From the
experience of the marketplace, the suppliers of credit and the users
of credit have worked, out a great many techniques as to how -to
move this credit; 15, 20, .30, a great many variations in the tech.
niques of sup ly ing credit in one way or another.

I have not ad the legislative experience that you have had, but I
have had some, and one thing that I have learned is that when a drafts-
man of legislation or a law produces legislation tat interferes seri-
ousl with established business routines, that draftsman is in serious
trouble, and the legislation is in serious trouble. .

I am moved by one experience which I saw opeNte; namely, in 1938
there was a problem in a certain section of the Bankruptcy Act. Some
of the wisest experts in that field drafted an ai-ndment of section
60(a) of the Bankruptcy Act, but just accidentally ,so phrased the
language of one sentence that they rendered vulnerable assignments
of accounts receivable which were just beginning to acquire. a volume
stabs at that time. Consequently, that one sentence (the danger to
accounts receivable financing was confirmed by a decision of the Su-
greme Court in 1943) required for its correction, legislation in 38
States and an amendment to the Bankruptcy Act in 1952.

Gentlemen, that experience will be insignificant compared to the
results of S. 750 on the techniques and routines that now handle the
supplying of credit. At a minimum, a majority of the firms and
rganzations that are functioning in this area will have to revise their

forms and adopt completely new routines and forms to comply with
S. 750. At a maximum, the results of S. 750 could even reach the
stage of producing a depression or something in the nature of a panic.

A fundamental problem that any sound legislation would have to
face is the relationship between usury legislation and the time-price
doctrine. That problem came to light very recently in Nebraska. It
pervades this whole general field. The fact is that the time-price
doctrine is something that evolved in the evolution of society, in the
evolution of law, to avoid the rigid ceilings of usury laws. I am glad
we agree, and yet the time-price doctrine is in large measure respon-
sible for the growth of installment selling.

The CHAIRMAN. I see we agee that legal subtlety was used under
the time-price doctrine to evade usury laws.

Mr. MALcoLm. I recognize that, and yet the time-price doctrine has
been sustained by the courts of approximately 48 States, and it is a
bulvark of the existing economic system.

My point is there is great merit in recognizing that fact and at-
tempting to do something about it realistically; but if you are going
to take away the time-price doctrine, then unless you are going to do
something very serious with the economy, you have to provide some
substitute for that doct rine.

S. 750 doesn't touch that problem.
The CHAIRMAN. We are neutral on that.
Mr. IL)OLM. Completely neutral. We agree you made no effort

to solve that fundamental problem.
Another difficulty another basic problem that is involved is what

do you include in inance charges? This is an old. chestnut in the
trade, in the State legislatures, and you/are beginning to dabble in it
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in S. 150. Do you cover this expense or that expense or do you leave
them oiO

Back in'the twenties when the Russell Sage Foundation met this
problem, they reached a particular solution, namely, the only way to
solve the problem and to avoid the unscrupulous lender padding his
return by charging x dollars for some expense which is away out of
line, is to include everything in the term "interest" or in-the "finance
charge." -That is one of thebasic principles of the Russell Sage Small
Loans Stattute enacted in the twenties.

However, if you apply that principle in other areas, you run into a
completely intolerable situation.

S. 750-on its face? is not limited to consumer transactions; it covers
the waterfront, business transactions of all types, and if you attempt
to apply that type of solution to business transactions, it is completely
intolerable. It is absurd to say that you have to include in the cost of
money or in the interest charge such things as the cost of moving
collateral- or storing collateral, the factoring charge for assuming
credit risk or auctioneers or brokerage charges is selling collateral. In
consumer cases it is equally unrealistic to ask that insurance charges
be included in the total finance charge but your legislation is doubtful
about that. You have one section that looks one way and another
section that looks another way on whether insurance charges are
included in the finance charges.

The CHAIRMAN. What kind of insurance charges?
Mr. MALCOLM. All types, credit life, automobile insurance, theft,

liability insurance. Your language is in section 3(3) namely, that the
term, 'finance charge" includes almost every type of charge incurred
in connection with and as incidental to the extension of credit."

The OHAIMRAN. I would say credit life insurance would be included,
but not liability, because liability is p rotection because of accident in
the car or the person, but credit life is designed to protect the lender
or seller against the possible death of borrower and buyer.

Mr. MALCOLM. I am glad that you are beginning to throw light on
that Senktor, because----

Te CHAiRMAN. We made this in the very beginning, I am sur-
prised 0u did not know it.

Mr. M[ALOOLN. I can certainly visualize that in the future the courts
will wrestle with this problem if S. 750 is-

The C AIRMAN. We have made it perfectly clear in the hearing, and
made it clear in the record, in debate, when it comes to it, and in the
reports of the committee.

Mr. MALCOLM. Then I suggest S. 750 requires a substantial amount
of additional work in that respect.

The CHAIRMAN. Well, we will make that clear in the report.
Mr. MALCOLM. Finallly, what should be ,he scope of consumer

credit legislation? In the States they have legislation that deals with
a wide variety of subjects based upon different functional types of
operation. It is our hope, and our desire and our expectation, that this
mass of State legislation can be greatly simplified, and we think the
situation cries out for simplification, and if you- begin to look as to
how you may simplify, we think there are ways to do it,..,

There is one major classificatioii, business loans on the one hand, and
consumer plans on the other. Direct your legislation to the couumer
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field, and free the business field from this type of legislation. If that
doesn't work, there is another standard (and this is economically and
practically sound) namely, the size of the loan 'or credit.

There are standards on which you can classify at the State level
rather than a law for motor vehicle financing, another for all goods
financing, another for cheek credit, and so forth and so forth. The
national conference intends to approach this problem along these line
and attempt to produce simplification rather than to complicate the
area more.

I regret that with what experience I have, which is limited, I can
only draw one conclusion with respect to S. 750. Assuming there are
problems that need correction-

The CHAIRMAN. You grant that?
Mr. MALCOLMr. Yes; In my judgment, the treatment of existing

problems by S. 750 is theoretical, uninformed and superficial. Instead
of reducing the existing confusion and uncertainty, .750 will increase
it, Instead of stabilizing the economy, in my humble judgment, almost
certainly S. 760 will seriously injure the economy; and the national
conference believes and recommends that Congress do not touch thislegislation.

The CHAIRAN . Have you formally taken action in this respect?
Mr. ALLCOLMr. We have been working on the problem and the matter

of my appearing before you has been submitted to our executive
committee.

The CLM.-IMAN. And they authorized you to say that you are
opposed to Federal legislation?

Mr. MALCOLm. They have authorized me to say that Federal legisla-
tion is undesirable at least nti the conference has had a reasonable
opportunity to develop uniform legislation on the State level.

The CHAIRMAN. This is in accordance with the authority you asked
in the October 28, 1963, letter in which you stated that this disclosure
of finance charges in terms of simple interest rates are simply
unworkable?

Mr. MAL coir. I don't know where; what year I
The CIIAIMAN. I have a letter which is apparently signed by you

on October 28 asking authorization to oppose the enactment of Federal
Etatute, and stating that a simple 'requirement of a simple annual
interest rate is unworkable.

(The letter follows:)
NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM. STATE LAWS,

Boston, Mass., October 28, 1963.
To the Members of the Executive Committee:

At the annual meeting In Chicago the executive committee voted to appoint
a special committee to draft legislation In the consumer credit field and to au-
thorize avd direct the executive director to start the preparation of a prospectus
and, subject to the approval Of thie president or the executive committee, to take
preliminary steps necessary to obtain financing and to organize such staff as may
be required to draft an act or acts in the field of retail installment sales, con-
tamer credit, small loans and usury.

The conference was originally requested by the Council of State Governments
In 1957 to draft legislation in the above area. With the rulings of the Internal
Revenue Service that contributions to the conference are deductible for Income,
Wtate and gift tax purposes, the research that has been performed by the Amer-
ican Bar Foundation and other groups, the decision of the conference to employ
In executive director and the aboe votes of the executlve'cQmmlttee-the con-
ference Is now in a position to move forward tggresslvely on this major project
Iad it my judgment should do so.
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On January 7, 1960, Senator Paul Douglas, of Illinois, Introduced in Oongress
a bill to require by Federal legislation the disclosure of finance charges in terms
of simple interest in connection with extensions of credit and similar bills have
been filed in subsequent sessions of Congress. The current bill is S. 750 of the
88th Congress. These bills have been generally referred to as the "Douglas bill"
and have been designated by Senator Douglas himself as the Truth in Lending
Act. These bills have been consistently opposed by substantially the entire lend-
ing and financing industry and other industries affected by this financing on
various grounds, the more important of which are that this entire field of legis-
lation should be left with the States rather than the Federal Government and
Senator Douglas' proposals for disclosure of finance charges in terms of simple
interest are simply unworkable.

In 1963, as in prior years, the Douglas bill was referred to the Committee on
Banking and Currency and in 1963 by a very close tote that committee voted to
hold four hearings on the bill Ir locations outside of Washington. Pursuant to
th'Js decision, hearings have been held recently in New York City, Pittsburgh, Pa.,
and Louisville, Ky. Recently it was announced that the fourth hearing will be
held in Boston, Mass., on November 22 and 23, 1963.

Assuming that regulatory legislation in the consumer credit area is necessary
and, in any event, exists In every one of the 50 States and in one form or another
Will certainly continue, it seems to me it Is a proper function of the conference to
oppose the enactment of Federal legislation In this field, at least until we have
pressed our pending project to a conclusion. Certainly the task of drafting sound
uniform State legislation would be made very much more difficult, if not com-
pletely Impossible, if Congress enacted the Douglas bill. The Douglas bill is now
at a crucial stage in its status before the Banking and Currency Committee and
If the conference project of drafting uniform State legislation is to be preserved,
it is certainly appropriate, and perhaps even necessary, that our position be stated
in the Boston hearing.

Because of the importance of this matter both to the country and to the con.
ference, this letter Is written to ask the approval of the executive committee to
my appearing on behalf of the conference at the hearing in Boston on November
22-23 to describe the present activity of the conference in this field and to oppose
the enactment of the Douglas bill or other Federal legislation in the same general
area, at least until the conference has had a reasonable opportunity to complete
the project on which It has embarked. In view of the limited time before the
scheduled Boston hearing, I would appreciate receiving replies from each member
of the executive committee as rapidly as possible after receipt of this letter.

I have discussed the advisability of my proposed appearance on behalf of the
conference at the Boston hearing with Commissioner Buerger of New York, the
chairman of the special committee; and with Commissioner Braucher of Massa-
chusetts, the chairman of section A. Both favor such appearance.

Sincerely yours,
WALTER D. MALCOLM, Pre~fdent.

Mr. fA LOLM. I sent out that letter, and I received replies from 15
of the 16, I think it is approximately that number of members, of the
executive committee, a pp roving my appearance and acting within the
scope of that letter, andI thinkI am so doing.

The CHARMAN. Well, that is what I want to make clear so the
Conference on Uniform State Laws opposes the enactment of Federallegislation I"Mr. MA~orm. Yes, sir.

The CHARMAN. Joining, therefore, with the American Bar Associ-
ation?

Mr. MALCOLm. No.
The CHAUMAN. I mean, this is the attitude of the American Bar

Association, too.
Mr. MALCOLM. Oh, no.
The CHARMAN. Yes, it is.
Mr. MALCOLm. I am not speaking for the American Bar.
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The CHAIRMAN. I know, but this is also the attitude of the American
Bar Association.

Mr. MALCOLM. Thank you.
The CHAIRMAN. Yes, .1 tried to strengthen your case; it is also the

position of the U.S. Chamber of Commerce, and it is the position of the
National Association of Manufacturers, of which my dear colleague
was once president.

Senator B.ENNETT. He never lets a chance go by for that to get in the
record. [Laughter.]

The CHAIR.MAx. No, no. Also the position of the National Retail
merchants Association, the National Fimancers Cos., and the American

Bankers Association.
Mr. MALcoLu. That concludes my remarks, gentlemen.
Senator BENNEr. Senator?
Senator SimsoN. Mr. Chairman, Mr. Malcolm, I read your state-

ments, and I read that of Professors Sutherland and Braucher, and
I was quite impressed, because up to this hearing as far as my experi-
ence in the U.S. Senate goes, and on this committee, we really lacked
a thoroughgoing legal analysis of S. 760, and that deficiency certainly
has been corrected by you gentlemen today, and I want to compliment
you on your statements. You haven't scoffed at anyone else s state-
ment today. I am sure you listened to these horror stories and these
are stories that were performed by cheats and swindlers who should
be taken care of by the State laws if they used the proper approach to
do it.

I made other observations in connection with your testimony, and
the other two gentlemen and I want to again reiterate that you have
done a masterful and helpful job to the committee, and I am sure the
members appreciate it, and the members of the full committee appreci-
ate it.

Mwr. Chairman, I am not going to go into the statements that I have
here, some of which are repetitious, as to that contained in the statd-
ments of these three distinguished gentlemen, except to ask the chair-
man, may I put these comments in the record ?

The CHAIRMAN. Certainly.
Senator SiuPsoN. Mr. Chairman, I wonder if you would wait a

moment until Senator Bennett comes back. Would it be agreeable
to the chairman if he wanted to pose additional questions to these
gentlemen, to insert those in the record within a reasonable period
of time?

The CHAIRMAN. Certainly.
Senator SrIoN. Thank you very much. (See p. 1298 ff.)
Senator SImpsoN. Mr. Malcolm, you were waving something there?
Mr. MALCOLm. Our conference has recently completed a publication

about the nature of our org,-nization, and since they are available, I
would like to offer them to the committee.

The CHAIRMAN. For insertion in the record?
Mr. MALCOLM. Yes.
The CHAi31AN. That will be done.
Mr. M'ALCOLM. They are relatively short.
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(The publication follows:)

THE NATIONAL CONFERENCE OF Com MrssiONEs ON UNIFORM STATE LAWS,

OFOIQERS OF THE CON-FENORF 1963-84

President: Walter D. Malcolm, 1 Federal Street, Boston, Mass.
Vice president: Maurice H. Merrill, University of Oklahoma Law School, Nor-

man, Okla.
Treasurer: Talbot Rain, Republic National Bank Building, Dallas, Tex.
Secretary: Joseph McKeown, American Building, Coos Bay, Oreg.
Chairman, executive committee: William A. McKenzie, 1616 Fifth Third Bank

Building, Cincinnati, Ohio.
PURPOSE

The National Conference of Commissioners on Uniform State Laws is the
national organization of the State commissioners appointed by the Governor of
each State, the District of Columbia, and Puerto Rico to promote uniformity in
State law on all subjects where uniformity Is desirable and practicable. Through
the conference, the commissioners participate in drafting specific acts, and from
the conference the commissioners on uniform State laws of each State obtain
help in their endeavor to secure the enactment by ordinary legislative procedures
of identical acts in each State so that uniformity can be achieved.

HISTORY

With the development of rapid transportation and communication the States
have become Increasingly interdependent socially and economically so that a
single transaction may cross many State lines and Involve citizens in many
States. A confusion of laws among the several States may present In some fields
a deterrent to the free flow of goods, credit, services, and persons between the
States; restrain full economic and social development; and generate pressures
for Federal intervention to compel uniformity. The conference, one of the oldest
of State organizations designed to encourage interstate cooperation, was or-
ganized in 1892 to promote uniformity by voluntary action of each State govern-
ment. The first act drafted and approved by the conference before the turn
of the century, the uniform negotiable Instruments law, concerned checks and
other negotiable instruments and was adopted in all jurisdictions. Other older
uniform acts drafted and approved by the conference with, the date of promulga-
tion and number of jurisdictions enacting were

Date promulgated Act Number of
Ienactments

08 ........................... Warebouse receipts ............................ ... 21906 ........................... Sales ........................................:: I V
1909 ........................... Bills of lading ............................................. I
1W9 ........................... Stock transfers ............................................ R1
1914 ........................... Partnership ............................................... I 40

In almost 75 years of existence the conference has drafted over 200 uniform
laws, many of which have been widely enacted. -Among the subjects on which
it has drafted acts are the attendance of Witnesses from without the State;
criminal extradition proceedings; the establishment of common trust funds;
reciprocal enforcement of support; simultaneous deoth photographic copies as
evidence; gifts to minors; simplification of fiduciary security transfers; and
commercial transactions generally. The last major commercial act promul-
gated, the Uniform Commercial Code, is probably the greatest single achieve-
ment of the conference since it consolidates and modernizes a number of earlier
uniform acts and simplifies and expedites interstate commerce generally with-
out the Intervention of any Federal act.

While the work of the conference has grown over the years its staff In its
office in the American Bar Center In Chicago Is small. The primary basis of
its effectiveness has been the active and dedicated participation of the State
commissioners appointed by the chilf executive of each of the States. The
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conference is a working organization. Commissioner themselves draft many
acts; they discuss, consider, and amend drafts of others; they decide whether
to recommend an act as a uniform act and they endeavor to procure the enact-
metn of a uniform act, once it has been promulgated by the conference, in their
own State legislatures.

ORGANIZATION

The national conference is composed of commissioners on uniform State laws
from each State, usually three in number. In addition, the principal officer of
the State agency, such as a legislative reference bureau, charged with respon-
sibility of drafting legislation for the legislature and executive is an associate
member of the conference. The Governors of the States have appointed lawyers,
judges, and law school professors as commissioners. While the usual term is
3 years, it is common practice for Governors to reappoint, without regard to
their political affiliation, commissioners who have actively participated in the
work of the conference. If a commissioner has served by official appointment
for 20 or more years he may become a life member.

FINANCIAL SUPPORT

The conference actually is a State organization. In addition to the appoint-
ment of commissioners by Governors, the major part of the financial support
of the conference comes from State appropriations. The expenses of the con-
ference are apportioned among the States upon the basis of their relative size
and financial abilities. No State appropriates more than $10,000 for the support
of the conference. Individual commissioners receive no salary or compensation
and in many case they pay their own expenses to attend the annual conference.
The American Bar Association also makes a yearly contribution to the con-
duct of conference business. Where a proposed uniform act requires extensive
research, expert draftsmen working ol a sustained basis, and numerous meet-
ings of advisers, the conference has sought financial help from foundations and
other public-spirited persons and groups. Because the conference is composed
of commissioners designated by the States, prepares uniform acts for States
and is supported by States, contributions to the conference are tax exempt as
contributions to State government or organizations of State government.

PROCEDURE ON DRAFTING LEGISLATION

The conference meets annually to consider drafts of proposed uniform legis-
latlon. Proposals that uniform acts be drafted received from many sources
are referred to a committee on scope and program which makes an investiga-
tion, sometimes hears interested parties, and reports to the conference whether
the subject is one upon which it Is desirable and feasible to draft a uniform
law. If the conference decides to take up a subject, a special committee of
State commissioners is appointed to prepare a draft of an act. Frequently
the draft considered by the committee Is prepared by a commissioner but for
some of the longer and more complicated acts "t has been customary to secure
the help of an expert draftsman. Tentative drafts are not submitted to the
conference until they have received extensive committee consideration. . A draft
act submitted to the whole conference must be discussed and considered section
by section by at least two annual meetings before the conference may decide
by a vote of States whether to promulgate the draft as a uniform act. Each
State is entitled to one vote and an act is not promulgated until a majority of
the States represented at an annual meeting and at least 20 of the 50 have
approved the draft. In addition, each uniform act is submitted for approval
to the house of delegates of the American Bar Association. But long before
this final action of the American Bar Association, the drafting committees of
the commissioners have established liaison with the American Bar Association
through the appropriate committees and sections of that organization. In a
real sense the commissioners on uniform State laws are not only the expert
draftsmen of the State governments but also of the American Bar Association.

NONPARTISAN OROANIZA'ION FOB LAW BErERMENT

The organizational and operational plan of the conference makes its nonpar.
tisan nature self-evident. While the State commissioners are obligated to
endeavor to obtain passage of uniform acts they have no special interest to
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represent. The conference provides each State commissioner with reprints of
the uniform acts and information which the commissioner may need in explaining
the proposed act to the legislature and public of his State.

The commissioners also work for betterment of State law in other ways.
The conference sometimes drafts model acts on subjects which do not directly
affect relationship among the States but which involve problems common to
many if not all of the States. In cooperation with the Council of State Govern-
ments the conference sometimes uses its expert drafting abilities to draft model
legislation for this agency of State governments. Sometimes it drafts model
legislation on subjects where State legislation could help implement international
treaties of the United States or where world uniformity would be desirable.

PUBLICATIONS

In addition to publishing the drafts of proposed uniform and model acts and
explanations of these acts, the conference issues annually a Handbook of the
National Conference of Commissioners on Uniform State Laws which contains
the proceedings of the annual conference and basic statistical data about the
various uniform and model acts promulgated by the commissioners including
a list of the States which have adopted them.

The conference is thus a State law agency working for betterment of State
law through voluntary action.

,Iotne uniform acts currently offered by notional conference 1

Year prommulgated Act Number of
enactmenats

1931 ..................... To secure attendance of out-of-State witnees --- ------------------- 48
1932 ..................... Narcotic drug -------------------------------------------------- 49
1938 ------------------- Criminal extradition ------------------------------------------- 43
1936 ------------------ Business records as evidence .................................... 24
1936 ------------------ Judicial notice of foreign law ........-------------------------- 2
1938 ..................... Common trust fund ----------------------------------------- 33
1940 ..................... Simultaneous death -------------------------------------------- 47
1949--------------. Photographic copies as evidence ................................. 36
190----------------- Reciprocal enforcement of support ----------------------...... -I
196- ..................... Securities (State blue sky) ----------------------------------- 17
1956--------------. Gifts to minors --------------------------------------------- - -47
1957 ------------------ Uniform Commercial Code ------------------------------------- 28
198..................... Simplification of fiduciary securities transfers .................... 36

A complete list of the acts and their status can be found in the annual Handbook of the National Coo-
ference of Commissioners on Uniform State Laws. Reprints of particular acts may be obtained from the
conference office.

The conference's staff (headquarters office, 1155 East 60th Street) : Executive
director; Allison Dunham; executive secretary, Frances D. Jones.

The CHAIRMAN. If you wait just a minute. This will not be taken
out of the time of the opponents. [Laughter.]

Senator BF.Nmrw. Excuse me, Mr. Chairman.
The CHAmRmAN. Senator I
Senator BENNErr. I would just like to thank these three gentlemen

for coming here today. I think they have filled a void in the record,
because we have been discussing this problem entirely as though it
were a financial one or a mathematical one. Today you have pointed
out the legal problems, and as I understand- your Anal request, Mr.
Malcolm, it is that action be delayed on this bill until you have--you,
I mean the Commission on Uniform State Laws-have an opportunity
to suggest a comprehensive solution for the problem which will coil-
ceivably, use means other than the declaration of a simple annual rate
as the basis for legislation in the area?

Mr. IALCOL-m. That is correct. It is conceivable we will fail, and
not produce anything, because we consider the problem to be of great
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magnitude. However, give us an opportunity.. If we do fail, then
Congress can always move at any time, but within a matter in our
estimate of 3 years, we think we can answer this problem one way or the
other.

Senator BzNNr. Is it also true the American Bar Foundation is
studying the same problem I What is your relationship to that study?

Mr. MALCOLM. We asked for the study. We are cooperating closely
with them. They are supplying ome material to us, but in the active
stages that we anticipate will now take place, it will be t ho conference
that will be drafting the legislation.

(The prospectus and progress of the American Bar Foundation
study begin on p. 1543 ff.)

Senator BENNErr. I have no other comment at this monmnt.
The CRAIRIAN. Thank you. Since in a nense these matters are be-

ing tried before the court of public opinion in the immediate present
and not in the ultimate future, I have two sets of comments Iwould
like to make, and if I take more time this morning, it will be understood
it will be deducted in time this afternoon.

I want to say these three gentlemen are very able, and we appreciate
their coming, but as I listen to their objections they seem to me to be
the same objections which have been a advanced many times before in
connection with other legislation. That the legislation is not needed
or that this is a matter for State action. It might be that Dr. Har-
vey Willis' fight for the pure food and drug law which Theodore
Roosevelt put over in 1906 in opposition to the producers of food and
processors of drugs; and it is the same argument I have heard in
1934 when the SEC was brought up by Mr. Richard Whitney) and
then president of the New York Stock Exchange testified this was not
needed and should be left in State hands if at all, and that if it were in-
cluded, that it would ruin the securities business. I happen to have
proposed in 1934 labeling for textile products and for furs in connec-
tion with National Industrial Recovery Administration codes, and th
same objections then; but these were finally put into effect a few years
ago, and it seems to work well.

The same objections were advanced tor the disclosure for the pro-
ponents of the price of automobiles, and this went into effect. too, and it
has gone quite well. In other words, these hobgoblins have been raised
many times in the past, and on close examination they turn out to be
pumpkins rather than hand grenades.

The final comment I want to make is that I think my good friend
and Mr. Braucher have minimized the period of gestation through
which the National Conference on Uniform Codes goes through. He
said 81 , months. I hold here in my hand an article from the Notre
Dame Lawyer for August 1963, and I read the passage from page 578
which says when the Uniform Commercial Code was first proposed the
drafters considered incorporating credit disclosure requirements
within this provision, section 90256. The act contains extensive dis-
closure requirements not unlike those found in most State's statutes,
but on January 14, 1951, the council voted to delete this section and
the executive secretary of the editorial board agreed. So this is 13
years ago, January 14. Let's see, today is the Ith isn't it, and we
are 3 days away from 13 years where they first considered this matter
and then dismissed it.
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Now, our good friend comes before us and first he says 81h_ months,
and now he says 3 years. I want to say 1 think the period of gestation
of development is something like 13 years, and it has already exceeded
the gestation period of an elephant. [Laughter.] And I want to
saythat I think this is the slowest moving body on record. [Laughter.]

Senator Brwz;=-. Do you want to make a comment, Mr. MalcolmI
[Laughter.]

Mr. MALCOLm. I take it, Senator, that obviously there is a slight
degree of confusion between you and myself as to what period of
gestation we are talking about. The inquiry that I thought you made
to me was how rapidly were we about to make a decision gs to
whether this problem should be handled on the State level rather than
the Federal level. Having in mind what I expected to say, in 10
minutes, I thought that I might safely estimate 81 months. How.
ever, as to working on the problem of consumer credit legislation
you are entirely right. In the drafting of the uniform commercial
code, I should say 4 years were spent in trying to include a section
on consumer credit legislation and disclosure. We did move slowly
and we wisely moved slowly at that time, and we have moved slowly
since, and I regret doing so, but at least we recognize how difficult the
problem is, and frankly, I don't think all the members of this com.
mittee do.

Senator BNi4mI-. Mr. Chairman, we have been in a number of
hearings. It occurred again this morning. W hen a serious question
is raised, you have an interesting technique, you turn to the man
who raised the question and say, won't you help me, won't you come
in and help me draft this legislation; but you have never suggested '
single word of change in your legislation except for the revolving
credit, and that was the result of the pounding of the facts that were
developed in these hearings. So, when these people are taking a long
time, you are leaving us this morning with the idea that you are
going to ask Professor Sutherland to help you improve your legis:
lation, and that may take a little while.

The CHAMMAr. Well, I not only say that I am going to ask his
cooperation, but I do hereby ask. it.

Professor SUMEMAND. I would be glad to give any cooperationany time.ThoCIIaI ^R.NA. And we will pay your expenses down to Wash-

ington to consult.
Senator SIMPsoN. May I observe, Mr. Chairman, this committee

is on its fifth year in this.
The CHAI MAN. We could have done it much more quickly if it

hadn't been for the opposition from my brother. [Laughter.]
Senator SImPsoN. That points up the differences of the philosophy

of the liberal who believes in strong Federal control, and the conserva-
tive like myself, believing in local control and responsibility.

(Mr. Malcolm's prepared statement follows:)

STATEMENT Oi WALTha D. MAwLoLM

Mr. Chairman and members of the committee, my name is Walter D. Malcolm.
I am a practicing attorney in Boston, Mass., but I appear before you today U
one of the Massachusetts .Commissioners on Uniform State Laws and also 03
president of the National Coiferevce of Commissioners on Uniform State LAi
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* Before I address myself to the subject matter of this hearing, S. 750 of the
88th Congress, I think you are entitled to know the background from which I
approach the legislation you are considering. The law firm of which I am a
member has been general counsel to the First National Bank of Boston for 60
or more years. In the more than 34 years in which I have been practicing
I have spent most, of'my time on bank matters. During this period I have
drafted the original, basic legal papers for the direct automobile financing
program our bank client has used for close to 20 years. I also drafted the basic
legal papers for the first check.-credit program, which program was originated
by our bank client and which legal papers, I believe, provided a model for sub-
stantially identical check-credit programs that have now been installed by more
than 200 banks throughout the United States. I have set up a half dozen pro-
grams for the purchase of department store installment and revolving accounts
by one or more banks Involving up to $50 million of accounts outstanding at any
one time. I have followed, on behalf of our bank client, proposed small loans,
sales finance and usury legislation in Massachusetts for 25 or more years. 'In
these roles I functioned as an attorney on behalf of the clients for whom I was
acting and received compensation for services rendered.

However, since 1940 I have spent a very substantial amount of time in various
pro bone publico capacities involving no compensation of any kind other than
reimbursement for out-of-pocket expenses. Since 1946, 1 have played an active
part in the drafting and promulgation' of the uniform commercial code, which
legislation may well be the longest and most important single piece of legis-
lation enacted either by any State legislature or by the Congress. That code
has now been enacted by the legislatures of 28 States and is currently pending
before the Congress for enactment for the District of Columbia. Since 1954 I
have been a Massachusetts commissioner on uniform State laws and a member
of the National Conference of Commissioners on Uniform State Laws. I have
served on the executive committee of that body since 1957; I served on the
executive committee of that body since 1957; 1 served as chairman of the execu-
tive committee from 1901 to 1963; and I am currently the president of the
national conference., I am appearing before you today in the latter capacity
with the knowledge and approval of the executive committee.

In the possible event that you are not familiar with the National Conference
of Commissioners on Uniform State Laws, may I briefly describe it to you. By
statutes in each of the 50 States provision is made for appointment by the
Governor of the State of commissioners on uniform State laws. There are an
average of three commissioners for each State The commissioners of the
several States are organized on a national basis In a national conference. The'
functions of the individual commissioners and the national conference is to
draft and promulgate uniform legislation for adoption at the State level where
legislation of this type Is necessary or desirable. The national conference has
been in existence since 1892 and has a very considerable record of accom-
plLshment. During this period it has drafted and promulgated in excess of
200 uniform or model acts, a few of which acts have been enacted by all or
substantially all of the States. In Massachusetts approximately 40 uniform
acts promulgated by the national conference have been enacted and I think
that this record is reasonably typical of the legislatures of the other States. The
most important act drafted and promulgated by the national conference (in
this case In collaboration with the American Law Institute) Is the uniform
commercial code.

The subject of legislation in the consumer credit area is not a novel one to
the national conference. Article 9 of the uniform commercial code deals with
Secured transactions in personal property and during the period from 1946 to
195l there were included in several drafts of article 9 a single section providing
for disclosure of finance and related charges In secured transactions. However,
this section was ultimately eliminated from the code because of the conclusion
of the draftsmen and the sponsoring organizations that the subject matter was
too complex, difficult, and controversial to be included in a massive statute
codifying the entire commercial law.

Again, in 1057, the Council of State Governments submitted a request to the
flational conference to draft comprehensive legislation in the field of retail in-
stallment sales. In response to this request, a special committee of the con-
ference was appointed eP-! In 1959 prepared and gave limited circulation to a
proposed Uniform Petal. rmtallment Sales Act. However, in the study given
to this particular act the decision was ultimately made by the fxecutlve commit.
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tee of the conference that this entire subject was so extremely complex and
difficult, had assumed such a major position In the total economic and social
life of the country and had such an important bearing on the future of the
country that it should not be undertaken except on a basis of considering all
aspects of retail Installment sales, consumer credit, small loans and usury and
only after research and study in great depth and the organization of a special
staff with adequate financing to conduct the research and do the drafting. To
implement this decision in 1961 the American Bar Foundation of the American
Bar Association was requested to organize and arrange for a research project
with respect to the economic, sociological, legal, and other aspects of consumer
credit, small loans and usury and some (although a limited amount) of progress
has been made on that study.

More recently the national conference itself has strengthened its position
to deal with major projects such as consumer credit legislation. During the
past year It has obtained rulings from the Internal Revenue Service to the
effect that it Is, in fact, an organization of the State governments so that con-
tributions to it are deductible for income, estate, and gift tax purposes. These
rulings open the door to the possibility of the national conference obtaining
substantial and adequate financing from foundations, Industries, and private
persons for projects it might undertake. Contemplating major projects of this
kind the national conference at its meeting in Chicago in August 1963 voted for
the first time to employ an executive director, one of whose functions would
be to obtain financing for major projects, organize special staffs and assist in the
development and completion of the drafting of major uniform acts. Prof. Alli.
son Dunham, of the University of Chicago Law School, has been engaged as out
first executive director and under the direction of a committee appointed for
the purpose is presently engaged In preparing a prospectus, conferring with
foundations and representatives of industry with respect to possible financing
and conferring with possible members of a special staff to actually start the
drafting of legislation. Under the present plans the leaders and key members
of this staff would be a two-man team consisting of a topflight economist and a
similarly qualified reporter and draftsman almost certainly drawn from some
law school faculty. In addition to the committee of the conference to wt-om the
staff would report and, following procedures used in drafting the uniform
commercial code, an advisory committee would be invited to serve, which com-
mittee would be composed of qualified persons who might be expected to repre-
sent consumers and the public in general and also different segments of the
consumer credit industry. If and when drafts of legislation are ultimately
prepared, they will be considered and reviewed and fitially acted upon by the
national conference itself under its usual procedures.

Since the national conference is at the threshold of drafting uniform legisla.
tion in the consumer credit area, of course, I cannot say now what form this
legislation will take. However, I think It Is proper to state some of the very
difficult problems we see in this area, which problems we feel must be openV
faced and dealt with In any sound legislation on the subject, and then measure
the quality and wisdom of S. 750 against these same problems. I think you will
appreciate as I proceed that the problems I discuss are of a very fundamental
nature, the solution of which will not only affect the entire field of consumer
credit but also, I submit, the future of the country as a whole.

1. At the outset and of major importance Is the question whether leglslatlk
in this field should be at the Federal or State level. Regardless of what tbi
Supreme Court may ultimately say as to whether-there is a proper constitutoa
base for S. 750, the fact is that heretofore legislation in this area has been al
the State level; the great mass of transactions' that would be affected are pre
ponderantly local In nature, at least so far as the original teller and buyer al
the original lender and borrower are concerned Ahe subject matter of the bil
materially affects a tremendously Important part of American life, which phO
heretofore has been controlled by State law; and if S. 750 is enacted In any forn
there can only result a very substantial shift In the balance of power between
Federal and State Jurisdiction. Federal power and control, by this one bWD
would receive, in terms of the life of the country, several years immediate
growth.

There Is no doubt that at least until all reasonable opportunities to soT
consumer credit problems at the State level have been tried,'and failed, tN
national conference considers S. 750 completely. unsound on this fundament
issue. We do not think Congress should enter this field at this time In ai
form or manner whatsoever.
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2. If we next consider how effectively the several States have dealt with the
problems S. 750 seeks to correct, there are many who believe the States have
dealt adequately with these problems. Certainly the States are fully aware of
them and have legislated extensively in the field. Every'State In the Union has'
3 or 4 statutes on the subject and some have as many as 10 or 12.

If any overall criticism can be leveled at State legislation In this general area,
perhaps the most sound is that it Is too diverse and complex and there Is too
much of it. I personally think this is the case. I

Take, for example, New York. New York has a Motor Vehicle Retail Install-
ment Sales Act with discount ceilings of $7, $10 and $18 per $100 on new,
slightly used, and older cars; an All Goods Retail Installment Sales Act With
discount ceilings of $10 and $8 per $100 on smaller and larger transactions; a'
Small Loans Act with ceilings of 2% and 2, and three-fourthS of 1 percent per
month based on-the size of the transaction; special statutes for baUks of st ledit'
three different varieties; special statutes for private bankers, industrial banks
and securities dealers; a general usury statute with a ceiling of 6 percent but with'
numerous exemptions from its provisions. In fact, there are so many exemptions
from the General Usury Act and so much special legislation, the usury statute
has become largely a paper tiger but still one that in odd or freakish situations
can produce very startling results. In greater or less degree other State,
similarly have their potpourri of legislation but in no two States are the sub-
jects covered or the rates prescribed the same.

Social engineering would seem to indicate that the sound thing to do is to
simplify vastly this proliferation of State legislation. Build on fundamental
lines rules that will realistically help the consumer but at the same time permit
legitimate business to operate and provide meaningful and effective penalties
for deliberate violation. Make rules as simple as possible. Preserve the pro'
tection to the consumer but decrease the quantity of legislation by 50, 60, 70 per-
cent, or even more. This is what the national conference hopes to do. This is
what it was organized to do.

And how does S. 750 fit into this massive problem? It leaves every State
statute exactly as it Is; it leaves intact this heterogeneous mass of State legis-
lation; and it imposes on top of it a completely new layer of Federal legis-
lation that will increase the existing confusion materially, if not make it unbear-
able. Section 6 of S. 750 attempts to deal with the potential overlapping of Fed-
eral and State Jurisdictions but as Professor Sutherland has pointed out, sub-'
paragraph (a) contains the seeds of interminable litigation and subparagraph
(b) delegates to an administrative arm of the Federal Government (as does
also sec. 5) powers and problems so vast as to overwhelm. This Is nothing more
than sweeping under the rug problems the draftsmen of S. 750 recognize they
cannot solve.

3. Let us look for a moment at the fundamental objective' of laws of the kind
we are discussing and various basic methods of meeting these objectives. Ti,
declared purpose of S. 750 Is to stabilize the national economy but it seems
obvious that this purpose is only an incidental one pointed more toward provid-
ing a constitutional base for the legislation than the real underlying purpose.

The great weight of testimony in support of S. 750 has been to the effect that
there has been overreaching in extensions of credit. and the conclusion seems
clearly Justified that S. 750 is offered and supported to correct this overreaching.
Assuming this is the true objective, analysis, and experience Indicate several
methods of control have been recognized or tried as means to eliminate or
control overreaching; namely :

Method 1. Natural laws of supply and demand and free competition In
the marketplace.

Method 2. Legislation which draws lines between the practices of legiti-
mate and illegitimate suppliers of credit and aids the former and penalizes
the latter.

Method 3. Disclosure statutes.
Method 4. Statutes Imposing rate ceilings.
Method 5. Statutes fixing rates in the same manner that public utility

rates are fixed.
Method 6. Licensing statutes.

Ih spite of all the legislation that has been produced, It is probably the fact'
tht in a free society method 1 Above does more to meet the desired objectives

an all the legislation on the books. However, the total area is so complex and
thr are sufficient abuses that the national conference Is preceding on the basis
Wi legislation is necessary. n so

23-902-64- pL 2- 25
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Considering the best possible type of legislation to, meet the desired objectives,
there Is -certainly enough competition in supplying money and credit that.
straight -rate-fixing statutes (method 5 above) would, seew to be both unneces.
sary and undesirable. -Unfortunately, however, due to the repeated pressures on
legislatures to lower rates and the tendency of legislatures: to, react to these,
pressures, statutes which, started out as statutes imposing rate celtings (method 4
above) in s0me cases have evolved to straight rate-fixing statutes (method 5
above) simply because rates are pushed so low businesses operating under them
ch;krgo the maximum because this is necessary to obtain a reasonable return on
capital Invested. This evolution appears to have taken place in the case of the
small loan statutes of Massachusetts and probably other States, at least so far
as personal finance companies are concerned.

Most State statutes existing today involve a combination of disclosure require.
ments and. the imposition of rate ceilings. A :smaller number are licensing
statutes. Not very many statutes consciously seek to aid legitimate operators
or practices and penalize improper operators or practices but it well could be
that legislation of this type could be singularly. effective. If basically sound new
legislation is to be drafted, careful consideration should be given to which of
these methods of control (or which combination of them) is best calculated to
meet the desired objectives.

S. 750 Is simply a disclosure statute with the special feature that the cost of
money or credit must be disclosed at the inception of each transaction always In
terms of a simple annual rate and also in dollars and cents except that in
revolving accounts the dollars-and-cents cost may be reported later. The selec-
tion of the disclosure technique to the exclusion of all other techniques developed
in State law, the failure to attempt tu ^,)ordinate S. 750 with existing State law
and the apparent lack of economic and sociological studies in depth to try to
ascertain the best methods to achieve the basic objectives (or to verify that the
special features of S. 750, particularly the simple annual rate would work)
jdstify the inference that in S. 750 an isolated theory has been grabbed out of
the air and used as a basis for vitally important Federal legislation.

4. Statistics Indicate that in excess of $60 billion of consumer credit is
extended annually in the United States and if real estate mortgage credit is
included the amount exceeds $200 billion annually. This is a tremendously
important phase of American life that is basic to our entire economy. In han.
dUng this Immense volume of credit, suppliers of credit and their customers
have worked out and evolved almost an indefinite number of different techniques
and procedures which techniques and procedures in turn are vital to the total
economy of the country.

I do not purport to have had the experience in legislation that the members
of this committee have had. However, over a period of more than 15 years I
have played pn active part in the drafting of the Uniform Commercial C"de and
I have had to consider other Federal and State legislation for a considerably
longer period. One of the lessons learned from this experience is that when-
ever a draftsman evolves a theory from some source and Includes it in legis-
lation and that theory and legislation happens to run counter to and interferes
with established commercial practices, that draftsman and the legislation is in
trouble regardless of what his good intentions and motivations may have been
In 1938 a highly competent group of lawyers drafted an amendment to section
60 of the Bankruptcy Act. A new solution to the old problem of preferences was
sought but the language selected just happened to render vulnerable assignments
of accounts receivable, which business was just beginning to acquire volume
status. This unintended result was not observed by. anyone until about 3 months
after the Chandler Act became effective but I remember very well the feeling
of panic that ran through financing circles when this possibility was recognized.
Five years later in the case of Kfauder v. Cor Exch4nge Bank, 318 U.S. 434
(.943), the fears as to the new language were confirmed by a decision of the
U.S. Supreme Court. To correct this situation ultimately no less than 36 States
had to pass special legislation and in 1952 the Bankruptcy Act mas itself
amended. Thus, a single misconceived sentence in a Federal statute In 18
bad repercussions of a most serious nature for at least 14 years and special
legislation in no less than 36 States and the Congress was required .to corred

In the case of 8. 750, this committee has heard repeatedly froni' ubstantM11ll
every segment of the credit Industry "het 8. 750 and Its predecessor bills simpl
will not work. If these representatives of industry are right (and personally
think they are), the difficulties caused by one sentence in the Chandler Ad '

fi
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:*iOa will pale Into Inslgnificane compared to the eff t S.750 will .ha1t6n a$200
billi6n- segment of the economy.

Gentlemen, you have power to s'W. Let hs hope the country *wiLl HIt reap a
whirlwind. I

5." A fundamental problem that any soplnd legislation will have,to'faceIsthe
-relationship betWeen umiry legislation and the time-price doctrine' Usury legis-
lation with maximum ceilings of 6 percent, or 8 percent per annum* simple* interest was drafted anywhere from 200'to 10 years ago at it time when mostof
the problems we have to face today did not even exist., Diring the last 50 to
100 years in which the practice of installment buying'has'almost become'the
American way of life, the time-price doctrine has been seized un to permit
returns on installment selling which were far above ceilings' permitted by usury
legislation. But much of this installment selling would never havq taken place

*if these returns were not possible..' Decisions in many St tes have sustained the
time-price doctrine.

Recently the task of sustaining the 'time-price doctriio haS" grown more and
.more difficult. Arkansas has rejected it and on October 18, 1063; the Supreme
Court of Nebraska reversed a number of prior decisions and, in effect, completely
discarded it. It is now estimated that the Nebraska decision has renderedvold

.$I billion worth of Installment paper and the situation is so serious in that State
that a special session of the legislature has been called to deal With it.

Personally, I can see no justifiable distinctoh for a 16- or 20-percent per
annum simple interest rate for financing an installment transaction if It hap-
pens to arise in a sales transaction but allowing only a 0- or 8-percent per annum
simple interest rate if basteally the same transaction originates in a loan.
However, if the time-price' doctrine has served a very useful purpose in the
development of time sales-and the economy of our country and if the time has
now come to break away from this doctrine, then a new approach to legislation
should be found to take its filace.

The national conference will meet squarely this whole issue of the time-price
doctrine and attempt to provide a solution that fits with the conditions of 1085,
not those of 185. S. 750 bypasses this subject entirely and falls completely to
provide any solution whatsoever for the somewhat absurd but extremely impor-
tant and difficult subject of the time-price doctrine.

6. One of the difficult problems involved in sound consumer credit legislation
is what charges are to be included in finance charges to which ceilings are ap-
plied. From the point of view of the consumer this is important because a favor-
Ite device of the overreaching supplier of credit Is to make substantial charges
for this or that purported service simply to build up his total return. To meet this
unholy practice, the Russell Sage small loan statutes of the 1920's started thb
principle of including every type of charge In the finance charge and many
statutes today adopt this same principle.

However, this type of statutory provision becomes almost an intolerable burden
and completely unreasonable as applied to certain types of situations. Suppose
a statute is drawn so that it applies to all types of transactions; namely, credits
extended for business purposes as well as credits extended for consumer pur-
poses. It is completely unrealistic to say that in a business loan there must be
included in the finance charge such charges as freight or warehouse charges in
moving or storiLg collateral, charges of a factor for assuming credit risk or
auctioneer's or broker's charges in selling collateral. And even In consumer cases
it is unrealistic to say that there must be included In the finance charges, charges
for automobile liability insurance, credit life insurance, attorney's fees for bring-
Ing suit against a defaulting debtor and other charges not truly a part of the
cost of money or credit.

How does '. 750 deal with this highly troublesome and complex subject? Sec-
tion 3(2) in all-inclusive dragnet language makes S. 750 apply to every con-
ceivable type of credit transaction, business and consumer, secured and unsecured,
personal property and real property, leases, everything. Then against this all-
Inclusive background, section 3 (3) states:

"(3) 'Finance charge' means the sum of all the charges (including but not
limited to Interest, fees, service charges, and discounts) which any person to
whom credit is extendeLd Incurs in' Connection with, and as an Incident to, the
extenslon of such credit."

Under the extremely broad language of these two definition s sipplier of
.cedit would be faced with the risk that'ali of the above tyPes of charges, in
ibusles. financing as, well an, copaurer financing, had to be, included in finance
charges which, in turn, woud have to be digclosed In advance In'dollars and cents

Li
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and In terms of a simple annual rate. The mere statement of this factual situa.
tion makes obvious the impossibility of compliance. In proposed legislation of
such major importance as S. 750, a maximum of skill, wisdom, and deep know.
edge of the subject matter dealt with is demanded. In these provisions regarding

..charges, 'S. 750 evidences neither wisdom nor knowledge of the subject matter
and skill only in making substantially every credit transaction subject to its
provisions.
. 7, The preceding discussion as to what charges should be included In finraice
charges leads naturally to the Important subject of the proper scope of con.
sumer credit legislation.
' As previously Indicated, existing State statutes have evolved in a'vay to
produce a long series of special statutes covering special'subjects: motor Vehicle
installment sales, all goods installment sales, store revolving accounts, small
loans, check credit, industrial banks, credit insurance, second-mortgage loans,
pawnbrokers, and finally, general usury laws applying to an ever-narrowing
residue of situations not covered by special legislation and not exempted frdtn
the usury statutes themselves. All of these statutes have a multitude of words,
a multitude of rates, a multitude of varying provisions, but fundamentally all of
them are designed to prevent overreaching by suppliers of credit.

IThis situation cries out for a simplification of this mass of legislation and when
one stops to think how this simplification might be achieved, some surprisingly
.simple solutions and classifications begin to emerge. The way is already pointed

by article 9 of the Uniform Commercial Code. Classify transactions as "con-
sumer transactions" and "business transactions." Provide a single set of pro.
tective rules for all consumer transactions. Free business transactions from all
rules'of this kind. If by any chance this classification should not work out, con-
sider classifying between small transactions and large transactions.

In its proposed drafting of uniform legislation, the national conference will
explore approaches of this kind very thoroughly and we are very hopeful of pro-
ducing legislation that will provide more effective protection to the consumer, per.
mit legitimate buslne.s to operate effectively, and at the same time he much
simpler and more scientific.

How does S. 750 deal with scope? Under section 3(2) substantially every
credit transaction Is made subject to the act. And then by sections 5 and 6
power is given to the Federal Reserve Board to except broad groups of trans-
actions. Once agqin Congress sweeps under the rug this very vital problem of
scope but It does so by conferring the broadest of powers to a Government agency,
powers which in certain situations would be the power of business life or death.
Congress will take a long step toward authoritarian government if and when it
takes this combination of steps.

SUMMARY

The foregoing analysis indicates that instead of S. 750 providing sound solu.
tions to the evils it seeks to correct, its treatment of existing problems Is theo-
retical, uninformed, and superficial; instead of reducing the existing confusion
and uncertainty it will increase it; instead of stabilizing the economy, almost
certainly it will seriously injure the economy.

The national conference has been considering this same problem for some
time. Admittedly, It has not yet produced sound uniform legislation itseL
However, we are at least aware of the great complexity and magnitude of the
problem. We are also reasonably inforn.ld of the factual situation on which it
Is based. At long last we are finally in a position to start moving forward toward
uniform legislation which we hope will be sound and a substantial improvement
over the existing situation. Th national conference recommends that this com-
mittee and the Congress reject S. 750 and make no effort to enact any legislation
in this general area at least until the con.7srence ban had a reasonable oppor-
tunity to develop its own uniform legislation.

(Comments by Senator Simpson follow :)

CoMMENTS UPON THE STATEMENT OF WALTER D. MALCOLM

(Statement by Senator MIlfward L. Simpson) Jan. 11, 1964)

Up to this hearing, we have lacked a throughgoing legal analysis of S. 7"/%
That deficiency was cotrected today by Walter D. Malcolm, who Is'presideot

of the National Conference of CofmIlssiners on Uniform State ILaws. Wit-.
out quesUon, Mr. Malcolm Is one of the most highly qualified men In the Unt(
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States In commercial law and in the drafting of stattutes regulating financial'transactions . . .
He has appeared before this subeommittee In oppostion: to the bill In his

capacity as president 'of the. national conference, and with the approval of
the executive committee of the conference.

In his statement Mr. Malcolm pointed out what are, to my mind, compelling
and decisive practical considerations against S. 70.

These are taken directly from his statement, as follows:
1. "S. 760 is simply a disclosure statute * * *. The selection of the die

closure technique to the exclusion of all other techniques developed in State law,
the failure to attempt to coordinate S. 750 with existing State law and the ap-
parent lack of economic and sociological studies in depth to try to ascertain the
best methods to achieve the basic objectives (or to verify that the special fea-
tures of S. 750, particularly the 'simple annual rate' would work) justify the
inference that In S. 750 an Isolated theory has been grabbed out of the air
and used as a basis for vitally Important Federal legislation.

2. "A spacial committee of the national conference, which considered 'a draft
of retail Installment sales statute decided that 'this entire subject was so ex-
tremely complex and difficult, had assumed such a major position In the total
economic and social life of our country and had such an Important hearing on;
the future of the country, that the drafting of such a statute should not be
undertaken except on a basis of considering all aspects of retail Installment
sales, consumer credit, small loans, and usury and only after research and
study, in great depth and the organization of a special staff with adequate fi-
nancing to conduct the research and do the drafting.'"

(It Is my understanding that such a project has been approved by the na.
tonal conference and is now being organized.)

& Further,, Mr. Malcolm stated that Prof. Allison Dunham, of the. Uni-
rerslty of Chicago Law School,'has been engaged as executive director of the
conference and under present plans a'special staff would be assembled to draft
a comprehensive consumer credit statute, with key members of the staff con-
sisting of a topflight economist and a similarly qualified reporter and draftsman.

(Let me point out that S. 750 is not based upon any such study and, although
it concerns a complicated and Important subject, it deals with it only In a su-
perficial way.)

4. The next point Is so important that I shall quote Mr. Malcolm's exact state-
ment: "The subject matter of S. 750 materially affects a tremendously important
part of American life, heretofore controlled by State law; and if S. 750 is en-
acted there can only result a very substantial shift In the balance of power be.
tween Federal and State Jurisdiction." He also said that Federal power and
control would receive, by this one bill, several years immediate growth.

(This aspect of the matter, the enhancement of Federal power, has not received
cient attention. It Is dangerous and we are indebted to Mr. Malcolm for;

pointing It out so clearly.)
5, He also said: "The National Conference on Uniform State Laws consider

8. 750 completely unsound on this fundamental Issue at least until all reasonable
opportunities to solve consumer credit problems at the State level have been tried.
and failed."

6. He said: "We do not think that Congress should enter this field at this time
In any form or manner whatsoever."

7. He said: "It (8.750) leaves every State statute exactly as It is; it leaves
Intact this heterogeneous mass of State legislation and it imposes on top of it a
Cunpletely new layer of Federal legislation that will Increase the existing eon-
fuson materially, If not make It unbearable."

8. Mr. Malcolm said: "Instead of S. 750 providing sound solutions to the evils
It eks to correct, its treatment of existing problems Is theoretical, uninformed,
Wd superficial; Instead of reducing the existing confusion and uncertainty It
Will increase it; Instead of stabilizing the economy It will seriously injure the
ecnomy."

(I wish to say thAt these forcible observations, coming as they do from a man
ot the stature of Mr. Malcolm and on behalf of a disinterested and eminently
Qlsilfled group, such as the National Conference of Commissioners on Uniform
State Laws, are, I firmly believe, decisive on the question of this bill. It is
eri4ent that It is a superficial and crude effort to deal with a matter of tre-
meidous scope and importance to the American people.)

9 Mr. Malcolm also said, "In proposed legislation of such major importance
4i8. 750, a maximum of skill, wisdom, and deep knowledge of the subject matter
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is ,demanded;:, In- the provisions regarding, charges, , 750 :evidences either,

wisdom nor knowledge of the subject matter and skill only in making suhsteu,

tAly: every transaction subject t t provIsions."
'.10, Hie said: 'lUider woctiqn 8(2) subota.tally every credit-transaction Is,

made sublect to the act. And then by. sect os 5 knd 6 poe . given to, their

Federal Reseryo..B1oard to except broad groups. of .transactlono. Once ag4in

Congress sweeps under tbe rug this very vital problem of.scope, bu it does po by

conferring the broadest of powers to a Government agency,. powers which in

certain situationswould be the power of business life or deqth. . Congress would

take a long Ptep toward authoritarian government 'f and when. It .takes. this

copblnation- of steps."
III He al said; "Uder the extremely broalanga bill) sup-

pliers of credit would be faced with the risk that all types Of charges, -in bus-.

,,es f .nandn- as well as -consumer .financing, would have to be dlsco ed In.es nn .• , m . ual rate 'The,mer

aIvance in dollars and cents and In terms ofsimple an ae cmre

statement of this factual situation makes obvious the impossibility of com-

pliance."
12. Mr, Malcolm concludes by saying, "The national conference recommends

that this committee and the Congress reject S. 760 and make no effort to enact

"y legislation in this- general area at least until the conference has had a rea..

sonable opportunity to develop its own uniform legislation."

(It is evident that this bill, which attempts to deal with an important subject,

I& ill-considered, poorly drafted, and dangerous, 'The entire subject of consumer

credit legislation is receiving careful attention by the State legislatures as well

as by the National Commissioners on Uniform State Laws. There is no need

for the Congress to enter this field of legislation; and, as I see it, this wolId be

positively harmful to consumers and to the economy.)

Senator BExzarr. Well, we haveo come .out about even on time, Air.

Chairman, and I think we have 5 minutes we are entitled to.

The Ch AinAN. Well, we will add that to this afternoon.

Senator BENNmr. But my suggestion, if there are no more quest

tions for these gentlemen, we go through our recess until 2:30.

The CHAIMrAN. That will be done.
(Whereupon, at 12:45 p.m. of the same day, the hearing was

eleesedl to reconvene at 2:30 p.m. of the same day.)

AFTERNOON SESSION

The CHAMA'. If Lieutenant Governor Belloti were here now,,we'

would make him the first witness, but I don't think we should delay

the proceedings. I am going to ask Mr. Lawton, registrar of motor

vehicles if he will open the testimony this afternoon. We are very,

happy to welcome you here. r

STATEMENT OF IAMES R. LAWTON, REGISTRAR OF MOTOR

VEHICLES, BOSTON, MASS.

Mr. LA-wToN. Thank you very mucIlh, Senator Douglai, Senator Bea--

nett, and Senator Simpson. It is a pleasure and a privilege for me

to have'the opportunity to testify here today. I am the registrar of

motor vehicles for the Commonwealth, and I am not here in my ofildal.

capacity, although I would like to conunend John-

The CHAIRMAN. You had a very distinguished predecessor, Mt.

Goodwin, who made a reputation as registrar of motor vehicle&

Mr. LAw'roN. Yes, we did, sir.
Your assistant and I would have been both delayed a considera e

deal of time if it were not for his ability to break the traffic jam in thi

North End section of tFe city.
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I come here Senator, to support and a4i d .word as ap' rivate 4iti-
zen of the Commonwealth to this legislation. For manyye rsI
,represented theicity of Brocktonr ;'In 11047 I'stai-ted the; first f. three
terms in the'oity council,.and in 1953,I startekl th6 first of'five'tenrms
in the Massachusetts Iipuse of Representatives; 1' year of which I was
a member of the committee of banks &Vid banking,.

My purpose for coining here today, Senator, is to clear the record,
if I may concerning the reference to mIe which was made at an'earlier
hearing hereby my former colleague and- the, Democratic Whip 'of 6he
house of representatives, Robert Quinn, of- Boston.., Havinglad the
opportunity of checking the record, I felt that ,I should cl- ify any
confusion about my role in the usury fight. I felt that I would'like
to have the privilee and opportunity: of at least clearing the record.,

The CHAIRMAN. Vey glad to have you do so.
Mr. LAWTONx. Thank you. Back in the session of the legislature in

1962 I was very much concerned about- the usury legislation that was
pending at that time. Representative Quinn 'had indicated in his
previous testimony here that the bill was supported by. the commiftee
on banks and banking, the commissioner of banking and myself, and
he felt it was, to use the word as I recall it in the record, an "effec-
tive" usury law.

I, and many other persons, disagreed with Representative Quinn
that it was not an effective usury law, and I made a- statement which
was the basis of a speech which I gave on the floor of the house of
representatives which amended the bill which came to the committee
on banks and banking. I would like to refer to that if I may in just
making this statement.

I said:
Senate 802, the so-called usury law, has been amply described by the Reverend

Robert McEwen, S.J., head of the department of economics at Boston College in
the following words: "The usury law which is presently before you could legit-
iu rather than prohibit usury."

A review of the bill clearly indicates the accuracy of the statement-
the maximum interest rate is 15 percent. This is the highest interest
rate permitted in the United States, under a, State usury law, with
one exception. Allegations from the States Where the usur rates
are low that the law has no practical effect. are not true. New
York the usury law is 6 percent and applies to every loan made in the
State by nonbanking institutions. A bank is permitted an add-on
or discount rate equivalent to a simple intent rate of 10 to 11 percent.

In addition there were many exceptions to this usury bill, such as
a loan to a corporation. In New York, which certainly is a com-
parable State, ony loans of over $5,000 are excluded from State usury
lAw. This exclusion denies protection to the small businessmen such
as the gas station and garage, the grocery store, and so forth. An-
other exclusion is, "any obligation for the unpaid purchase ]rice of
goods, services, and insurance," which is th language in section 8A,
palmgral)h F of that bill.

The CHAIRMAN. Do I understand that installment sales were ex-
cluded under this Massachusetts usury bill I

Mr. LAWTOz. Under the bill, which Representative Quinn referred
to-as an effective bill, corporations were excluded, all loans to corpol

'lOB7



8 TRUTH IN LENDING-1964

rations, and also any obligation for the unpaid purchase price of
g services, or insurance.

The CHIRMAN. That sounds like installment selling was excluded,
Mr. LAWIoN. In other words, partically nothing falls within the

scope, of that particular act, Not to prolong the discussion, but I
wish it understood, Senator, that after a debate on the floor of tl
house of representatives an amendment which I had offered reducing
the interest rate from 15 to 12 percent and striking out the exclusion
of corporations and the exclusions as it related to obligations for un-
paid purchase prices of goods services, or insurance--the amendment
offered by me was adopted by the house.

Representative Quinn was on the other side of the issue on the floor
of the house, as being opposed on my amendments. As a result of
the adoption of these amendments a conference committee of the
house and senate was appointed of which I was a member. It was
my feeling and the feeling of many that if we could not have an
effective usury bill, there was no point in having any usury act at
all. The result of many lengthy meetings resulted in no agreement
which I felt was reasonable andin the public interest. As a result,
the legislature adjourned and no action was taken on that legislation.

But I merely come to state for the record which contains my name
as part of the previous testimony that in my opinion and the opinion
of many others this was not an effective act without the amendments
which I had proposed and which were adopted by the house.

And to further expedite the few things that I am going to say, I
would like to say to you, Senator, and to the members of your com-
mittee that I know as an official, public official, in elected public serv-
ice, there are many of us who even after our brief tenure in pubik
office like to point to some one thing we have done as being worthy
of the time we have spent fulfilling our trust and our duty of fidelity
to the people. I feel that probably one of the most important acts
ever passed by the general court hits upon the basic theme of your
legislation and the very principle which is in the hearts of those of us
who are concerned about the consumer generally.

When I went in the legislature'I was very troubled with the m
peated experiences of the so-called second-mortgage interests in the
Commonwealth which I had repeatedly referred to as those in the
foreclosure business. The people who were in the foreclosure businef
are not in the foreclosure business in the Commonwealth any mort
I found many instances as a member of the general court and as a
lawyer where persons were charged at the rate of 100 and 200 permit
on a loan, and were subjected to very severe default charges or d&
layed foreclosure charges.

"In other words, a person would enter into a second-mortgage agre&
ment, default in their payment, and on the day that. their payment wis
to arrive, the operation would be in the works to have the foreclosO
notice published the following day in the local newspaper. The boW
rower on the second mortgage of course, would run to the loan cO0,
pany, seeking to forestall the foreclosure in order to right the wron?.
and it would usually result in very severe penalties in order to kee
the payments going, the original obligation'in existence, and togotop
the foreclosure itself.

I found in at least half a dozen instances in my own community!
that the "friendly millionaire" or some other such outfit had in $I
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been very careful about the kinds of loans they made in the second-
mortgage field. It usually went, they usually were only granted to
persons who had a substantial equity in theirreal estate. I can think
of one case' as I sit here now of a woman who had an equity of about
$10o000 and her husband had been ill, and she had been running the
business. They were a little bit embarrassed financially because so-
tially they were considered to be people who were doing well in their
business, and in their personal affairs, and things were difficult. In
desperation, rather than go back to the bank and extend the first mort-
gage, they went to the "friendly millionaire" or one of those outfits and
secured $1,500 right away, "no questions asked," "keep the home fires
burning," and what have you, and signed a note for about $3,500. The
default payments that this woman experienced, it is a little bit hazy
now, but the default payments for stopping the foreclosure proceed-
ings were well in excess of $100 for the two or three instances in which
she found herself in default.

Finally, in desperation, after consulting me they attempted to re-
solve the issue with the loan company and without success decided to
increase their first mortgage and settle the obligation. And the in-
terest in that particular situation, I know, was well in excess of 100
percent for a matter of just a 6- or 7-month period.

The only point I make, Senator, is that for the first time in the
history of the Commonwealth protection against this kind of abuse
was adopted. It is chapter 505 of the acts of 1950. It covered all
loans in excess of $1500, set a maximum interest of 1 percent per
month on the unpaid principal balance. This legislation passed the
House on many occasions previously, and successfully passed the
House in 1950, and was signed by Gov. Foster Furcolo, and when I
read your earlier transcript, I couldn't help but think of a man I feel
I should mention at this hearing who served one term in the senate.
I know you made a. reference in the testimony relative to Lexington
and Concord. A young man named William Madden, a senator froni
Lexington and a dear friend, was serving his first term in the senate,
and I went to him and talked to him at length about making a real
fight in the senate over this second-mortgage act. I think perhaps"
more than anyone else he deserved the credit for the act. I believe
it is of tremendous value to the citizens of the Commonwealth of
Hassachusetts. It was with Senator Madden's assistance that it was
p"Mse1, and the Senator, as I understand, until very recently was an
assistant U.S. attorney serving the U.S. Government in these courts.

We have increased the coverage of that act on these properties a3
a.result of the amendment to that legislation which I filed in 1962
signed by Governor Volpe, and that was chapter 286, and it increased
the assessed valuation covered from $10,000 to $25,000, and increased
the number of dwelling units from three to six. In 1963, I filed fur-
ther legislation to increase the assessed valuation to $50,000 from
$25,000, and the number of dwelling units from 6 to 12, and nipping
Itay a little bit at a time, all the way along.

I don't want to take too much more of your time, Mr. Chairman,
a ndgentlemen, except to assure you that I feel so strongly about my
own prsonal record during the time I served in the Massachusetts
Le isI ature and I take pride in fights I have made on consumer legis-
ton and the consumer council bill which Governor Peabody signed
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only a few weeks ago, and I have a very avid interest in the problem
of the effect of usury legislation, and the second-mortgage legislation,
which I have referred to at length.

I appreciate your courtesy in permitting me to appear here to at
least clarify my own position, because I feel very strongly, Senator,
representing a small industrial city where I understand Senator Simp.
son played a little basketball down at Brockton while he was a student
at Harvard, that I have a keen understanding of the problems of the
little People. I am a practitioner of law in Plymouth County, and
I don t believe the Massachusetts Bar Association or the American
Bar Association or anybody else can speak for the lawyers of the
Commonwealth of Massachusetts or the Nation.

Any lawyer who knows what it is to handle a practice and to deal
with the problems of people, all kinds of problems, there are debt
problems, domestic problems, all of their problems, knows that there
is a crying need in our Commonwealth and in the Nation for what is
being proposed here. I cannot express my conviction too strongly
that if one arm of the government cannot carry out what I believe is
a moral obligation, a true moral obligation to the citizens of our com-
inunity throughout the Nation, then, of course, if it can be done effec-
tively and within constitutional grounds, then we have a duty to do it
on another level of government.

I am a firm advocate of the separation of powers. As a registrar
of motor vehicles I am well aware of the separation of borders be-
tween the States of our Nation and the desirability of having a degree
of uniformity without Federal intervention, but I believe when it
comes to the economic problems that people experience, that we have
an obligation, all of us, a deep moral obligation, to prevent any form
of larceny wherever it may exist, and to prevent the usurious act
whether it happens in the department stores or secondimortgages. It
must be stopped, and as a citizen of the Commonwealth, as I said at
the outset, Senator, I feel this duty and responsibility that we public
officials have must certainly be our primary motviation.

The CHIArMAN. Thank you very much, Mr. Lawton. There is one
question I would like to ask. This so-called usury bill-what were
the provisions in the so-called usury law as regards loans by banks and
small loans organizations? Were there any provisions?

Mr. LAWTON. I do not have the bill in front of me, Senator, at the
present time, and I couldn't answer that particular question. I do
know that we do have and did have an extension of the small loans
regulatory board up to the $3,000 limit.

The CHAIRMAN. -You quoted a phrase dealing with exclusions?
Mr. LAWTON. Yes.
The CHAIRMAN. And I wonder if you would repeat that phrase in

the bill.
ir. LAWTON. The phrase of exclusions ?

The CHAMMAN. Clearly it did not cover installment loans?
Mr. LAWTON. No, it didn't.
The CIuAnuaAw. Next question, Did it cover loans of money ?
Mr. LAwToN. The exact words, Senator, in the bill, were (any ob-

ligation for the unpaid purchase price of goods, services, or insurance"
Those were the words in the bill which were the excluding words as it
related to consumer purchases of any types of goods,% services, or
insurance.
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The CHIAMANI. Well, I am not'a lawyer- but it looks to me as though
exclusions were possibly exclusions of small loans, too, but I wondered
if you would submit a copy of the bill?
Mr. LAWTON. Yes, I will get a copy. I did not bring a copy. I

didn't come in as well prepared as I would have liked, because Ididn't
hear of the testimony that had been contained in the previous record
until yesterday morning. Since then I have been 2mrchling around
to put the pieces together, and I only have the referen-A to my personal
remarks on that matter, and I went to some trouble co review a copy
of the House of Representatives Journal in order to got the amend-
ments. I wasn't able to secure a copy of the House. JournaJ,. and

wantt able to have that with me either, but I will see that a copy of
that particular act will be here. (See p. 1125.)

The CIIAMIfAN. Thank you very much.
The CHAMAN. Any questions?
Senator BENNETr. No questions.
Senator SijPso.N. No questions.
The CHAimAx. The second witness is the Honorable Charles Shea,

representative of the Great and General Court of Massachusetts.

STATE OF CHARLES L. SHEA, HOUSE OF REPRESENTATIVES,
MfASSACHUSETTS

Mr. SHEA. Mr. Chairman and honorable members of the committee,
'my name is Charles Sheal, and I represent the second Norfolk dis-

trict in the General Court of Massachusetts.
Prior to getting involved, shall we say, in politics, I' was employed

by two small loan companies; one of theni as both assistant manager
and as relief manager, so that I did do some traveling with them.Since I have been if the legislature J have been very interested in the
protectin of the public from certain lenders, and I thlik it is only
i to say that we cannot condemn all lending organizations and ari

retail stores, because many of them operate in a most honorable man-
ner, and we are well aware of that.

However, there are some whose prime purpose for being in existence
seems to be to milk an ignorant public. Not ignorant in that they are
uneducated, but ignorant in the ways of finance and installment buy-
ing, who many times are unwittingly "sucked" into contracts Which
prove most expensive to them.

Now, I have heard witnesses both for and against this bill, and I
have heard them argue about a -word on page 3 or a parograph,.onpage 8, but I think the basic reason that we are here is, do we believe
in the principle of truth in lending, or don't we, and I think that all
of us are aware that any bill is amendable, if there is a glaring detect
down in the bill. I know that you have capable gelutlemen, when
you go into the executive session, that can iron tlit out. I tlink
one of the reasons you are conducting these hearings is ti make sure
you come out Withthe best bill for both the consumer and industry.

.Some ofthe gentlemen that opposed th bill-I k fow one o tlem
said he studied the problem for 15 years, and expects, a' solution in

ears. r d9n't blame him for, saying that., but I heard the same
thing on Beacon Hill, and everyone who s that on Ben Jill is
for some reason or other in opposition to th6bill,b doesn'tyant

16 put himself on the lie as oppwi A,' bil4 tidaying ntwtlc.
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There are others who have said they favor the bill, and then pick
out one or two words or sentences and give a 10-minuto dissertation
on the pitfalls, if that particular word is left in the bill. What always
amazes me, evidently they have had to have studied this particular
piece of legislation very, very closely in order to be able to pick out
one or two words, but I haven't heard them offer any solution or any

different wording that would favor the consumer and protect the
industry.

Now, I heard another gentleman talk about the small loan board
in Massachusetts, and that it is doing a good job, and I respect that
gentleman, but I differ with him, because I tried to do away with the
small loans regulatory board in Massachusetts last year. Actually
I got legislation passed in the house of representatives and failed in
the senate, and we will try again to do away with it.

What happened on the small loan regulatory board? In theory,
it was excellent; however, we found that the industry it controlled
had a right to appeal to the courts any of their rulings, and the first
time they set interest rates, I believe it wound up as a 3-year hassle
before the supreme court, and while it was before the supreme court,
legal lenders were c hrgig 21/2 percent per month on unpaid bal-
ances up to and includinglans of $2,500. They can talk about 2
percent to $200, they were getting 2/ percent up to $2,500. On
second mortgages you have heard my former colleague explain what
the State has tried to do with them. Just the other day I found that
there are ways to get around that, and I am having legislation drafted
to stop these abuses. It seems as though many of our retail credit
outfits, not all of them, and probably not the majority of them, are
in business now, get a dollar down and a dollar a week, and the chase
is on.

Uv in Maine, you are probably well aware of it if you have held
hearings up there, several years ago because of the looseness of their
lending laws, and the methods by which loans were made, they had
an extremely high bankruptcy rate. In fact many, many lawyers
deal exclusively in bankruptcy proceedings. I read, too, a report from
the Russell Sage Foundation that the divorce rate was largely due
to exploitation of people by lending and installment buying methods.

It as always occurred to me that in the State and also here that
all the opponents of this bill seem to have either a direct or indirect
interest in retail credit, small loans, or the banking industry.

Now,' I know back in 1952 when I worked with what I considered
to be one of the most honorable lending institutions in the United
States, and at that particular time when a person signed a contract
with him for a loan of money, they actually spelled out the amount
of cash the individual would receive, and the amount of interest that
individual would pay over a 2-year period or,*hatever the length'bf
the loan was for, and if there were a recording fee for collateral, they
would also record that, and the borrower received a statement) not i-
quired by law, as to just what it cost him; and there were many othar
institutions at that same time that did exactly the same thiig, and
the principle behind your bill, Senator, as I understand it, is to l t
the borrower know in dollars and cents what it is he is paying for
credit, and I certainly feel that any legitimate business'operatiollO
any legitimate banking institution or any legitimate retail outfit or'ily
legitimate small loan licensee in this State or any State inthe Nation
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should have no qualms about telling an individual how much it is coAt-
ing him for the use of either goods or money.

Now, there is one other thing . have noticed that some of these people
who may oppose it are very quick to point out to the consumer, if he
buys a piece of jewelry, on which there happens to be a 10-percent,
tax, if the piece of jewelry costs $100, they are careful to point out to
him that tie 10- percent tax amounts to $10, and that is money the
Government is clipping from him, because he is fortunate enough to
be able to purchase a $100 piece of jewelry; but if that same indi-
vidual wants to put it on a time basis payment, it is like pulling teeth
to find out how much it is going to cost him in order to finance this
purchase for 6 months or a year.

I think if the same method by which the outfits will specify how
much of a tax is paid in an effort to belittle the Government, and its
method of raising money, by the same token I think that in many
instances that tax would seem minute if that particular corporation
or individual were required to also point out to the customer ,r the
consumer how much it was going to cost him to finance that purchase
over the period of time which he selects.

I think any argument about. the words in the bill is not strictly
apropos at this time. I think the basic point is, do we agree in prnm-
ciple with this fine thing that I believe youare trying to do? It is
not a question as to whether or not every word is exactly right. Gen-
erally all legislation is amended before it is finally passed. That is
what they have legislative counsels for; that is what they have com-
mittee hearings for, in order to come out with a proper bill.

So, I am 10-percent in favor and will do all I can to see to it that
this truth-in-lending measure is passed, because I certainly feel that
on a national level it could not interfere with a State's rights or any
State regulations. All itmerely wants to do, and'l think its:pirm'e
concern is to let the consumer know how much is it going to cost him
for $100. Just the same as he wants to know how much is an auto-
mobile going to cost; how much is a fur coat going to cost; or how much
is a watch going to cost. There certainly should be no reason to
hide the fact as to how much the money he wants to borrow is going
to cost him or how mu(lh it is going to cost to defer payment, and I
want to thank you all for allowing me the few moments to appear be-
fore your committee.

Tie CHAIRMAN. Would you favor requiring that the true rate of
interest be given to the borrower as well as the total amount of the
finance charge in dollars?

Mr. SHEA. Well, I think that when you say most people in Mas-
ahusetts have a rate, that 6 percent isn't a bad rate for borrowing,
ind they go for 6 percent. If you put down 6 percent as a true rate of
kterst, it all depends on what they put in the fine print underneath. I
think they understood more clearly the dollars, and cents.[Lugter.]

The CHAIRMAN. Apparently it is a question, I shouldn't have asked.
Mr. SnEA. Did you mean to put it instead of the dollars and cents?
The CiIAIWAiN. No, no, in addiition to the dollars.
Mr. SRA. Oh, I have no objection to it'in addition, but not instead

The CHAIRMAW. No, I simply proposed inaddition.
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Mr. SHEA. And there is just one other point I would like to leave
on the truth-in-lending law that many times the actual cost to the
borrower, when it is stated, does not give a clear explanation. If he
pays it in advance, will he get anything back, or if heis late, how much
more will it cost him, and I think that, too, is important.

The CHAIRMAN. Thank you very much, Mr. hea.
Senator BNNmTr. I would just like to ask one question. When you

worked for that reputable small loan company, did they loan say $50
at 6-percent simple annual rate?

Mr. SHEA. The rate when I first went to work for them was 2 percent
per month on the unpaid balance. Since then they have effectively
increased it to 21/2 percent and their smallest loan was $28.35. There
were three pay ments of $10 a month. The name of the concern was
the Household Finance Corp., and until the small loan regulatory
board went into effect, and-I am glad you asked this question-the
small loan regulatory board set a rate of 21 percent on the first 2
months and ;unless the small loan regulatory board interfered with
them, the rate set by the legislature, the rate was lower 11/g percent
under the act, 2 percent to $300 and this is one of the prime reasons
the regulatory board is not too effective.

The CHAIRMAN. The appointed board raised the iates above what
the company was chargingI

Mr. SnEA.: Above those that the State legislature had set.
Senator BxNN-ri. No further comment.
The CuAmmAN. Thank you very, very much, Mr. Shea.
Mr. SHEA. Thank you, Senator.
The CHAIRMAN. r would like to ask Mr. Maurice A. Rudman, an

attorney at law, to come forward.

STATEMENT OP MAUR.ICE A., RUDMAN, ATTORNEY AT LAW
BOSTON, MAS

Mr. RUDMA. I am a graduate of Harvard College and Law School.
I have been a member of the bar since 1921. The reason I came here,
I happened to hear the Senator on the radio last night, and I came here
simply as a spectator today. I am a little ashamed to tell the story
I tell because of my background, that I should borrow money iii the
sum of $3,000 and then find out a week later that the interest rate was
somewhere between 24 to 33 percent, and that is from not some fly by
night loan outfit, this is the First National Bank of Boston. That is
allI have to say.

The CeCHAMMA. Now, you are a graduate of Harvard College?
Mr. Ru&M N. That is right..
The CHAIRMAN. And the Harvard Law School? ..
Mr. RuDuAN. That is right. And I feel that if, they can takes

person like myself who is neither illiterate (or inarticulate, to t04t
rate, certainly they must be doing an awful job on the people who 0
barely reA and write.' ,. ,

The CHAI MAN.,Thank, you very much.
Now we are very happy to wolcom)another panel,, Thjsseemnsto

be the.day, of pne1. I would ask Mr. John J. Graharmo of t-ll!i sa.
chusetts Consumer Association, and Mr. Nathan Paven, attorney 4A
law, a member of thie Ciobsumers'. Cop oQl !of aia chi tt ar'A I.
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William F. Willier, School of Law, Boston College, if he is in the
room to come forward. Mr. Willier is not here, but he submitted a
statement which I will give to one of you, and then you can sum-
marize it, if you wish. Which of you gentlemen will start.

STATEMENT OF JOHN I. GRAHAM, PRESENT OF THE
MASSACHUSETTS OONS M ASSOCIATION

Mr. GrAJIACA. My name is John J. Graham, and I appear here as
the president of the Massachusetts Consumers Association. , None of
the officers or the members of this association are compensated for their
work in fostering equitable conditions for consumer transactions.

For the past 25 years I have been interested in the effects of institu-
tional economic forces on the American consumer. I have pursued
this interest by taking and giving graduate courses in government
regulations of business. I have been in active law practice since 1946.
I have been a lecturer at the Graduate School of Business at North-
eastern University for the past 11 years. I have been vice president
for legislative affairs of the Massachusetts Consumers Association
for the past year.

I hhve read the entire text of S. 750.
I am here to be recorded personally and to record the Massachusetts

Consumers Association in favor of the truth-in-lending bill. ,Herewith
I transmit the resolution passed by the annual conference of the
members of the Massachusetts Consumers Association hold at Boston
College on November 16, 1963. By vote of the conference this res-
olution will be sent to the Massachusetts conga ional delegation
and to U.S. Senator Edmund Muskie, of Maine. The resolution reads
as follows:

Whereas the volume of consumer credit outstanding In the United States was
over $63 billion at the end of 1962 and is steadily rising and,

Whereas various organizations for financing this debt are existent; and
Whereas each of these organizations is free to choose from a number of

methods of stating cost; and
Whereas many of these methods fall to separate the cost of goods from the

Cot of credit; and
Whereas the true rate of interest for financing is seldom stated in terms of

simple annual interest; and
Whereas economic justice to the consumer requires that he be provided with

the tools to make the best choices In the free marketplace; and
Whereas the Douglas truth-in-lending bill, 7. 750, would have the effect of

providing these tools; and
Whereas the Consurner Advisory Council established at the request of Presi-

dent John F. Kennedy in his special message to the Congress of March 15, 1962,
supports the principles and the purposes of the Douglas bill, S. 750 1and ,

Whereas Senator Douglas has acceded to the request of the Massachusetts
Consumers Assoieation and others that his subcommittee hold hearings in Bos-
tob': Therefore be it,

Resolved, That the members of the Massachusetts Consumers Association at
this annual meeting assembled on the, 16th day of November In th6 'year 1003,
WO public suPbort "of the Douglas hearings to be h'Od in Boston, November 22
UA4 23,1963; and be it further

Resolved, That the Massachusetts Consumers Association reiterate it support
Ofthe Douglas bill and urge Congress to expedite its passage.

Thit who the resolution that the Consumers Astociation passed at
its annual conference.

The' probably% effects of this proposed 1 trathin-lending legislation
areri6 doubt multiple, and I believe it§inecessary t6 attempt some,
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predictions so we shall know what we are trying to achieve, the goals
we are trying to attain.

The probable effects, as I see them, are these: First, to create an
atmosphere of complete honesty and replace an atmosphere of wonder,
or resignation to the grasp of indeterminable forces that are too great
fol the ordinary consumer borrower to deal with. A constant ir-
ritant, to me has been the statements of the banking interests who allege
that in this age of the computer, the arithmetic of interest would
prevent compliance with the truth telling demands of this bill. The
same type of reasoning would compel those towns that cannot afford
a first-class fire department or 24-hour alert to abandon their volun-
teer departments and even sell their fire engines. Whatever in this
bill may be incapable of making heaven on earth cannot be used as
an argument for refusing to improve our present system.

The main thing that we are trying to do now is to improve the pres-
ent system. I think further that one effect of this bill would be to
offer people alternative uses for their consumer spending. If they
were on notice of the amount of money that they were paying for in-
terest charges, they could well make different decisions in their spend-
ing habits. They may well, for instance, elect to buy articles in se.
quence rather than simultaneously, and by doing this they would beable to pay cash for consumer items when they would buy them, and
this wouldfree the amount of money that they are now using in inter-
est charges for consumption of consumer goods, and I think that this
would be a spur to the national economy very much akin to the spur
that we expect to receive from the presently debated amendments in
the Internal Revenue Code.

So that in effect this truth-in-lending bill, if it had any effect on
business at all, would be an effect to increase the amount of consumerspending

I thinlthis is a very important collateral effect of this measure. The
most desirable effect that those who have debated in the consumer
association feel, of course, is that it would bring complete truth to the
marketplace, so that both sides of the table know the terms of a loan.
The element of the business community now giving full disclosure
would have nothing to fear from this, nor would they' have to change
their practices if this bill were enacted. The only ones that would
have to change their practices are those who are now trading at a
disadvantage. They are trading on the ignorance of those who are
incapable of foreseeing the exact amount of interest they are goingto pay.

I would thank the subcommittee for the great benefits of its presence
in Boston, because by the willingness of this subcommittee to come to
Boston, the local consumers have by these hearings been able to meet
and conclusively identify the local opponents of this most desirable
legislation. 10,

That was the statement that I had as the representative of the con-
sumers association.

(Mr. Graham's prepared statement follows:)

TESTIMONY OF JOHN J. GRAHAM, PRESIDENT OF THE MAS.AOHUSETTrS CONSUMas
ASsocIATIoN

My name Is-John J.'Graham. 1 appear here as president of the Masachusetts
Consumers Association. None of the officers or members of this assoclat91, are
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&,mpensated for their work in fostering equitable conditions for consumer
transactions.

For the past 25 years I have been interested in the effects of Institutional eco-
ncmtc forces on the American consumer. I have pursued this interest by. taking
and giving graduate courses in Government regulation of business. I have been
in active law practice since 1946. For the past 11 years I have been a lecturer
at the Graduate School of Business Administration at Northeastern University.
For the past year I have been vice president for legislative affairs of the Massa-
chusetts Consumers Association.

I have read the entire text of S. 750.
I am here to be recorded personally and to record the Massachusetts Consumers

Association in favor of the truth in lending bill, S. 750.. IHerewith I transmit the resolution passed at the annual conference of the
members of the Massachusetts Consumers Association held at-Boston College on
November 10, 1963. By vote of the conference this resolution will be sent to the
Massachusetts congressional delegation and to U.S. Senator Edmund Muskie of
Maine.

"Resolution for submission to the annual meeting of the Massachusetts Con-
sumer Association on November 16, 1963:

"TRUTH IN LENDING

"Whereas the volume of consumer credit outstanding in the United States was
over $63 billion at the end of 1902 and is steadily rising; and

"Whereas various organizations for financing this debt are existent; and
"Whereas each of these organizations is free to choose from a number of

methods of stating cost; and
"Whereas many of these methods fall to separate the vost of goods from the

cost of credit; and
"Whereas the true rate of interest for financing is seldom stated in terms of

simple annual interest; and
"Whereas economic Justice to the consumer requires that he be provided with

the tools to make the best choices in a free marketplace; and
"Whereas the Douglas truth in lending bill, S. 750, would have the effect of

providing these tools; and
"Whereas the Consumer Advisory Council, established at the request of Presi-

dent John F. Kennedy in his special message to Congress on Murch 15, 1962,
supports the principles and purposes of the Douglas bill (S. 750) ; and

"Whereas Senator Douglas has acceded to the request of the Massachusetts
Consumer Association and others that his subcommittee hold hearings in Bos-
ton: therefore be it

"Resolvcd, That the members of the Massachusetts Consumer Association at
this annual, meeting assembled, on the 16th day of November in the year 1963,
urge public support of the Douglas hearings to be held in Boston, on November
22 and 23, 1963; and be it further

"Resolved, That the Massachusetts Consumer Association reiterate its support
of the Douglas bill and urge Congress to expedite its passage."

The probable effects of this proposed truth-in-lending legislation are, no doubt,
multiple. And I believe it is necessary to attempt some predictions so we shall
know what we are trying to achieve, the goals we are trying to attain.

The probable effects that I see are these: ,
First: To create an atmosphere of complete hofiesty to replace an atmoqphere

of wonderment or resignation to the.grasp c6 fIndeterminable forces that are
too great for the ordinary consumer-borrower to deal with.

-A constant irritant to the stability of my stsmaich are the banking interests
who allege that in this age of the computer the Prithmetic of interest would
prevent compliance with the truth-telling demands of this bill. This same type
of reasoning would compel those towns that canilot afford a first-rate fire de-
partment on 24-hour alert to abandon their volunteer 'departments and even
sell their fire engines. Whatever in the bill may be inc-apable of making heaven
on earth cannot be used as argument for refusing to impirve our present
system.
-Xite please 'that those who appear to oppose this legislation are Invariably

on the payroll 6fsome business which his been gaining much from the les
then truthful, nondisclo~ure of Ihitefest charges.

$;con4: To inite the ,onsumer-borrower to paiticlpate with an active men-
taUty in the'finhndal negotlnoibns 'necessary to at'commodate his desires and
.t6eds. 2
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Much has been made over the difficulties that may arise from the so-called.
skipped payment during the tenure of a time-payment loan. No such trouble
need prevent the passage of this legislation. For the representatives of the
Massachusetts Bankers Association have shown us charts of how the interest
increases as and when payments are skipped. This penalty or increase in in.
terest need only be outlined to the borrower. When a payment is skipped, the
subsequent transaction on the books of the bank Is actually treated as the ex-
tension of another loan, a refinancing loan, at higher rates. There's no great
mystery to this.

Third: To reduce interest charges which are now too high to stand up under
the full light of day in some areas of lending activity.

There w, uld be a reduction of interest charges in only those instances where
the truth bout the full amount of interest charges would deter the borrower
from participating in a transaction unless the Interest charges were within
reason. This legislation would be a deterrent to both the irresponsible lender
who can afford to do business only with those irresponsible borrowers who now
have no Way of clearly seeing the full financial consequences of their borrowing
activities.

Fourth: To inaugurate more and better purchasing activity for the mutual
benefit of both the consumer and the national economy.

This probable effect of S. 750 is one which I believe demonstrates an add!.
tional necessity for the passage of this legislation. This concerns greater pur-
chasing power for the consumer.

The reasoning behind the prediction of greater purchasing power for the
consumer is as follows: The main reason, maybe the only reason, there is op-
position to trouble in lending Is that the truth would reduce borrowing activity.
That is, if the lender had to candidly state the total amount charged for credit
there would be some reduction in the amount of business consumers would do
with those lenders whose rates the consumer would judge as too high.

However, this reluctance or consumer resistance would be immediately trans.
ferred into a lowering of the interest demanded. This reduction of Interest.
charges would release, for alternative purchasing use In the free market, a
very substantial amount of money. While I can only make a rough estimate,
I'd invite the committee's staff to engage in its own educated estimates. I
believe we are dealing with a minimum of $7 to $11 billion annually that Is
spent in excess interest charges by the consumer. This $7 to $11 billion would
be inserted into the national economy at the satne place where we believe the
proposed tax cut would be inserted; namely, in purchasing power for those
with the greatest propensity to spend. Hence, in addition to bringing an eIuit;
that is long overdue in the money marketplace, this legislation would also
firing an added desirable effect on the economy of a substantial spur of effective
demand.

In conclusion, may I thank this subcommittee for the great benefit of its
presence in Boston. Local consumers have, by these hearings, been able to
meet and conclusively identify the local opponents to this most desirable
legislation.

Mr. GRAHAMh. Now I would like to participate with Mr. Paven on
some legal aspects of this.

STATEMENT OF NATHAN PAVEN, ATTORNEY AT LAW,
BOSTON, MASS.

Mr.' PAvEN. Mr. Chairman, members of the committee, I am #
practicing attorney in Boston ' and formerly the State assistant at-,
torney general in charge of the consumer otncil division, and pres
ently a member of the newly created Massachusetts Consumer Coun-
cil, and director of and vice president for legislation of the Mass-
chusetts Consuniers Association.

In the course of practice I have had experience on. both sides of
the fence both repreentin lenders and borrowers, and for that lw
son I believe this legislation serves 'a salutary effectA"previ0l
speakers )hiav )Ynentloned befo'6 this cOitnltteOe- t11t atle varis
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means by which credit has been regulated in the past from the point
of view of setting maxinnum interest rates and the point of view of
disclosure. This legislation falls into the field of disclosure- and
information. ... .

I have been interested this morning in listening to the- members
of the National Conference of Uniform Laws Commissioners who
are pleading for more time in order to draft uniform State legisla-
tion. I understood prior to the hearing this morning that they had
been romancing credit legislation for a number of years without
making up their minds whether they would marry it, but I discov.
ered this morning that conception has at last take,, place. How.
much longer this period of gestation will take, as the Senator phrased
it this morning, is a problem, because while these speakers are
troubled by what will happen to the financial institutions, they offer
no moratorium for the borrower during the period of time for which
gestation will take place.

The CHAIRMAN. Mr. Paven, I tried to read into the record this morn-
ing the statement from the Notre Dame Lawyer, as of last August,
that the committee on-uniform laws considered back around 1950.a
code dealing with credit disclosure, and according to the article in
question, this was deleted on January 14, 1951 or 13 years ago. Do
you believe the statement of the Notre Dame L!awyer is accurate?

Mr. PAvEN. Yes, Senator; in fact the section under consideration
had been under consideration by the uniform commissioners for 10
or 12 years prior to that date.

The CHAIRMAN. So itis 25 years?
Mr. PAVEN. Yes.
The CHAIRMAN. And during this time they Jiave not included it in

their uniform code?
Mr. PAVES. They included it in the original draft.
The CHAIRMAN. Then eliminated it?
Mr. PAvN. In the 900 pages which the uniform code covers, a"

highly complex piece of legislation, which purports to cover cost,
credit, and commercial transactions in the daily life of the community,
they iound no room for credit regulation. And I might further add,
Senator, that in the time since the uniform commercial code was pro-
posed, only some 29 States have adopted it. This is far from uni-
formity. And in the States which have adopted it, there have been
variations in the various State enactments. When we reach the argu-
ment of questionable sections of statutes which Professor Sutherland
raised this morning, tlhe questions arising from the uiforin commer-
cial code still await to be, interpreted, by the courts, and whether the
degree of uniformity which was intended by the commissions will con-
tinue after the interpretations by the court remains to be seen4

It is hoped the courts wil follow a uniform method of interpreta-
tion, but this not always true,,as we can see froimthe Feleral prac-
tice where the several distrit~courts and the circuit courts tend to dif-
feron identical sections of.the Fedr! laws., .,.:.- . I
.,The, CHAIRAN. But ultimately iq the decisions of the Supreme
Court, there is a relative degree of uniformity iio far as Federal law is
concerned; this doesn't exist, so:far. as State latw, is concerned with 0

Mr. PAyrw., Not unless-there is -a question of onstitutionality.,.
The CHAIRMAN. Yes.
i
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Mr. PA EN. So I find the statements of the panel this morning some-
what awry with the facts, that while they admit problems in credit
legislation exist, they failed to state this morning what those plob-
lems are. They failed to state how these problems should be re-
solved. They failed to suggest alternative provisions which could
be included in the present legislation.

If the language is questionable, the proper place to correct it is in
the legislation itself. The question is raised as to whether or not the
field would be preempted by section 6, S. 750. I might. point out that
in Massachusetts we have two statutes, one regulating security inter-
est, and one consumer goods, which is chapter 255, section 12, of the
General Laws.

The latter section requires that a seller include some 19 statements
including the purchase price, a description of the property, the down-
payment, a description of a trade-in allowance, credit allowances, dif-
ference between the cash purchase price and the aggregate of down-
payment allowances, the amount of money loaned to or for the account
for the debtor, if the transaction is a loan rather than a time sale, a de-
scription of each policy, the insurance, if any, for which the charge is
made to the debtor, the total amount of the finance charges, insurance
premiums, if any, the total time price, if any, the rate of interest, if any
is to be paid-without any specification as to how the interest is to be
determined-the amount of all service charges and the like, if anythe
net balance due, the number and amounts of weekly or monthly in-
stallment payments, the delinquency of payments, prepayment allow-
ances, whether attorney's fees or expenses are to be charged to the
debtor, and a statement if a promissory note is being executed in
connection with the sale.

The CHAIRMAX. Now1 do I understand this is in the uniform code?
Mr. PAVEN. No: this is a Massachusetts statute on security interest

and consumer goods.
The CHAIRMAN. Is it influenced by the members bf the uniform com-

missioners on uniform laws?
Mr. PAVEW. It is not part of the uniform commercial code. If

Massachusetts wished to exclude the applicability of S. 750, it would be
very simple for Massachusetts to enact like legislation which would
merely require 1 more item in this list of 19 items, setting forth the true
annual rate of interest. So that the consumer the purchaser, would
have a standard of comparison of how much he was paying foi, the
credit, whether he were borrowing it from a store or not, without hav.'
ing to figure out what the finance charges were, how many monthly
payments there were, if he were paying 25 months, there, or 36 here,
whether or not he is paying more in the 36 months or in the 25 months
store. The problem is that when you have reached a point where you
know the amount of the finance charge, the iponetary amount, if You
borrow on $1,000, and you pay $50 for that $1,000, it makes a differ-,
ence as far as the interest rate is concerned whether or not you have
the use of that $1,000 for the full term of 1 year or whether you haYe
the use of that $1,000 for the term of 5 or 6 months. If you are msk-
ing monthly repayments and your total repayment is $1,050 you are
paying more interest obviously than if you are borrowing $1;600 and
paying $50 interest and not repaying the $1,000 until the'end of that
year, because you have the use of $1,000 for the full term of 1 yir.
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Now, when we get into the monthly payment, you only have the
use of that monuey for 6 months, half of that amount, $500; so you
are paying $50 for the use of $500. I believe it is a misstatement,
when the advertising says when you borrow $1000 from us, you are
paying $50 for the $1,000." It is not correct, because what you are
actually borrowing is the use of $500, and when you tell the customer
the true annual rate of interest lie is paying, he may then have a stand-
ard of comparison on the basis of which he chooses the cost of the
money he is borrowing. I don't believe this legislation will resolve
all of the abuses in the field of credit. This is one step. Giving the
customer the true rate of interest merely affords him a standard of
comparison, much as the labeling act for the content of goods is a
standard of comparison. If the consumer wishes to use that standard
he may do so. Whether he does or not is his own decision.

I further believe that this legislation serves the free enterprise con-
cept much better than the present standards which are used, because it
does allow the competition of the marketplace to take effect. It does
provide for competition between finance companies, for if the customer

becomes intelligent and informed enough to know how to judge the
actual cost of borrowing, he may then shop for the best rate of in-
terest. He cannot do it under the present circumstances. Under the
several methods which are currently used in the plans of credit and
which are available in the market place the borrower has no ready way
of comparing costs. For these reasons I support the enactment of
S. 750.

Mr. CHAIRM x. Thank you very much. Now the statement of Pro.
fessor Willier will be made part of the record, but if either one of you
wishes briefly to summarize it, we will be glad to have you do so.

(Mr. Willier's prepared statement follows.) (The attaclunents to
his statement may be found on pp. 1358 and 1659.)

STATEMENT OF PROF. WILLIAM F. WILLIER OF Boston COLLEGE LAW SCHOOL

GENESIS

Apparently it is essential to indicate my qualifications for making this state-
ment as well as to persuade the committee that my views are wholly professional
and objective. As a teacher of commercial law over the past 7 years, encom-
passing four universities in four different States, I have encountered hundreds
of abuses in credit transactions both directly and indirectly; of course, reported
cAses treating the subject are legion. While my views are from a professional
point of view, the direct encounters through friends and relatives with the
abuses prevent a wholly ivy tower perspective.

I. INTRODUCrION

The need for legislation regulating credit practices toward those who most
Deed and use that credit and who do not have the information or enjoy the
commercial bargaining power necessary to exact favorable terms is no longer
subject to question. Over two-thirds of the State legislatures have thoroughly
considered the question and have, in enacting hundreds of regulatory statutes,
Already given a firm affirmative answer. The questions which remain are
whether existing legislation is adequate for its purpose and whether additional
legislation regulating new or other practices is needed.

IL BACKGROUND

The author of this statement pursued these questions with reference to one
kind of regulatory statute, the Retail Installment Sales Act, which exists in one
form or another in some 40 States. The statutes were found to be so replete
With inconsistency, compromise and pitfalls that the conclusion of inadequacy
was inevitable. The shortcomings in State legislation are the inevitable result
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of conflicting pressures from the affected groups. Finance companies, threatened
.with ceilings on charges for credit which they had evaded under traditional
usury statutes by tlme-cash price devices and the like, lobbied effectively but
"without substantial evidence for higher rates than provided in the usury
statutes. In a number of States, the maximum finance charge was substantially
higher than that established competitively before the legislation. The limita.
tion of most such statutes to sales transactions has caused many lenders to deal
directly with the borrower in the guise 9f an innocent third party to the sale,
thereby avoiding entirely the provisions of the acts dealing with disclosure,
finance charges and retention of defenses against assignees of the chattel paper.

Some of the author's criticisms were stated in an article which appeared in
2 Boston College Industrial and Commercial Law Review 287 (1961) entitled
"Protection Installment Buyers Didn't Get." The statutes of New York and
California, more complete than some others, were chosen as typical for the
purpose of that article. California has recently amended its statute in a way
which almost prohibits repossession of purchase money collateral except at a
loss to the lender. This is almost extreme legislation, but abuses in that State
must have been so great that the legislature had no choice even in the face of
well-organized and financed counterforces.

The following year two students of Boston College Law School, under the
direction of the author of this statement, drafted a Model Retail Instalment
Sales Act when it was learned that the commissioners on uniform State laws
had not planned to take such action. The model act was printed in 3 Boston
College Industrial and Commercial Law Review 437 (1952) and copies were
sent to officials of the State and Federal Governments who might be interested.
The act in modified form was introduced into at least one State legislature.
Now Mr. Malcolm reports that the conference has had second thoughts about
a uniform statute. Of course, 25 years after the fact, motion in that direction
Is safe.

111. STATE STATUTES, THE MODEL ACT AND THE TRUTH IN LENDING BILL

The following summarizes major criticisms of existing acts, certain provislow
of the model act which were designed to meet them and their relationship to the
truth in lending bill.

A. Untform fty.-Exlsting acts are not uniform throughout the States and are
often inconsistent with other existing statutes, such as the Uniform Commercial
Code, within a given State.

The model act, if adopted by all States, would achieve uniformity; its pro
visions are consistent with the Uniform Commercial Code, now the law of 2
States. Wide adoption of the model act, however, is unlikely.

The model act or even more sweeping legislation is needed. The truth in lend-
lug bill, within its scope, creates highly desirable uniformity.

Messrs. Malcolm, Braucher, and Sutherland seem to argue that the entire
matter should be left to the commissioners on uniform State laws. They, as
I, have repeatedly referred to the masterful achievement of the commis-
sioners in the Uniform Commercial Code. But they fail to report that, once
funds were obtained, 12 years were required for the drafting of the statute and
in the 10 years since Its promulgation, only 29 Jurisdictions have adopted it
True, eventually all 50 will act. Meanwhile, lack of uniformity persists. Only
two prior uniform acts were adopted by all of the States. Are borrowers to suffer
further abuses for one, two, er three decades before they get the effective relief
they need and deserve?

B. Transactions (noluded.-Present statutes regulate only credit sales of
goods for personal, family, and household purposes. Collateral and noncollatersi
loans of purchase money or otherwise; transactions involving small buslne
buyers or borrowers; services rendered on instalment credit; minor home im-
provements on credit, and so-called revolving accounts are usually not included
even though they involve similar practices and potential abuses. One New Yort
court has already excluded the sale of a tractor to a farmer from the protection
of its act because farming is a business.

The model act includes all of these transactions except outright loans whkb
are usually regulated by Small Loan Acts and the like, Certainly other trwa
actions should be studied, from a Federal or State point of view. This, 11
fact, is a current project of the Boston College Law Review staff.
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The truth-in-lending bill, with its limited purpose of disclosure, properly

includes all credit transaction involving finance charges with exceptions, where
Justifiable, left to the regulatory agency. The limited scope and purpose of the
bill do not create obstacles to broader regulation in individual States or, In time,
on a Federal level.

0. Termw.-Most acts prescribe, prohibit, or limit certain terms of the agree-
ment. The following are some of those unique to the model act. Incident to
these provisions is the disclosure of the terms to the buyer.
1. Revelation of many facets of the transaction: Existing acts require itemi.

nation, without blank spaces, of price, downpayment, insurance, finance charges,
and the like in dollars. If a statement of Interest Is required it is in terms of
annual percentages on the total debt also fixed by the statutes. The model act
requires a statement of true annual interest computed by a statutory formula.
Thus, a prospective buyer has a meaningful and uniform measure to go by
which is not necessarily revealed by the dollar amount since the bargain with one
seller may differ from that with another-e.g., trade-in allowance may vary.

The truth-in-lending bill uniformly achieves the same result.
The model act fixes the maximum interest chargeable in terms of a single

true interest rate. No convincing evidence supported a need for a graduated
scale according to the amount of credit or the age of the goods, a device which
appears In some present acts.

The truth-in-lending bill properly leaves maximum rates to the individual
State legislature.

All legislation is imperfect and unworkable to the picayune lawyer and to
those who may be affected by it. Even the Uniform Commercial Code, so
praised by Messrs. Malcolm, Braucher, and Sutherland, has been the subject
of substantial opposition throughout the country as well as to amendment to
meet particular Interests and to cure statutory weaknesses. The commissioners
have so far recognized this that a permament editorial board exists to clean
tip defects and ambiguities. Still, the writers, who have included the gentlemen
Just mentioned, pour out thousands of words analyzing and even criticizing
almost every word of the Commercial Code. And yet, no one would suggest
that the code should be repealed or replaced. Confidence is expressed In the
courts to reach proper results where the statute is not clear. Why Is the same
confidence not placed in the courts and in the regulatory agency which must
deal with the truth-in-lending bill to work out proper solutions in particular
and troublesome cases? Unfortunately, there Is no simple legislative solution
to the complex commercial problems with which a legislature simply must deal.
This is no excuse for failure to legislate.

2. Disclosure: The buyer must be told In legible type of certain of his rights.
One of these is the right to cancel within 48 hours for any reason with only a
small forfeiture to the seller If cancellation is for other than the seller's breach
of agreement. This is a modification of a proposed amendment to the British
Hire-Purchase Act. It allows the Layer time to reflect upon his own possible
lack of wisdom and encourages him to delay delivery of the goods, which termi-
Dates the right to cancel, for 48 hours.

Disclosure of the money facets of the transaction, including rate of finance
charge, prior to consummation of the transaction is a highly commendable feature
of the truth-in-lending bill. When the bill becomes law, State statutes should
require disclosure on the credit agreement of this additional right of the debtor
Amd of the fact that penalties are imposed for noncompliance.

There is no valid reason why lending institutions cannot comply with both the
Federal and any local statute. Courts have long had to deal with the problem
of Inconsistency and have established some fairly workable rules. Certainly
0o court would penalize a lender who complied fully with both statutes, even
though there was some overlap or redundancy. Compliance could only mean
more information to the borrower, which is onei aim of both statutes.

.1), Prohibited praotices.-Rather than merely regulate, as do existing statutes,
the model act would prohibit "add oa" agreements, "balloon" payment schemes,
&W4 all provisions for after acquired collateral.

Also, the model act prohibits false and misleading advertising of the finance
.farg ai expression in other thain terms ,f true annual interest is presumed
tObe misleading. This extends the kind of disqosure required by the truth-in-
mding bill from the immediate transaction to the redito's efforts to induce

i1ch transactions and thereby complements the'bill an4 '4Wier ekistng Federal
Atutes.
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E. Buyer's right and rtncdes-
1. Recei;As and statements: Buyer Is entitled to a receipt for all payments

and to two summary statements of his account each year. This keeps him re.
minded of his outstanding obligations for his own appraisal of his financial con-
dition. Present statutes have no such requirements nor require the debtor to
demand the receipts or statements which you will seldom be inclined to do.

The monthly statement for revolving accounts provided by the truth-in-lending
bill more adequately serves the purpose.

2. Repossession and redemption: The manner of repossession is strictly pre-
scribed and is available for defaults other than nonpaymnent only by a court
order. This Is a modification of a provision of the present British Hire-Purchase
Act. Conduct of the party making repossession is also strictly limited. The buy.
er may redeem at any time prior to disposition of repossessed collateral by pay.
ing only delinquent amounts due. Acceleration of the total indebtedness is pro-
hibited in this context.

This, of course, would be out of place in the truth-in-lending bill.
3. Rebate: The buyer may prepay at any time and receive a rebate of finance

charges. The model act rejects the "rule of 78" which is prevalent in most
existing statutes. The buyer is entitled to a simple pro rata computation of his
rebate.

Since ,the truth-in-lending bill does not regulate rates, rebates are not within
its scope.

4. Penalties: Most statutes provide both civil and criminal penalties for their
violation. Certainly in the criminal area, there can be no Federal-State incon.
sistency, since both are separate jurisdictions with their own enforcement agen.
cies. The statutes are obviously not directed to the professional criminal who
probably would not be deterred by fear of punishment in any event. Nor would
courts suddenly abandon their traditional concepts of justice toward the in-
nocent, the unwary, or the honest. The penalties will serve to deter those easily
tempted toward the Machiavellian dollar. In the case of civil penalties, the
aggrieved party is obviously entitled to the higher of the two. Courts are quite
competent to prevent abuses in this respect.

IV. CONCLUSION

1. The only possible criticism this author has of the model act, apart from pos-
sible lingual weaknesses, is that it does not go far enough. Yet one Colorado
bank official has called it the most radical legislation he has seen. To this author,
the ideal would be a comprehensive code of trade regulations cutting across all
facets of commerce where injuxious effects upon the indivtdual and hence upon
the national economy are possible. Two or more decades of study would be
required to bring this about. Mr. Malcolm, in behalf of the commissioners, con-
cedes that the hodgepodge of State legislation is in a sorry state. Hopefully,
the commissioners will succeed in their project for comprehensive and uniform
legislation. They are to be encouraged. But State legislatures have not been
able to wait. There is no reason why Congress should wait. In Great Britain,
after the extensive lMiolony Committee report, extensive revision of hire-purchase
legislation is almost certain.

2. Federal legislation has the advantage of uniformity. The truth-in-lending
bill is a modest proposal to deal with but one of many problems. Hopefully,
the Federal agency given the task of promulgating the appropriate regulations
could also, without further authority, undertake a campaign of informing the
public of how the new statutes help them. The Federal Government has been
generally lax in effectively educating the people in trade practices. Truth in
any form is desirable. A truth-in-lending bill fills an obvious need in regulating
credit practices.

(Attachments, "Protection Installment Buyers Didn't Get" (see p.
1358), "Model Acts-M--odel Retail Installment Sales Act" (see p.
1659).)

STATEMENT BY SOHN 3. GRAHAM IN BEHALF OF PROF. F. WhLI=
SCHOOL OF LAW, BOSTON COLLEGE, AND TRE MASSACHUSETS
CONSUMERS ASSOCIATION

Mr. GRAHAm. Thank you, Senator. I have been looking it over
while Mr. Paven has been speaking, and'there are a few comments I
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should like to make. May 1 request at this tiriie also that the article
in the Notre Dame Lawyer, volume 38, No. 5, entitled-

The CHAIMTAN. "Consumer in the Market Place"I
Mr. GRAHAM. Here it is, "The Economic Institution and Value

Survey, the Consumer in .the Market Place." A survey of the law on
informed buying, appearing at page 555 and subsequently, be included
in the record.

The CIIAIIIMAN. If that has not already been done, it will be. (See
p. 1378.)

Mr. GRAHAM~. Now, the Senator has made reference this morning to
the time it took for the Commission on Uniform State Laws to get
around to offering the Uniform Commercial Code. I think that an-
other sentence in that same section is very significant.. May I pick
up that paragraph? It reads as follows:

When the Uniform Commercial Code was first proposed the drafters con-
sidered incorporating credit disclosure requirements within Its provision. Section
9-205 of the proposed final draft contained. extensive disclosure requirements
not unlike those now found In mot State statutes, 'but on Jafiua'ry 14,'195
the council voted to delete this section, and the executive secretary of the
editorial board agreed. However, this is not to say that the problem Is unworthy
of study, and attention, since the policy of the commissioners on uniform State
laws is not to draft statutes of highly regulatory nature at least when regula-
tion Is in the experimental stages. This part does not attempt to meet abuses
which may exist. Today neither the Uniform Commercial Code nor the Uniform
Sales Act contains disclosure provisions.

So that I think the impact of this and, as Professor.Willier also
brings out, is to say that the aim of this legislation has nothing in
conflict whatsoever with the Uniform Commercial Code or the aims of
those who studied and prepared the Uniform Commercial Code and
are now studying and preparing other uniform State statutes.

The area that we are concerned with here today is an area that these
people have been thinking about and have thought about and may
in the future do something about, but they have continually resisted
any temptation to make any suggestions on the matter, and they are,
continually continuing to resist the temptation to come to any con-
elusion; so that we are not in conflict with these people at all. We
are merely attempting to get some legislation in an area where they
haven't considered it of sufficient primary importance to make some
conclusions available to us.

Professor Willier very carefully points out that if we went along
with the thinking of the commissioners on uniform State laws and
the professors from Harvard who were here this morning, we would
wind up with this, that they would take more time and then in the
event that they did come to some conclusions that were somewhere
near our proposals here, that thereupon you would start off the
attempt to get an enactment in the various State legislatures, and the
Lord knows when we would get uniformity in conformance with their
particular aim, which is uniformity among State statutes. The very
quickest way we can obtain even their aim is a Federal statute which
would bring about uniformity in all 50 States quickly.

The CIA1RMAN. Of course, Mr. Malcolm in the letter of October 28
declared himself in opposition to the requirement of a true annual
rate of interest, even for the States, and this was done before lie studied
it.
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* SenatOr BExxrr..I am not sure. Hesays he has been studying it
since 1957; when was the letter written I

Mr. BzADYORD. Last Odtober. -, .!
, Senator Bx4N'rr. Last October. , , -- , i ,. -

. Thd Cg tmAw., .For the committee, I think he said.,
j. Mr. GRA&i, Another point that is made by both Professor.Willier
and the article in the Notre Dame Lawyer is i a majority of, the States
the consumers unprotected by the disclosure statutes unless the seller
retains a security interest in the goods sold, and this may be taken as

illustrative -of, the thinking in State. statutes, They give, a high
priority of nsideration.to' those sections, or I should say, that section,
oftthe consumer markets where some security interest is. retained by
thb selleroaind.in that particular area there have been some attempts
at disclosure, but, of course the aim of this IeislateIo wouldbe to
make disclosure uniform and give consumers fullprotection, whether
or not the seller retained a security interest in the item, And that
doesn't by any mens give all of the significance in the article or in

Professor Willier's statement, but I think it offers us some information
on the exact point that was raised this morning, and it seems to me
that We should make it clear that there is no conflict between our
aim and the aim of these people who have been seeking uniformity
in State laws; in fact, I think there is a great consistency between
what we are attempting to achieve in this statute and what they are
attempting to achieve on a very, very longrun proposition. Thank
you, Senatoi.-

The CHAmmAw. Thank you very much. Senator Bennett?
Senator BENNE'r. Mr. Chairman, Mr. Paven near the end of hit

statement made a comment which has been repeated in these hearings
many times that one of the motivations for this legislation grows out
of the assumption that it is possible to make comparisons between dif-
ferent kinds of credit and that you ought to be able to find a single
standard.

Now, I should like to offer for the record at this point, and I won't
take the time to read it, a very carefully drawn comparison between
credit as you get it from a credit union, and credit as you get it from
a revolving charge account at a department store, Which shows that
in 13 essential parts of the credit there is no comparison. There is
no crossover.

For instance, you get money only from the credit union; you get
goods only from the department store. They won't give you any
money I would like to offer this for inclusion in the record as discus.
sion oi this question of the comparability of different types of con-
sumer credit..

Mr. PAVEw. Where did the article come from, Senator?
Senator BNitr. It came out of my head. [Laughter.] I havl

been studying this problem as a member of this committee for 5 year
now. I live with fie question, I wake up in the middle of the night
worrying about it, and I started this study 60 days ago, and I thnk
it will be very interesting when it appears in the record.
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(The study follows:) ... Dr.....s x ,0' o O ,

JEMO RANktD tY fWAiLAOD F. Bzazirrox Dzr aotc : -. ' o"
Through all of the hearings on thi bill!, there has ben one"assumption tih

has gone relsttlvely ,unchallenged, And upon which much of the support for the
bill is based. I refer to the unspoken assumption that all credit Is alike; that
is, that a meaningful comparison can be made between loans that are given for
very different purposes and in different situations.

It Is easy to slip into the error 6f thinlinhg'that transactions Involving credit
are in some way comparable, an4 that if one producs a simple. annual rate of
around 6 percent, the other should also. Actually, "however," this conp* t is
completely wrong. . Many, credit transactions have very, little In common and
should not be compared even though, all inv01vQ. delayed paymenLI r et..u"
ilstrate with an analogy. , . ' , I . I ., " •

Credit. charges, are the coot of, using someone else's m6hey for' sOje. k*cIftc
purpose. Thiokfor a minute about the c9sts of using someone else's car, to
demonstrate how such uses can be very Mffer'ent.

If you own a. tixkab and' I want to use It, you wpl cbgrge me, qt a certain
mitered rate In most cties-a rate *based both on tbe miles the cab goe whlie
I am using It and 'the'tfime Involved. This rate is 'Very high,' so igh that I
cannot afford to pay it formore than a few Ilocks or a few minutes., Very
seldom will 'pay'yoU for the use'of your cab for more than an hour. gut
because of the special service you perforra for me, I am willing to pay, your rate
for short trips because the actual dollar cost Is not high.

If I want to use a car for longer periods of time, I wlR rent one, from Ijertz,
Avis, National Car Rental, or a similar firm. Again, I will pay for the use of
the car at a rate determined by both the miles driven and the time involved. But
this rate will be much lower than the cab rate because the service is entirely
different. Because of the difference In service, no one complains that the lower
rental car rate is "fair" while the higher cab rate is "jasurous."

Let's take this another step. Suppose I want to have the use of your car
for a year or more. Again the rate will be different and lower than the daily
rental rate. It will be based on an annual lease charge, with no stipulation
about the number of miles driven.

Finally, of course, I can gain the use of your car by buying it outright, which,
on a per mile basis, will result in a still different rate. This Is probably the
lowest rate, but thehighest dollar cost

For the cabdriver to have to state his rate in terms equivalent to those used
by the leasing firm would be impossible and burdensome. Even though both
the cab ride and the hiring of the rental car involve the use of someone else's
automobile, the services involved are so different that it is improper to force a
comparison of them into the straightjacket of "similar terms."

Take another example-the use of someone else's houEe. One can stay for a
single night and pay hotel or notel rates. Or, he can stay for a week and pay
convention rates, as a member of a group.

ie can rent an unfurnished apartment, on a month to month basis, or sign
as annual lease. He can live in a rooming house, or subscribe to a dormatory-
type relationship. He can lease a home, for a period of years, with or without
torniture. And In every case, he Will pay different rates. As In the case of
the cab ride versus the leased truck, it is foolish to say that the 1-night hotel
tay should be quoted in the same terms as the 6-year lease. Can you Imagine

the difficulty Involved in quoting a single night's lodging in annual lease terms?.
For the tired traveler, nothing would be more startling than to be told that this
room rents, In simple annual terms, for $4,562.50. What he wants to know is
that the room will cost him $12.50 for the night.

Obvious as this principle Is when we talk of using someone else's cars or
Iommodations, we somehow think we can Ignore it when we talk of using

,eone else's money on credit. We think that a credit purchase made In a
revolving charge account, where the rate is figured on a monthly basis and the
War amount Is small, can be compared to the purchase of a house, where the
rte Is figured on dn annual basis and the dollar amount is very high. This is
li8 comparing the cab fare with an annual leasing contract, or a motel room
with a rented home.
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To Illustrate the differences between two types of credit-we lavelald ouf the
aspects of revolving charge account and put them side by side wlih the aspects
of a credit union loan. These two-are chosen because they, both Involve con.-
sumer credit and usually small dollar amounts. The comparison is attached

Oompari#on--Revoling credit versus credit union credit

Department store revolving credit

DIFFERENCES

1. Not available for money, merchan-
dise only.

2. May be obtained at any time, re-
peatedly through the month, for varying
amounts-no minimum.

3. Monthly percent charge levied
againt a fluctuating daily principle.

4. No security held by store.
5. No automatic collection device.

6. Accounting costs high, because of
daily transactions.

7. No similar provision for.

8. No similar provision for.

9. Credit extended to promote sale of
merchandise. Portion of cost can be
absorbed by profits on sale.

10. No predictable pattern of pur-
chase, payment--dollar cost cannot be
quoted in advance.

11. No termination date, no fixed date
on which maximum credit will be used.

12. Available at point of sale.

13. Free period usually 30 days, when
no credit charges are made. (See No.
9).

1. Charges have never been quoted
In annual rate. Widespread confusion
would result from change.

Credit union credit

1. Money only.

2. May only be obtained with prior'
notice, at certain times. Certain in.
Imums apply.

3. Monthly percent charged against a
declining relatively predictable (once
loan is made) balance.

4. Cosigners or collateral required.
5. Collection through payroll- deduct&

tion.
6. Accounting costs low, because of

predictable pattern of agreed payment.
7. Loans and costs offset by other

members' deposits.
8. Members must maintain minlmun

balance In credit union.
9. No similar provision for.

10. Predictable pattern of repay
ment-dollar cost can be quoted in ad-
vance.

11. Termination date set in contract.
Maximum credit used at beginning of
transaction.

12. Available only at place of em-
ployment.

13. No free period.

SIMILARITIES

1. Charges have never been quoted
in annual rate. Widespread confusion
would result from change.

Mr. PAVN. If I can make one comment., I think the problem of
comparing credit is one that when it. reaches the point of comparing
two similar types of credit, revolving credit accounts are essentially
financing arrangements. They are credits, and you are borrowing
money in effect, because you are borrowing credit from a department
store for a period of time instead of making youi regular monthly
payment. You have an alternative proposal. You can go down
to borrow money from the-credit union or a bonk, at one rate of in-
terest, which may be less than you are paying the department store
for the monthly service charge, for delayed payment. So that whAen,
you look at the amount of credit which is extended, the similaity
is there. Unfortunately, the department store by their own billing
practices have created something which is very difficult and inwork-
able ill the sense of trying to determine an interest rate.-
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Senator BIIw;NNrr. 1,am glad you admitted that; this is one of the
most. important admissions we have had from a witness for this bill.
I Mr. PAvEN. If you bear with me, for One moment, Senator, don't

admit quite as nuch. I merely wish to submit that if it is difficult
for the department Store to compute what the interest'rates are, as
they say it is, how much more difficult is it for the ordinary consumer
who goes in and attempts to'get credit under that system to determine
how much he is paying for that same service? The problem has
arisen not from the point of view of the consumer, but the problem has
arisen because itis created by the lender. And if he has created the
problem, he must then submit what that interest rfite is to the customer.

lie is the one charged with the burden, not the customer of finding
out what that interest rate is, and I thiiik this is where we (iffer. We
differ on the principle of who is charging the money. The customer
is not obligated to get a computer to determine whet her or not store B
or A is charging more for that credit. I submit the burden should be
on the store extending the credit to make that computation, and this
matter, of course, under the terms of this bill, will be submitted to the
Federal Reserve Board for determination of a workable regulation
which I imagine would take a considerable length of time of hearings,
almost as lengthy as the hearings before this committee.

Senator BE.NNm. Almost as long as the Commission on Uniform
State Laws says it will require to develop their program.

Mr. PAVE N. Well, if we can only'go by the experience of the past,
Senator, I am sure tie same persons opposed to thepassage of this bill
will be just as assiduous in their opposition to the creation of a work-
able regulation before any board set up to work on it.

Senator BENxETT. Well, of course, you must realize that the people
who sell the merchandise and lend the money are the ones going to jail
if they fail to live up to the regulations. So, I think you should un-
derstand they will be very careful to do everything they could to make
sure the regutlation is "workable."

Mr. PAVE.. I believe, Senator, there are a great many laws and
statutes on the books which I, as a lawyer, find difficult to comprehend.
I was glad to hear my former professor, Professor Sutherland, say
he has j)roblQms guessing as to the correctness of the law. This is 'a
problem under our system. 1We must live with it, and we must make
guesses. The law is not a certain thing, the law is something which
must be created, and evolved over a long period of time, because it is
created by ople,,and this legislatioii is merely the creation of peo-
ple. It wil work if the people who Work with it are willing to work.

Senator SImPSON. Do you ,gree with, "any contract to sell, or sale,
or contract of sale of property or services, either for present or future
delivery, under which p art or all of the prices payablb subsequent to
the making of such sale or contract," that is the definition?

Mr. PAVEN. Yes.
Te CHAiMAN. Well, that is part of the definition.
Senator SimPoSN. That language covers a contract to purchase

goods for cash on delivery if the goods aren't delivered until sub-
suent to the making of the contract I

Mr. PAVEI. No, I would assume this is a contract for the manufac-
lurer, for example, for a piece of equipment which has not been-
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Senator SiMPson, Ddn't assume something which isn't' in the law,Mr. PAV . I am looking'at the law.
Senator SIMPsON. All right, doesn't it say, "any contract or sale

either for present or future delivery, doesnt the language cover &
contract then, doesn't it, to purchase goods for cash on delivery if
the goods aren't delivered until subsequent to the making of th
contract?

Mr. PAvEN. That is what it says. That under which part or all
the prices payable subsequent to the making of such sale or contract.

Senator SimPsoN. It says delivery before the payment is made or
after it.'

Mr. PAvEx. No, it says the contract is made under which a contract
to sell-

Senator SIMPsoN. Either for present or future delivery.
Mr. PAvEN. Right.
Senator SimusoN. Under which part or all of the price is payable

subsequent to making of such sale or contract; doesn't that mean a
contract or purchased goods for cash on delivery and if the goods
aren't delivered until subsequent of the making of the contract? Let
me give you a simpler one, this bill also provides for services; what if
I make an agreement with my next door neighbor's son whereby he
would mow the lawn each Saturday afternoon and I would pay hin
50 cents each time he completes the job. Now, do you think that comes
in a credit transactions

Mr. PAVEw. No, I don't, Senator.
Senator SIMPsoN. Do you think this other one on the pickup of the

car comes in a credit transaction?
Air. PAV . Yes, I do.
Senator SimPSON. Isn't it a cash transaction, Mr. Paven?
Mr. PAvEN. No, it says under which part or all of the price is pay-

able subsequent to the making of such sale or contract.
Senator SimpsoN. You are quibbling.
Mr. PAvw. No; if I may explain, Senator, you are making u

arrangement with the boy to mow your lawn, and you are going to
pay him each time he mows the lawn at the time he does the work,
and you have contracted to pay him 50 cents to do the work-

Senator Smpsox. This covers the credit and services, doesn't it?
Mr. PAvEN. Let me carry it one step further.
Senator SmsoSN. Go ahead.
Mr. PAVEN.. If yOU make an arrangement at that time where y

are going to pay $1.50 for mowing the lawn instead of paying hi
on the day he mows the lawn you are going to pay him, on tree sb
sequent occasions, equal amounts.

Senator BEN.-r. It says part or all, it doesn't say part.
The CH'AmmAN. If I may interrupt I w6uld like to call atentite

to the fourth paragraph on. pge 3 o? S. 750 defining creditor.
(The paragraph follows :)

(4) "Creditor" means any person engaged in the business of extending cre t
(including any person who as a regular ,business practice makes loans or
or. rents property or services on a time, credit, or,'InStallment bagst, either 9
principal or as agent) who requires, as an incident to the extension of credit
the payment of a finance charge.
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The CHAIR MAX. It means any persn engaged in the business of
extending credit.

Senator BENNEr. Well, now-
The CMAnumm. Wait a minute, "any person who as a regular busi.

ness practice make loans or sells or rents property or services:o'n
time, credit, or installment basis, either as principal or as agent, wh4
requires, as an incident to the extension of credit the paymentof a
finance charge."

Now, my good friend, who hires this boy for a half a buck to mow
his lawn-

Senator Smrsoxr. Get theminimum wage in there.
The CHAMMAN (continuing). Is not extending credit, he is hiring

domestic service, so he would be completely out of the ball park.
Senator Simpsox. Not under the bill.
The CHAmrmA. Oh yes, indeed.
Senator Srm, soi€. 6 ne portion I come under, one portion I get

kicked out.
The CHAmc €w. You are not a moneylender.
Senator Bxxii Tr. It might be interesting to get iL the record ql

letter from the lawyers of the New York Stock Exchange in which they
decided this bill covers the 4-day period after a man buys stock before
he has to put down the cash.

The CHAIRmAzi. May I throw a little light on the definition of
credit here in paragraph 2--this is taken, I believe--almost word for
word from the definition of credit given by the Federal Reserve Board
in its regulation W. It is tried and true. It has been tested under
fire. It has been proved over a time, and the constitutionality of that
has been upheld. There was no real difficulties in the administration
of this phrab, so very frankly I think my friends are being very
M tious.

senator Simsoir. Mr. Chairman, that is a strange statement to be
,nade for the record, and I want to point out regulation W was a war-
time emergency measure, and had nothing to do with peacetime activi-
ties at all.

The CHAIMAN. Well, it was continued. I came to the Senate in
1949 and we had the problem of reinstituting regulation W, and I
think it was written into the Defense Production Act.

(The paragraph follows:)
Section 602(d) (2) of title VI of Public Law 774, 81st Congress (Defense Pro!

duction Act of 1950) :
"(2) 'Credit' means any loan, mortgage, deed of trust, advance, or discount;

ay conditional sale contract; any contract to sell or sale or contract of sale, of
property or services, either for present or future delivery, under which part or
all of the price is payable subsequent to the making of such sale or contract; any
rental-purchase contract, or any contract for the bflrlment, leasing, or other use
of property under which the ballee, lessee, or user has the option of becoming
the owner thereof, obligates himself to pay as compensation a sum substantially
iuivalent to or In excess of the value thereof, or has the right to have all or part
Of the payments required by such contract applied to the purchase price of such
Property or similar property; any option, demand, lien, pledge, or similar claim
against, or for ttie delivery of property oi" money; any purchh'se, 'discount, or
4et acquisition of, or any credit under the seturlLy of, any obligation or claim
utng out of any of the foregoing; and any transaction. or series of transactions
14lng a similar purpose or effect.



1092 TRUTH IN LENDING--1904

Senator SIMPsoN. It came on in 1941, an Executive order.
The CIIAiMMAN. I think in the Korean war. J
Senator SiMPsoN. In an Executive order.
The CHAIRMAN. Not merely World War II, but the Korean war..
Senator BNN=Tr. I have the impression that the Federal Reserve.

has since amended that definition. I don't know to what extent. 1,
would like to have the opportunity to put into the record the amended
language, if such exists.

The CHAIRMAN. Very glad to have have y.u do so if there is an
inaccuracy of the language, and we would be I Ito revise it, but what
we are running up against is this c6ntinuous--well, I want to be
guarded and strained, this continuous carping at nonessentials.

Senator BENVr. Anybody who doesn't agree with the chairman,
is carping at nonessentials.

The CHAIRMAN. Not at all.
Senator BE NT. I have been carping at him for 4 years, so I

think I recognize the problem.
Senator SImPSox. Mr. Chairman, may I ask, I am sure Mr. Paven

and Mr. Graham would be willing to answer some written questions.
It is a question of time here today, and if I propounded some of those
questions, would you answer them for the record? '(See p. 1298.)

Mr. PAVEN. I would be glad to.
Senator SIMPSON. Would it be permissible?
The CHAMrMAN. Yes, however, I would like the privilege of submit,

ting questions to your panel.
Mr. PAv E. Are we going to be paid for depositions here? [Laugh-

ter.]
Senator SriPsoN. I would like to say to Mr. Graham, let's not leave'

the record with the presumption that ir. Willier thinks this is an
easy matter, because Mr. Willier in his statement says, and I quote:,

To this author [Mr. Wilier], the Ideal would be a comprehensive code of
lrade regulations cutting across all facets of commerce where injurious effects
upon the individual and hence upon the national economy are possible. Two or
more decades of study would be required to bring this about. [Emphasis sup-.
pIled.]

So I want the record to disclose he recognizes the prolixity of this
verve important subject, and that it would take a long, long time to,
settle.

Mr. GRAAM. Yes, that is why, Senator, I mentioned the point 'I had
brought out in no way covered all of the points mentioned in either
Ile Notre Dame article or Professor Willier's article, but I did want
to try to meet what they said about a particular thing mentioned this
morning.

Senator SIMPsoN. I wanted to clarify a particular point.
Mr. GRAHAMf. Yes, if I may, regarding one of Senator Bennett's

questions. -

Senator SntPsoN. Senator Bennett? Mr. Graham.
Senator BENNE'rT. Excuse me.
Mr. GRAIhAM. Regarding one of Senator Bennett's questions, I re-.

member it, because it seemed to coincide with a particular point of
the testimony of the Massachusetts Bankers Asso6iation where some
reference was made to the impossibility of stating in advance the
exact interest charges because as they pointed out everyone doesn't pay
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installments on exact time schedule. Sometimes there are what they
called missed payments' and they point to this as indicative of the
difficulties of foretelling in advance the interest charges, but I would
like the Senator to look at one of the exhibits that thebankers offered.
They offered an exhibit that actually did show the way interest changes
&$payments are missed, and every time a payment is missed interest
goes up. And the interest goes up simply because they are computing
another loan. So that if we look at the problem of this payment in its
right and correct perspective, which is as the banks look at it,: they
atually compute the interest for another loan.

Now, this is something that they can disclose, because they actually
compute it themselves, and their chart shows they compute it and
can't remember the fractions, but it goes up something like 1.4 percent

er missed payment. So the only point I want to make is that their
charge, which is on an exhibit in this proceeding, I believe, demon-
trates that this is a determinable amount, and at the time the payment
imissed-

Senator BENNErr. But not at the time the original loan is made, and
that is what the bill requires.

Mr. GRAHrAM. No, at the time the payment is misssed it necessitates
another loan.

Senator BENN1r. It doesn't require another note, and it doesn't
require any other evidence of a different loan.

fr. GrAeIAM. This is only because of a mutual convenience of the
people involved, but they could disclose in advance, they have this
formation, and a one page disclosure could tell you in advance the

atual penalties you are going to be subjected to in an esculated in-
terest charge in the event you missed the seventh or eighth or ninth
payment, and this is determinable in advance, and can be disclosed as
a series of conditions, accompanying such a note.

Senator BENNTrr. Then, you would amend the bill to require that
Whatever action by the borrower changes the pattern of payment from
the original disclosure, then the lender must supply the borrower with
additional information?
Mr. GRAHA . No? it doesn't change the pattern at all, it just looks

t the possible conditions under which payments could be made.
Senator BENNrr. It just changes the simple annual rate, that is
l it changes.
Mr. GRAHAM. No, their exhibit discloses that the annual rate can

Actually be determined because they determine it.
Senator BENrr. But they don't determine it in advance, they

determine it when you come to the event in which the payment is
missed; they have no way of knowing at what point a given borrower
f going to miss the payment.
SIr. GRAHAM. No, but they do know the exact procedure and the

iact percentage that is going to be charged in the event that you do
any particular payment. This is something that they know

11ready in their policy, and they know it at the time the original note
Signed, and they know it today.
Senator BENNAEr. Suppose a man doesn't miss a payment, but he
lp short by $15. When he should have paid $25, he only paid $10.

Mr. GRAmir. They know today the exact procedure and cost they
0 going to charge for thaL

23-902--64-pt. 2-27 /
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. Senator BgNNErT. But as I understand the bill, it requires the dis
closure of the total net simple annual rate in advance. Now, thi
affects that net simple annual rate as a result of a decision by the ber.
rower and it seems to me that you have got to amend the bill. Other.
wise the banks say your payment is so much and the borrower changed
it, and it goes up.

Mr. GRAImA. No, because the simple annual interest that is dis.
closed in the bill is predicated on the assumption as is the note and
the interest, the payments will be made as of particular dates, but my
point to you, Senator, is this, and as the bankers' exhibit discloses, they
d have their policy already conceived as exactly the procedure the

are going to charge in the event a missed payment is experienced, a
this is the type of thing that they can also disclose, if they do want
to take into consideration the possibility that payments will be missed

Senator BmNm. Well, in addition to that, the bill requires a state.
ment in dollars of the total finance charges for the life of the con.
tract. Now, they can't know in advance exactly how many dollar
of additional interest the borrower is going to have to pay because he
pays short under a particular situation; they can't know that in ad-
vance and tell him.

Mr. PAVEN. If I may add, the present law regulating credit h
Massachusetts, and most other States, require a statement of the finance
charges in advance; they also require a statement of what the delin-
quency charges will be, and those are computed on a monthly or quar.
terly basis depending on the terms of the note. So, if your delinquency
charge is $2.25 for each payment missed, for example, there is a per.
fectly simple way of computing it.

Senator B.NNE-rr. Is Mr. Graham talking about delinquenq
charges?

Mr. GRAHAM. I think they are related, probably different in th
things they do. I was trying to use the same terminology that the wit
ness used when he presented the exhibit I referred to.

Senator BENNmvr. I am thinking of a simple interest rate with w
delinquency charge which occurs when you make a 6 months' note t
of a 7 months' note.

Mr. PAVEN. This is a charge provided for in the note that they c.9
disclose. It is another note.

Senator BwNxrrr. It isn't another note, it is the same note, and nov
are you saying we should amend the bill to require whenever a persm
is delinquent, a now credit instrument must be created, and at tU
point the lender must supply the information required in the origi&
case?

Mr. GRAHAM. Not if the original note anticipates the possibili
of extending the credit; if it anticipates this possibility, it can a'
disclose the penalty, the interest you are going to pay.The CHAMMAN. Now, may I try to clarify this situation
bill only requires that the original set of terms be disclosed in writ'
the original set of terms.

Mr. GRAHAM. That is right.
Senator BENNEr. But it also requires thd total dollar cost wt

is a part of the original contract.
The CHAIRMn. Now, my good friend has been arguing

years that it is all right to disclose the total dollar amount of it
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A, but not the rate of interest; now he is going back on the dollar
amount.

Senator BENNmET. Wait a minute; my friend from Illinois is doing
the same thing he tries to do at all these hearings, he tries to put
words into my mouth, and choke me.

The CHAIRMAN. You have been the advocate of disclosing the
dollar amount; and you have been arguing for the total number of
dollars, and you are going to wind up opposed to everything.

Senator BENT.'r. I am saying, here is a set of circumstances in
which it is impossible to disclose the dollar amount in advance, and
it is a set of circumstances caused by the borrower, not the lender.
It is k3yond the control of the borrower, of the lender, at the time he
makes the original statement required of the law. This to me is
another of the difficulties that grows out of the way the proposed
law is written.

The CHAmmAN. No, sir. How is the time?
Senator SiMPsox. May I ask one question?
The CHAIRMAN. Surely.
Senator SiMPsoN. I am glad Mr. Graham appears, because the

man who appears here and the man who wrote the statement are
two different persons. The one who appears is a person I like.

Mr. GRAHAM. Thank you.
Senator SimPsoN. You made one statement in your written testi-

mony that disturbs me, and I wonder if you want it left in the
record. You say:

Note, please, that those who appear to oppose this legislation are Invariably
oa the payroll of some business which has been gaining much from the less-
than-truthful disclosure of interest charges.

Do you actually believe thatV
Mr. GRAHAM. Yes, I do believe that. This is the one thing that

has characterized the opponents of this measure, and when say
that I am not only referring to those that have been here in Boston,
but those who have opposed similar measures as well.

Senator BNNEr. Well, are you referring to Senator Simpson,
and Senator Bennett, and Senator Robbrtson?

Ur. GRAHAM. No, of course not; I am referring to the witnesses,
Senator. I am saying that the witnesses and obviously the people
who are in the legislative aspect of this are performing their func-
tions as legislators when they are debating these things. I am talking
but the people appearing as witnesses. The reason I brought out
that is the officers of this association are not compensated. I think
it is important. I think it would be a very good idea if everybody
who appeared before any Senate group would disclose exactly why
#hey are before them, and I was first impressed with this the first
tone I was requested to give testimony.
It was before the Transportation Committee of the House when

gnessman Lee, of California, was chairman, the so-called transpor-
4taon inquiry, it goes all the way back to the early 1940's. I went
loer the is of witnesses, and as you may know that inquiry took a
Ig time, about 400 witnesses, and they were all officers of railroads

Od airlines and what not; mother words, they were being paid to
Wiy and the uniformity of their testimony was amazing. I think
kmaes a difference whether a person is ppearing on'behalf of an
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interest group that has something to gain by either the passage of u
act or something to lose by the passage of an act, that they identify th
I think the motivation is a significant disclosure.

Senator Simrsor. You knew they had a very significant stake h
any of these things that interfered with private enterprise, didn't yo0
and they would naturally appear to testify. _Do you think the fad
that someone is paid by, or holds a position of trust, in an organic
tion or industry mitigates his testimony ?

Mr. GRAHAM. I say this, Senator, that their statement amounts
the argument of an advocate.

Senator BENNE-r. Aren't you here as an advocate?
Senator SibmSON. You are an advocate of this bill, aren't you?
Mr. GRAHAM. Yes, that is correct, but they are advocating on be

half of a particular interest group.
Senator BENNETY. Aren'tyoul
Mr. GRAHAM. Well this is my personal opinion, Senator.
Senator BENNmrr. iou appeared here as an officer of the consumnen

association?
Mr. GRAHAM. That is right.
The CHAIMAN. I might point out Mr. Graham furthermore pointed

out any interests he had were not pecuniary, that it was a public in.
terest, and if this be a s;n, I think then we need more of that type C4
a sin.

Senator BzNN ET. I didn't say it was a sin. The attempt is being
made to show that any person before this committee that is a paid
representative testifying against this bill is a sinner.

The CHAammAN. No, no.
Mr. GRAHAM. The distinction between whether a person who ap

pears as a paid representative of an affected interest group is giving
persolial testimony or testimony that ser- um the benefit of his client

Senator SiMPsoN. Take Mr. Sutherlanct, for instance, he came on
his own with no payment or anything else.

Mr. GRAHAM. I have no objection to Professor Sutherland's testi.
mony at all. I think it is an affirmation for this ideal. Profesoe
Sutherland complied actually with the suggestion I made, because hi
made full disclosure of al connections he had, and he specificaUl
stated he was not being compensated to appear, so he evidently agree
with me.

Senator SiMPsON. If his statement gives you any comfort, it gives
me more.

The CHAIRMAN. It gave me comfort in terms of the ringing stat
ment that the proposal was completely constitutional.

Senator SImPSOx. And gives you an assurance if it needed help, he
would give it.

The CHAIRMAN. Yes.
Senator BENNETr. You started to find ouf what the time pattern i
The CHAIRMAN. Yes; how is the time?
Senator BeNNETr. We are about to run out of time. There are

minutes left.
The CHAIRMAN. We will waive those 7 minutes temporarily and

turn them over to the opponents, and request after the conclusion Of
testimony Father McEwen be permitted to appear subsequent to *i"
nesses for the opposition. I
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I take it, Lt. Gov. Frank Belloti telephoned he is unavoidably de-
tained, but he wished t6 say for the record he wanted to be recorded iii
favor of this bill.

Thank you very much, gentlemen.
Senator BNzN;mTr. I would prefer you put Father McEwen on for

the 7 minutes, because the pattern of dividing the time between all of
the'proponents and all of the opponents is broken.

The CHARMAN. Well, I think he will take more than 7 minutes,
and I didn't want to shut you off. I don't want to presume on your
time until you have the full opportunity to utilize it. ,

Senator BENNETr. We have an hour and a quarter. As a matter
of fact, I don't think we will use an hour and a quarter.

The CMRMAN. Well, go ahead.
Senator BEgNNE-r. We have our second panel of the day, Mr. Dean

Cushing executive vice president of the Retail Trade BtL.'Ad, Boston;
Mr. Richard F. Vancil, assistant professor of business administra-
tion, Harvard University; Ralph E. D. Lavalle, attorney at law, law
firm of Lavalle & Lavalle.

Will you introduce the gentlemen so we can know who is who.

STATEMENT OF DEAN 0. CUSHING, ON BEHALF OF THE RETAIL
TRADE BOARD, BOSTON, MASS.

Mr. CusHiNo. This is Mr. Ralph Lavalle, attorney, 40 Court Street,
and Prof. Richard Vancil, Harvard Business School. My name is
Dean C. Cushing, executive vice president of the Retail Trade Board of
Boston, and I appear in opposition to this bill, because in our opinion
we will be required to do something which we think is mathematically
impossible in some cases, and in other cases misleading to our cus-
tnmers, and we don't think it is in the consumer's interests.

Senator BENNEir. May I ask if you are being paid a special fee
for appearing today?

Mr. CusIJINo. No; I planned to spend the day skating with my
family in Gloucester. I am glad though to have all the facts get in,

this short time, of this belated session. I wish that we had been
le to grapple the whole thing all the way through the last time,
h 'rator, and that we had not had the tragedy that happened.
Since 1909 the Retail Trade Board of Boston had in its bylaws

irtain obligations that include that we believe "the fullest protection
gainst sharp practices of unscrupulous retailers and therefore sup-
-rt legislation aimed to cure abuse."
After 3 years of continuous study it is our firm conclusions that

3. 760 neither cures abuses nor gives full protection to the public.
e therefore oppose it. The retail trade board has been in the fore-
ont of drafting and supporting legislation; in the forefront of pro-
.ting of consumers interests. incidentally, many of the bills talked

t here, I and my predecessors--and on some occasions with Father
cEwen-helped put on the books, and the criteria has been for the

section of the honest merchant, and the public. But we feel any
i of legislation must be meaningful, realistic, and workable and
is why we have had these two witnesses to come here and tell you

Our two major points of opposition. We could have quite readily
ht in more merchants, but I don't think it would be helpful,
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but we asked Ralph Lavalle to come to represent us because he has hid
30 years work, not with the department stores but with human beinr
young married couples, and elderly people who have run into t
problems with their overextension of credit, and we think his experience
would put the framework around any piece of legislation that would
be helpful to people that came into these credit difficulties.

The second person we have here is Professor Vancil, and he is hen
because it has been my contention with whatever education I may havi
had, two colleges in Maine, that we could not do the job that Vv
set out for us in some cases by this bill. I believed it, andi Iso sail
in the little Douglas bills before the legislature, and I firmly believeit
However, we felt when this group were coming here that we shol
get, if this bill is mathematically untrue to us and that is a mathemt.
ical truism, let's get a mathematician. If we can get an objective aWd
knowledgeable person, let's see what lie says. Are we right or wrongly
We have as you all know a very good business school across the river.
We have a large section that deals with the retailing, and we have th
top professors not only in the country, but in the world, but we didna
go to them because of their connection with retailers. We felt it would

e much more important to have objective studies of the mathemati
problems of this bill. We wanted to get the best we could, and wewt
through the list of professors, and I called a fellow named Vancil, anD
asked if I could talk to him. I understood lie was qualified in the field
lie said, "No; my field of interest is only compound interest. AD,
I said, "You are the man both sides want. Would you come to us an
discuss our problem V

Hfe has done it. He has discussed the problem. ie has prepa
his test inony most carefully, and lie has had in his testimony these tw.
charts over here, and I took the liberty of blowing them up, becau.
each time we have discussed this, thereis nothing more difficult to fd
low than a series of mathematical computations, when one is read'
over a paper. I was very sorry for the young lady this morning.
think it would have been most helpful to her and to us to get t
kinds of facts down so each one of us'can make an honest opinion
as a paid representative of any organization, not as a man from Wasi
ington representing the whole country, but only as a problem on which
we have got to do some additional work--in consumer protection.

When we find we can agree with )eople we run at loggerheads witd
in other fields, and can set the record straight; it is a beneficial inter
pretation. I think we can do it with this type of mathematical cor
l)utation today.

I want to thank you for giving us the time. There was delivered t
my office by William Shrove, ofShreve,'Crump & Low, a statement
anid I have only one copy.

The CsHmInrAN. We'are very glad, we will file it for the record.
(The statement follows:)

STATEMENT OF WILLIAM 11. SHREVE ON BEHALF OF THE MASsAC1IUSETTS & RU
ISLAND RETAIL JEWELERS ASSOCIATION

My name is William 11. Shrove, of Shrove, Crump & Low of Boston, and r
appearing on behalf of the Massachusetts & Rhode Island Retail Jewelers
elation representing approximately 500 members of our Industry in Massach
and Rhode Island.

We feel that with 80 percent of bur group consisting of smaller Jewelers'1
only one or two employees that Senate bill 750 would require not only the cak
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lation of simple annual percentage rates along with monthly bllings, but wpuld
impose an additional cost of doing business by the.additional paperwork re-
quired.

In many 'cases the owner Is not only a Watchmaker spindilg his time on ,the
bench but he is required to act as a collector for numerous Federal and State
taxes requiring Innumerable periodic Government reporting forms. He also
performs as his own salesman as well as a watch repairer and to take care of
existing paperwork. These proposed calculations would require additional book.
keeping expense,.which he neither has the time nor the money to afford. ,

In fact, our smaller Jeweler is In such a price-cost squeeze-today that this addi-
tional cost could well be the final straw to force him out of the installment credit
business and return him to the days of trying to hide the cost of credit in his
markup and we question his ability to compete on this basis.

The thought has been presented in previous testimony that the customer fore-
warned would then be able to borrow money at a lesser rate elsewhere and pay
cash for the item.

We think that the average customer wants to know the dollar-and-cent
amounts of the finance charges and it Is on that figure that the purchase deci-
ion is made. Of course, major department stores and large facilities using
electronic bookkeeping and data processing centers might wcll be able to ef-
fectively cope with the requirements of this bill. Unfortunately, we feel that

R the smaller Jewelers cannot afford to Increase their overhead by the additional
bookkeeping expense required.
'We can only forecast irreparable harm to the smaller and medium sized
jweler if S. 750 is adopted In its present form.

STATEMENT OF RALPH E, D. LAVALLE, ESQ., LAW FIRMK OF
LAVALLE & LAVALLE, BOSTON, MASS., ON BEHALF OF THE
RETAIL TRADE BOARD OF BOSTON

Mr. LAVALLE. I am Ralph E. D. Lavalle an attorney at law and a
prtner in the firm of Lavalle & Lavalle with offices at 40'Court Street,

Mosron, Mass., where I conduct a general law practice. I am a mem-
er of the Boston Bar Association, the Lawyers Reference Service,

& former public administrator for Suffolk County, and atpresent,
president of the Credit Union League of Massachusetts, Inc. I appear
hre today for the Retail Trade Board of Boston.

The CH1iRMAN. I want to congratulate you on this statement, This
cnforms to what Mr. Graham said about people stating their profes-
ional affiliations. This is the harmony that we are asking for.
V Mr. LAVALLE. Thank you. I have a prepared statement. How-
ever, I will make a short oral statement in order to save time. We
oppose the enactment of S. 750 because we believe it will only cause
infusion in the field of consumer credit., so far as our credit unions
tWd other lenders are concerned, and it will not contribute to the
solution of the problems of consumer credit in any material way.

The credit unions in Massachusetts do not use a simple annual rate
i computing their charges to borrowers; they make their charges
from the basis of an add-on dollar amount or on the basis of a discount
Wolar amount which is subtracted from the loan proceeds.
J1 believe that S. 750 would tend to confuse rather than to enlighten

6o Individual. In my view people who have been mistreated or who
have been taken advantage of will not receive any greater protection
mder the law if S. 750 is enacted. The Credit Union League of

r lschusetts, Inc., which I represent as president, has taken formal
Won at a meeting of their board to oppose the enactment of S. 750.
I credit unions of the State of Massachusetts are engaged in pro-
ding credit to the lower income groups of the State, many of whom
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do not have other credit facilities available, and we, take this stan4
in opposition to S. 750, because we believe that no additional prote
tion, if any protection will be given to these people under this pro-
posed legislation; and furthermore we believe that many of the people
vith whom we deal will be lulled into a false sense of security by

3 assage of a bill which purports to protect them, but does not actually
dO SO.

The CHAIRMAW. The Credit Union National Association endorses
the bill.

Mr. LAvALE. I am sorry, I didn't know that.
The CHAIMAN. Yes, CUNA as it is called.
ir. CusnIao. Now, to save time, sir.

Senator BENwrr. Mr. VancilI

STATEMENT OF RICHARD F. VANCIL, ON BEHALF OF THE BOSTON
RETAIL TRADE BOARD

Mr. VANCIL. My name is Richard F. Vancil. I am testifying as a
technical witness on behalf of the Boston Retail Trade Board
Briefly, my background is as follows: I was born and raised in Alto;
Ill. I received my undergraduate education at Northwestern Uni.
versity at Evanston, Ill., and I am qualified as a cerified public ac
countant in that State. I earned a master's and a doctor's degree from
Harvard Business School, and have served on the faculty of that
institution since 1958. My current rank is assistant professor of busi.
ness administration. During the last several years I have collaborated
with various of my colleagues in the coauthorship of textbooks on the
subjects of accounting policy, managerial economics and capital
budgeting. My most recent book, "Leasing of Industrial Equipment,"
was published by McGraw-Hill this year. This book was the out.
growth of the research for my doctoral dissertation, and it was during
the course of this research that I became interested in the computation
and determination of annual interest rates. I have studied the probe
lems of interest rate determination in sufficient detail to believe that I
am qualified to testify on this subject.

The CHAIAN. I want to thank you also for stating your profes-
sional capacity.
Mr. VANcm. Thank you.
I should like to restrict my testimony to the single question of the

accuracy of the calculation of a "simple annual rate" as provided un-
der the terms of the proposed truth in lending bill. I have limited my
investigation to the problems of determining this rate on revolving
charge accounts that are offered to consumers by many large depart-
ment stores.

I have prepared these exhibits, and if I may lapse into a familiar
role of a schoolteacher, I would like to explain the exhibits for you.
[Pointing to exhibit 1.] What I have done is to take a hypothetical
account running for 4 months, in which I have assumed that the'cu-
tomer made a purchase on January 10, another purchase on February
2, and then made payments on the account, $10 in February, another
$10 in March, and then paid off the balance in April. In order to figure
the simple annual rate on such a series of transactions, it is nece.srl
to determine the average daily unpaid balance of the account. Ths
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has been done by multiplying each balance in the account times the
number of days that balance was outstanding; for example, during the
first 10 days of January there was no balance; then beginning on
January 10, the balance was $60 for 21 days, or 1,260 dollar-days dur-
ing January. I think the concept is'an easy one to grasp. In order to
compute the average daily unpaid balance, we divide the total number
of dollar days (the 1,260) by 31 days, yielding an average daily balance
of $40.65. This is approximately what you would expect, because it
was zero for roughly one-third of the month, and $60 for two-thirds.
The simple annual rate for Januiry is zero because the store makes no
service charge in the month in which the purchase is made.

In February, the account had a $60 balance for I day, and this bal-
ance was increased to $85 by a purchase on February 2. The $85 bal-
ance for 25 days represents 2,125 dollar-days. A $10 payment on
February 27 reduced the balance to $76 for the final 2 days of the
month. A total of 2,335 dollar-days were thus accumulated during
February, and dividing this by 28 days we find the average daily bal-
ance of $83.59 for the month. The 90-cent service charge, which is 11/
percent of the beginning balance, is only 1.08 percent of the average
balance. Multiplying 1.08 percent by 12 we find the simple annual
rate of 13 percent.

In March the account had only two balances, and by a similar calcula-
tion we see that the $1.14 service charge, which is 11/,2 percent of the
beginning balance of $75.90, is actually a little higher than 1/ percent
of the actual average balance. The average daily balance was $72.03,
and the simple annual rate in March was 19 percent.

In April there was a balance in the account for 24 days until it was
ptid off, but there was no service charge that month under the terms
of that revolving credit account, and therefore, no simple annual rate.

At the bottom of this exhibit i have also calculated what the simple
annual rate was over the entire timespan of this transaction. If we use
the entire 4 months as a timespan there would be 120 days. The total
number of dollar-days was 7,436 and the average daily balance during
the 120 days was $61. The service charge, a total of 2.04 divided by the
4 months, was 51 cents a month, indicating a simple annual rate of 9.9
percent.

In my opinion this is not the best way to calculate the interest over
the entire timespan, because there were 16 days in the 120 for which
there was no balance in the account. I think the most accurate calcu-
lation of the interest rate on the entire transaction is one that excludes
the first 10 days of January and the last 6 days of April. Over the
remaining 104 days, the same amount of credit was outstanding, so
the average balance is $71.50, and the service charge of $2.04 should
be spread over the 104 days, working out to just under 2 cents a day.
The simple annual rate using a 365-day year is 10 percent over the time-
span of this transaction.

I have been informed that, in previous hearings on this bill, one of
the proposals was to eliminate the amount of credit extended during
the month in which the purchase was made. If we do that in the series
of transactions it means we eliminate January when there was no serv-
e charge, ana when 1,260 dollar-days of credit were incurred, and

also eliminate the $25 purchase in February for the 27 days that it was
outstanding. That reduces the total number of dollar-days for the
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entire transaction down to 5,501, and we have only 83 days in which
credit was outstanding after the month in which the purchase was
made. 1This raises the effective simple annual rate to 131/2 percent, but
it is still less than the 18 percent that this bill would require the de
partment stores to disclose. The reason why it is less than the 18 per-
cent is because in April the consumer was given 1,609 dollar-days of
credit, with no service charge billed in the month in which the account
is aid off.

Think the important thing to note from this exhibit is that the
simple annual rate is not a constant percentage, it is not 18 percent in
every month. It fluctuates depending upon the date on which the con-
sumer makes her payments, and the amount, the percentage relation.
ship really, by which the payment reduces the balance in the account.
In this case we assumed the account was paid off in April. Actually, if
you carried it out, each subsequent payment would reduce the account
by a larger percentage, and would cause more fluctuations in the indi-
cated rate each month.

Now, I would like to turn to exhibit 2 which I think is a more gen.
eral kind of a statement and more illustrative of what is at work here
This is a situation in which I have assumed the customer has a begin-
ning balance of $50 and makes a $10 payment and a $10 purchase dur-
ing the month, so that at the end of the month the balance is again $50
and the service charge during the month is 75 cents. Given this set
of assumptions, only three patterns can occur. One, the purchase and
payment may occur on the same day; two, the payment may be made
before the purchase is made; or three, the purchase may be made before
the payment is made.

What happens to the simple annual rate in each of these three
cases?

In the event that the purchase and payment are made on the same
day, the average daily unpaid balance in the account remains constant
at $50 during the month, and the 75-cent service change, related to the
$50 average daily unpaid balance is 11/2 percent, indicating a simple
annual rate of 18 percent.

Example two, illustrates an extreme case of "pay early, buy late."
I assumed that the payment was made on the second day of the
month and the purchase was not made until the last day of th, month.
The average daily unpaid balance in the account is only $40.67, and
with the same 75-cent service charge, the indicated simple annual
rate here is 22.1 percent, considerably higher than the indicF.ted 18
percent.

The third example is an extreme case in tue other direction, an
extreme case of the "buy early, pay late." here I assumed that the
consumer bought a $10 item on the second day of the month and made
her payment on the last day of the month. Again, the balance was
$50 at the beginning and end of the month, but the average daily
unpaid balance amounts to $59.33, nearly $60. The service charge is
the same as before, and the indicated annual rate in this circumstance
is only 15.2 percent.

I think the lesson to be learned from exhibit 2 is self-evident. Each
of these three patterns of transactions would probably be viewed by
the consumer as roughly equivalent, yet under the proposed truth in
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ending bill she would be told that the simple anual rate on her
count varied from 15.2 to 22.1 percent.

In summarizing the results of my analysis, I would like to make the
following four observations. First, the illustrative calculations
shown in exhibits 1 and 2 have been simplified by permitting only
one or two transactions per month the typical customer might have
sveral different account balances during any one month. While no
complex mathematical formulas need be employed in order to com-
pute the simple annual rate as required by the proposed bill, the cal-
culations of the daily average unpaid balance is time consuming, and
would be more complex if there were more transactions.

Second, the simple annual rate cannot be determined merely by
multiplying the monthly service charge rate by 12. The simple an-
nid rate in any actual account will be higher or lower than 18 per-

cent per year depending upon the timing of the transactions that have
vcurred during the month. The reason why the simple annual rate
wil be different than 18 percent is due to a fundamental difference in
the philosophy behind the service charge. I think that most people
conceive of an interest charge as a payment for the use of money
orer time. When a charge is made for the use of money over a time,
the charge is greater for 2 days than for one.; The monthly service
chrge levied by department stores is not compatible with this con-
cept of interest; it is a charge made at the beginning of the month
ased upon the unpaid balance in the account at that date. Because

of this fundamental conceptual difference, there is no simple way to
convert the monthly service charge into an annual rate without going
through calculations similar to those I have illustrated.

The CHAIRMAN. Would you permit an interruptionI
Mr. VANCIL. Yes, sir.
The CHAIRMAN. In the first draft of this bill, we used the phrase

'interest charge," but in the revised draft we do not use the term
interest charge," we use the term "finance charge" just to meet this

very point.
Mr. VANCIL. Well, this may be an important legal distinction, but

the significance of it escapes me.
Senator BENE -r. Does the use of the word "finance," instead of

'interest charge" change the facts you have given us or the rates
cording to the buying or repayment pattern during the nionth
Mr. VANCIL. Well, I think the statement that, you are picking me
p on is the statement that most people thiik of an interest rate for
inga charge for the use of money over time. -
lIon't klow whether it would be clear to consumers or not. If you

alked about a finance charge as being so much on the unpaid balance,
thole might think you meant an interest rate or inl)hied it..
The 1 irtAAn . We are seeking to identify the finance charge with

service charge.
Senator BENNn'r. Mr. Vancil, were you in the room this morning?
Ir. VANCIL. No, sir; I was not.

Senator BiF.NNVr. V had a lot of witnesses who this morning
cught problems to us, and their problems were calculated on calcu-

itors by our staff members, and Senator Douglas announced every
tMe this was an interest charge of 30 percent, or 70 percent, so even

1103
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though he uses the words "finance charge," he thinks of it as an interest
charge and so does everybody else. [Laughter.]

Mr. VANcm. Well, quite frankly, Senator, I am more familiar and
at home with figures than words, so the semantics of your discussion
are difficult for me to comment on.

Senator BENNmv. I think you have made the point clear. Let me
see if I 'can clarify it further. In this kind of a situation, it is the
customer, not the store, that controls the pattern which will produce
the rate?

Mir. VANCIL. Yes, sir; I would like to make one other point which I
think this illustrates. I am afraid that the computation and disclosure
of a simple annual rate might be confusing and perhaps misleading to
the consumer. If you put yourself in the position of someone getting
the statements you would get from exhibit 2, as I interpret this--any.
how, I draw the conclusion that the department store charges me a
lower rate of interest if I buy early in the month and pay late than it
does if I pay early and buy late. Well, actually, the amount of money
I pay is 75 cents in either event, but the consumer might think she was
lowering her interests rate by delaying payment I think this conclu.
sion might have just the reverse effect of the declared intent of this
bill of discouraging the consumer from using high-cost credit.

Actuall I am in favor of truth in lending, and in the full disclosure
of facts about department store service charges, but I think the im-
portant thing to be disclosed to the consumer here is that the depart
ment store bases its charges on the balance in the account at the
beginning of the month, it does not base its charge on the average daily
unpaid balance.

The thing that the consumer ought to concentrate on and worry
about is how much in the balance in her account she should pay off
before the beginning of the next month. It is only by making the
payment before the next month that she can influence the anmunt of
the service charge. Whether she pays it on the second day of the
month or the 27th, doesn't make any difTerence, and I'think disclosure
ought to emphasize that the charge is rtide. at, a point in time rather
than on the average unpaid daily balance.
- Senator BE.NNrr. In other words, ordinary interest is a charge for
money over a period of time, but a revolving charge account is a
charge made at a point of time?

Mr. VANCIL. That is precisely the point; yes.
The CHAIRMAN. Well, may I say -hat is precisely what we thought

we were doing in the redraft, which we put through on pages 5 and
6, and if the language is not clear on this point, we would be very glad'
to make it clear; that is precisely what we thought we were doing.

Mr. VANCm. Well, my understanding, and-I am not able to inter-
pret a legal document very well, was that, in complying with point F
on page 6, to state "the simple annual percentage rates providing a
yield equal to the finance charge imposed," in complying with that
the department stores would tell the consumer that the rate was 18
percent on a plan such as this, but in fact the rate is not 18 percent
it varies depending on the timing of the transactions during the
month.

1104
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The CUAIRMAN. The purpose was simply to make the annual per-
centage rate or the percentage rate on an annual basis equal to the
finance charge stated by the store.

Senator BEYNET'. Just calling it equal doesn't make it equal, is that
right?

Mr. VANCIL. Well, I don't want to get into an argument about the
legal language.,

Senator BENN E TT. Isn't that the thrust of your testimony, that
since the customer varies the time of the month in which he pays, that
the cost of that credit would rarely equal 18 percent?

Mr. VANCIL. The thrust of my testimony is that if, after the fact,
you wanted to determine what the interest rate had been, you can
do it by calculations such as these, and that these calculations will
yield a fluctuating rate depending on the timing of the transactions
during the month. But even more importantly, such a computation
is not operationally useful to the consumer, because the only thing
that determines the service charge is the balance in the account at the
particular point in time at which the monthly service charge is figured.

The CIAMiMAN. If I may interject., it is not merely when the finance
charge starts, but the amount of the finance charge, or the rate of the
finance charge. Now, the present rate of the finance charge is stated
in monthly terms. Why couldn't this be stated in yearly terms? That
is all; and are you saying that the finance charges are incorrectly
state now tunder revolving red it?

Mr. VANcJL. I have a revolving credit account and to me it is quite
clearly stated that anything I don't pay as of the beginning of the
month will be subject to a charge of 11/2 percent.

The CHAIRMAN. Well, this is at the rate of 18 percent a year.
Senator BENNETt. It isn't at the rate of 18 percent a year.
The CHAIRMAN. Of course it is.
Mr. VANciL. Well, you can state the monthly service charge as an
inual rate, but that doesn't mean that the actual rate will work out

o be 18 percent.
Senator SiMrsoN. But is it 18 percent per year, it is at the ratefbut would it be?
Mr. V ci. The actual rate you end up paying on such an account

depends on when the transactions are incurr th the debits and
he credits.
The CirAnrRAN. What happens is under revolving credit you get

d credit up until the first of t e next billing month, and from then
ano matter what your transactions may be in the second month, you
y a finance charge on what you owed at the beginning of that month,
d then repeat the process in the third month and so on.
Ar. VANCIL. That is right.
Senator BENNETr. Well, is it true if you take out the free period
the first, month that every month thereafter the rate will be 18
reent.
Mr. VANcim,. No; we saw that here. There was no purchase in the
)nth of March in this example on exhibit 1. The beginning bal-
'ce was $7'5.90, and the customer made a partial payment during the
month and the effective rate in that month, recognizing the date on
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which the payment was actually made, worked out to 19 percent
not 18 percent.

The CHAIRMAN. I hope my colleagues are not bringing in the ques.
tion of February as the month of 28 days, and not 29.

Senator BNNmBr. You are the one that is bringing it in.
The CHAMMAN. Well, this is in the background, because some of

the months chosen here, one was 28 to 29 month, and another one 3L
Mr. VANGm. This doesn't influence the calculations here, Senator,

because in each case I have divided the number of dollar-days in a
particular month, by the number of calendar days in that month.

The CHAIRMAN. Are you going to change time into hours and min.
utes and seconds?

Senator SmxsoN. I think it is very logical presentation as it stands
The CHAIRMAN. I am not accusing you of doing this; I am directing'

the barrage at my colleagues.
Senator BENNrr. Well this is the usual smokescreen the Senator

throws up when he finds the figures are so clear that he can't impose
his rigid 18 percent on the facts of the situation.

The CHAIRMAN. I thank my colleague for his most courteous and
gentlemanly comments about the way I conduct myself.

Senator BENNETr. Well, he is a master; I will confess that
[Laughter.] Do you have any questions?

Senator SiMiPSON. No.
Senator BENNEr. I have nothing further.
The CHAIRMAN. No- questions.
Senator BEN urr. Thank you, gentlemen.
(Mr. Vancil's prepared statement follows:)

PREPARED TESTIMONY OF RICHARD F. VANCIL

My name is Richard F. Vancli. I am testifying as a technical witness on behalf
of the Boston Retail Trade Board. Briefly, my background is as follows: I was
born and raised in Alton. Ill. I received my undergraduate education at North.
Western University in Evanston, Ill., and I am qualified as a certified publk
accountant in that State. I earned a master's and a doctor's degree from Har
yard Business School, and have served on the faculty of that institution since
1958. My current rank is assistant professor of business administration. Duris
the last several years I have collaborated with various of my colleagues in t
coauthorship of textbooks on the subjects of accounting policy, manager.
economics, and capital budgeting. My most recent book, "Leasing of Indust
Equipment," was published by McGraw.Hill this year. This book was the out
growth of the research for my doctoral dissertation, and it was during the cou
of this research that I became interested In the computation and determinatl
of annual interest rates. I have studied the problems of interest rate deter
mination in sufficient detail to believe that I am qualified to testify on
subject.

I should like to restrict my testimony to the single question of the accura
of the calculatiou of a "simple annual rate" as provided under the terms of t
proposed "truth in lending" bill. I have limited my Investigation to the pro
lems of determining this rate on revolving charge accounts that are offered t
consumers by many large department stores, but it ay be that similar t
of problems occur with other forms of consumer credit.

In this prepared part of my testimony I would like to concentrate on expla
Ing the calculations that appear in exhibits 1 and 2. After I have explain
these calculations, I would be pleased to try to answer any questions that m
bers of the subcommittee might care to ask.

Exhibit 1 is an illustrative calculation of the simple annual rate that woo
have been determined each month during a hypothetical 4-month period. I haT
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assumed that the customer purchased an item for $60 od, January 10, niad6 an-
other purchase in February, made partihi payments in February and March, hand
paid the remaining balance in 'April. Thd seit-lce charge by the epaitment'store
was 1% percent of the unpaid balance at the beginning'of each nonth, except
that no charge waq'made for April when the account was fully paid.' I would
like to direct your attention now to exhibit 1 and ask you to follow along as I
explain how I have computed the simple annual rate each month.

In order to calculate the true simple annual rate, it Is 'necemary tolfitst
determine the average dally unpaid balance for the account. During January
the account had no balance for the first 10 days and a balance of $60 for the
remaining 21 days. I have computd the number of dollar-days outstanding
during each month by multiplying each balance in the account by the number
of days that the account had that balance outstanding. The total number of
dollar-days in January was $1,260, obtained by multiplying $60 times 21 days.
Dividing $1,260 by the number of days in the month yields the' average daily
balance (col. 6) of $40.65. No service charge was levied In the month of
January.

In February, the account had a $60 balance for 1 day, and this balance was
increased to $85 by a purchase on February 2. The $85 balance for '5 days
represents 2,125 dollar-days. A $10 payment on February 27 reduces the
balance to $75 for the final 2 days of the month. A total of 2,335 dollar-days
were thus accumulated during February, and dividing this by 28 days we find
the average daily balance of $83.39 for the month. The 90-cent service charge,
which is 1% percent of the beginning balance, is only 1.08 percent of the average
balance. Multiplying 1.08 percent by 12 we find the simple annual rate of
13 percent.

Similar computational procedures indicate a simple annual rate in March of
19 percent based on an average unpaid balance of $72.03. In April, even though
the average unpaid balance is $53.63, there is no service charge, and therefore,
no simple annual rate.

The final calculations on exhibit 1 are summary figures to compute the indi-
cated simple annual rate over the entire timespan of the transaction. If W¢e use
the entire 4-month period as our base, the daily average unpaid balance over
the 120 days was $61.97. The total service charge of $2.04 works out to an
average charge of 51 cents per month, or an indicated simple annual rate of
9.9 percent.

In my opinion, the most accurate calculation of an annual interest rate on
this transaction would be a calculation based on the actual number of days
over which the customer received credit. The next line on exhibit 1 illustrates
this calculation based on 104 days;' that is, eliminating the first 10 days' of
January and the last 6 days of April, during which there was no balance in
the customer's account. Over these 104 days, the average daily unpaid balance
amounted to $71.51. The total service charge of $2.04 may similarly be spread
over the 104 days and works out to a charge of Just under 2 cents per day.
Converting the daily service charge on the daily balance to an annual rate
based on 365 days yields an indicated simple annual rate of 10 percent.

From the testimony given in previous hearings on this bill, I have learned that
one alternative proposal that has been suggested is to eliminate the credit
extended during the month the purchase is made from the computation of the
simple annual rate. If that were done in this example, the Indicated rate for
February would be based on 1,660 dollar-days (eliminating the $25 purchase for
27 days or 675 dollar-days). February's average balance would then be only'
$59.29, and the simple annual rate would be 18.2 percent. For the entire time-
span of 83 days (28 days in February, 31 in March, and 24 in April), the num:
ber of allowed dollar-days would be $5,501.80 ($1,660 in February, plus the
amounts shown in exhibit 1 for March and April). The average balance is thus
$66.29. The service charge, spread over 83 days, amounts to about 2% cents per
day which, converted to an annual rate based on 385 days, yields an indicated
simple annual rate of 13.5 percent.

I think that the important thing to note from exhibit 1 is that the simple
annual rate as calculated for each month is not a constant percentage. It flucu-
ates depending upon.(a) the date on which the customer makes her payment,
and (b) the percentage reduction in the balance of the account as a result of the
customer's payment.
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I would like to turn now to exhibit 2 which, I believe, illustrates a more
typical revolving credit situation, a situation in which the customer has both
purchases and payments within a given month. In order to simplify the illus-
tration I have assumed that the customer's account balance at the beginning
of the month is $50 and that she makes a payment of $10 and a purchase of
$10 during the month. The ending balance in the account is therefore $50, and
the service charge during the month is 75 cents.

Given this set of assumptions, the customer's transactions during the month
may take one of three general forms: (1) the purchase and payment may
occur on the same day, (2) the payment may be made before the purchase is
made, or (3) the purchase may be made before the payment is made. Exhibit
2 illustrates these three general patterns of transactions.

In the happy event that the purchase and payment occur on the same day, the
average daily unpaid payment in the account remains constant at $50, and in this
event, the indicated simple annual rate is indeed 18 percent.

Example 2 illustrates an extreme case of "pay early, buy late." If the pay.
meant is made on the second day of the month and the purchase is not made until
the last day of the month, the average dail: unpaid balance in the account is
only $40.67, and the indicated simple annual rate Is 22.1 percent.

Example 3 illustrates the calculation at the other extreme. Here the purchase
is made on April 2 and the payment is made on April 30. The average daily
unpaid balance amounts to $59.33, and the indicated annual rate is 15.2 per-
cent.

The lesson to be learned from exhibit 2 is self-evident, I believe. Each of the
three patterns of transactions would probably be viewed by the consumer as
roughly equivalent, yet under the proposed truth in lending bill, she would
be told that the simple annual rate on her account varied from 15.2 percent
to 22.1 percent.

in summarizing the results of my analysis, I would like to make the following
four observations.

1. The illustrative calculations shown in exhibits 1 and 2 have been simpli-
flied by permitting only one or two transactions per month; the typical customer
might have several different account balances during any one month. While
no complex mathematical formulas need be employed in order to compute the
simple annual rate as required by the proposed bill, the calculation of the daily
average unpaid balance is time consuming.

2. The simple annual rate cannot be determined merely by multiplying the
monthly service charge rate by 12. The simple annual rate in any actual ac-
count will be higher or lower than 18 percent per year depending upon the tim-
ing of the transactions that have occurred during the month. The reason why the
simple annual rate will be different than 18 percent is due to a fundamental
difference in the philosophy behind the service charge. I think that most people
conceive of an interest charge as a payment for the use of money over time. When
a charge is made for the use of money over time, the charge is greater for 2 days
than for 1 day. The monthly service charge levied by department stores is not
compatible with this concept of interest: it is a charge made at the beginning of
the month based upon the unpaid balance in the account at that date. Because
of this fundamental conceptual difference, there is no simple way to convert
the monthly service charge into an annual rate without going through calcula-
tions similar to those I have illustrated.

3. Because of this incompatability between interest rates and service charges,
I am afraid that the computation and disclosure of simple annual rates to the
consumer might be confusing and misleading. I have tried to put myself into
the position of a consumer receiving the information, disclosed in exhibit 2. The
conclusion I draw is that it department store charges me a lower rate of interest
if I buy early and pay late than if I pay early and bug late. This conclusion is
specious, in my opinion, because the actual charge to the consumer is unaffected
by the timing of transactions within the month. Interest rates are meaningful
for decisionmaking purposes only when the actual charge for the use of money
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is a function of the amount of time over which the money !d used. In fact, If
one of the purposes of the truth in lending bill Is to reduce the consumer's use
of high cos sources of credit, I see a potential danger that the disclosure of a
simple annual rate might increase the consuuier's use of revolving credit accounts
by encouraging the consumer to buy early during the month and to make her pay-
men';s late In the month.

4. I think it is very Important.that the truth about the service charges on
department store revolving charge accounts be disclosed to the consumer. But
the truth Is that these merchants add charges based on the balance at the begin.
ning of the month. They do not render a charge based on the daily unpaid bal-
ance of the account. In my opinion, adequate disclosure would permit the con-
sumer to deal rationally with the question, "How much of the balance of my
revolving charge account should I pay off before the beginning of next month?"
By making a larger payment than that required by the store, it is possible for the
consumer to reduce the service charge that will be levied based on the account
balance at the beginning of the next month. Thus, I think it is very important
that the consumer realize that the monthly service charge is baed on the begin-
ning of the month balance and not on the average daily unpaid balance. In
my opinion, converting the monthly service charge to a simple annual rate will
not permit the consumer to deal more rationally with this Important decision.

EXHIBIT 1.-Illustrative calculations of "simpTe annual rate" on a revolving
charge account

Amount Number Dollar- Average Monthly Simple
of pur- Balance of days days daily service annual

Transaction dae chase balance charge rateW+ or (percent)
payment

(1) (2) (3) (4) (6) (6) (7) (9)

-n..----------------------- 0 0 10 0 ..............................

10 ......................... +$60.00 $80. 00 21 $1.260.00 ..............................

Total------------------ ---------- ---------- 31 1,26000 $4083 0 0

Feb.1------------------------------..... 80.00 1 80.00 ----------------- ----------
2----------230 301 2 2130........................+200 S00 2 2,200----------------
27----------------------- -10-03 7500 2 15000 ..... ..........

Total ........... ...- - 28 2,333.00 83.39 $0.90 13.0

Ma.I------------------------------76.90 1g 1,442.10 ................. ..........
29 ............ -10.. .0 63.90 12 70.80 ................. ..........

Total .................... ......---..... 1 2,232.90 72.03 1.14 19.0

Apr. I-..... ....... ........ ... -... ...... 07.04 24 1,608.98 - - - - -- - -- - -- - - - -
2F -- .......................... -. 04 0 a , 0 .......... ....................

Total .................... -.................... 30 1,60&.98 53.63 0 0

Total service barge-- ---... ........................ .... ... ...... ... . ..........04 .......
4-month average .................................... 120 7,436.86 61.97 t.81 9.9
Average based on actlaal days

ofcredit received ................................ 104 7,436.88 71.51 1.019615 10..0
AvErage. eliminating credit re-

celved In the morth purchase
Ismade ........................................... 83 5,601.66 .29 .024578 133

Per month.
IPer day.

28-002---et--ptL 2- 28
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EXHIBIT 2.-lllustrative calculations of "imple annual rate" on a revolving
charge account

Assumptions: Customer owes $5 (including prior month's service charges) on April 1. During the
month the customer makes a $10 payment. aud purchases an Item for $10.

Example 1: Purchase and payment on the same day: In this case the daily balance Is constant at
and the service charge at the end of the month converts accurately to an 18 percent "simple annual rate.
Note, however, that If purchases always equal payments the service charges keep accumulating at a nominal
annual rate of 18 percent, compounded monthly. Extra payments to pay off the acuumulated service
charges must be made at the end of some month it the 18-pertent rate is to remain accurate.

Example 2: Pay early, buy late'

Amount Number Dollar- Average Monthly Simple
of pur- 1;_hIane of days days daily service annual

Transaction date chase balane charge rate
(+) or . (percent)

payment

() (2) (3) (4) (5) (6) (7) (8)

Apr. 1 ............................ $50 1 $3.......... ...................
Apr. 2 .......................... - $10 40 28 1,120 ..............................
Apr. 30 ......................... +10 50 1 60 ..............................

Total ...................... .......... 30 1.20 $40.67 $0.75 22.1

Example 3: Buy early, pay late:

Amount Number DoUr- Average Monthly Simple
of pur- Balance of days days daily service annual

T.-asatIon date chase balance charge rate
(+) or (percent)

payment

)(2) () (4) (6) (6) (7) (a)

Apr. 2 .......................... + 10 $50 2 $50 ..............................Apr.2 ...................... -10 60 28 1, 680 ........................
Apr. 30 ......................... .......... 50 .......

Total ........................................ 8o 1,780 $5v 33 80.75 $152

The CAIRM1AN. Now, Father McEwen, you have waited all day
long. I must say we are happy to have Father MdEwen, chairman
of the Department of Economics at Boston College.

STATEMENT OF REV. ROBERT J. HcEWEN, S.3., CHAIRMAN, DE.
PARTMEINT OF ECONOMICS, BOSTON COLLEGE, BOSTON, MASS.

Father McEwE. Senator Douglas, Senator Bennett, and Senator
Simpson, I am really happy to have had the opportunity to spend this
day and the previous day watching the operation of your subcom-
mittee. I do believe you have performed a true and notable service,
bringing the subcommittee to Boston, beause I think with the possible
exception of the AFL representative who may or may not have been
able to travel to Washington, there was practically nobody I knew
on the proponents side of this measure Who could have attended a
hearing in Washington. So you have in my estimation proved the
value of journeying out of the Capital City, and giving these people
a chance to testify.

The CHAIRMAN. May I say this was not obtained without blood,
sweat, and tears.

Senator BENNETT. I am happy to confess that it was finally ob-
tained with a limit of four cities, or we probably would be spending
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a year traveling from city to city like a circus, holding hearings i.
every State. ,

The CHAImz. I think my colleague makes too derogatory a refer-
rence to himself by referring to himself as a circus and our meeting
as a circus.

Senator SiMPsoN. I want to reiterate that I am the moderator here.
Father MoEwEN. I must admit the Senator objected to some re-

marks about the character of some opposition witnesses, and I think
I should object to the remark that puts us in the category of circus
performers.

Senator BENNEmr. We don't include you, you are part of the local
show; we are the circus.

Father McEWEN. Well, Senator, seriously, I am disturbed by the
attitude of business and banking in regard to this bill. It is a little
puzzling to me, because I believe that where them is a will, there is
a way, and if there is a will to overcome these mathematical problems
and difficulties, I am sure that the ways can be found without great

What disturbs me just a little bit is that many will admit that there
are case where they could spell out exactly what the percentage
rate of charge is. We had testimony last time where the bankers
admitted-the lenders admitted that they could in this case and that
case. In fact, I think they said the majority of cases they could spell
out the actual percentage, true rate of the finance charge. I won't
use the word "interest."

Now, I would be much more disposed to regard their opposition as
merely attempting to get the best legislation possible if there had
been some move to either legislate or voluntarily impose and practice
disclosure in these cases where, by their own testimony, it is easy
to do. However, I don't see any indication_ that that is being done.

Senator BENNEwr. You are hanging on to the theory disclosure must
be made in one pattern only in accordance with the Douglas bill. The
credit unions disclose their costs and the department stores disclose
their cost, but they don't all do it in the same way.

Father MoEwEN. Well, Senator, you mentioned a memo that you
had prepared on the comparability of credit, and I am gohig to be
most anxious to read that, because Ispent 10 years teaching money and
banking and one of the things commonly taught to our sophomores and
freshmen in college is that there is an intricate pattern of interest
rates and finance charges that links the whole financial world together,
so that there is an acute distinction of cost and services of the com-
modity "credit" reflected in the small, minute differences in finance
charges. Now, you are trying to tell me that the financial world is
so and has so imitated the quasi-monopolistic industries. Each credit
type is so different that there is no comparability between them.

Senator BENNETT. I didn't say there was no comparability, but Imake the point in ny statement or which I alone am responsible that
there are so many differences in the type of services furnished by each
and the conditions under which it is furnished, that to attempt to
force them all into the same mold is not necessarily the wisest way of
handling this situation.

1141.1
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This is part of what bothers me, if the law were passed and every-
body had to state his credit terms on exactly the same basis, then the
customer is justified in believing that there is no fundamental differ-
ence in the elements that make up the cost of that credit, because they
are forced to state it in the same way, and he is put in the position
where he says if company A charges 7 percent and company B charges
9 percent, then company B is gouging, because it should be able to
sell at 7 percent because company A sells at percent. I am sure that
it is obvious to you that the retail store that sells on revolving credit
supplies services and is under costs that the credit union is not called
upon to face, is under risks, and a lot of other things, and yet you
force them into the same mold so that Mrs. Jones says "I pay 18
percent if I go to the department store, but I only pay 9 percent if
I go to the credit union." ."ThMVOnmd 's in the department stores
are charging me twjoe as much for interests Now, you can say all
you please abou 4irmple annual rate-and-flnancN-harges, and to the
proponents of this bill, in all their thinking in the ba~e of their minds,
is the word "interest" and the peop[e-1; hQ come befoer Us to talk about
the problems they face Vith e hi1kh inteibt4 charge thdy are paying.

Now, patterns have grown."up ai~d most jo'redit unions calculate on
a monthly basis bt in MasIachusets tbey use an add-oni I didn't
know that until td : Th4epart4ent storog tse a percentage on
the beginning or ending a a aiid ome Oank$ use the discount,
some use add-ons. There/ al%kinds' f tiese devices, but,tl e bill
would force themall into i1gl nttern

Father McEVEN. el, pa .ia't Ifit the whole thrust of all
weights and measures bills t- r, to' force 'a commonexpres-
sion l' a single pattern pthings"th t ) e similar? And arO not all
the se ers of revolving credits sel g a tiriilar thing?Sen~ttor BE,;2,pr.-And ihoy t( e-jQ~ samie.patterns.

Fatlr McEwE-R' Are you e 'in it in a single manr~er under-standabe to the consumners;- No. The 1hole thrust of a weight and

measures4ill of this typ6 is to create thosinglp standard, and you are
defeating his by this position. k * ,

Senator BKNNm-r. Let's take-the food stuation. Vcan buy food
by the dozenqy the pound, by the gallon, or by thilAiquid ounce.

Father McEw't. But they all use those terms. ., s
Senator BENN rT .elI go to Safeway~n[ they sell me oranges

by the pound, and I go t-" ;WKrket and l ey will sell me
oranges by the dozen. They don'tall use the sanje#tiM.

Father MoEwEN. The dozen and the pound mean the same thing
to everyone, and the customer knows what she is getting and the final
element of that deal is expressed in the common unit o a dollar. If
we had five different currency units, it would be equivalent to what
is going on now.

senator BENNETT. Senator Douglas and I are not quarreling so
much about the dollar phase of this, but that there are situations
where the dollar amount cannot be stated in advance, and this bill
requires the dollar amount to be stated in advance as well as the rate.
Now I can't believe that a credit union borrower doesn't know what
the rate per month is. I don't think the standard crelit union pattern,
which has been that way from the beginning) I don't think it confuses.
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The CnIAIi AN. I may say that the Credit Union National Associa-
tion enthusiastically supports the annual rate and I am informed that
there are two credit uon movements in Massachusetts and that Mr.
Lavalle represents one, but not the other, and I believe not the one
affiliated with the Credit Union National Aesociadonm.

Senator BENNm-r. I would think that that would be true, but 1i0e
ferring to the credit union, we have been talking about this bill for
5 years now, the credit unions support it; why haven't they changed
their pattern voluntarily if they think it is an ideal pattein? WVhy
didn't they force us toward adoption of the bill by saying we are going
to operate on the basis of the bill?

The CHAIRMAN. Because they say this would put us at an unfair
competitive disadvantage in comparison to those who do not do So,
but we favor a bill which would require us all to state it in annual
terms, so we may all be on equal terms; whereas, a great many of the
other institutions will neither state it themselves nor will they permit
a law to go into effect making it universal.

Senator BHNNzTr. The thing that intrigues me is that no element
of the consumer industry uses the simple annual rate except banks in
some cases, and the mortgage industry. o

. Father McEwEN. I can understand, as the Senator said, if the small-
est weakest eleinent of the industry attempted to use annual rates in
their quotations, while the others didn't, they would be at a competi-
tive disadvantage.

Now, I would expect that if the most powerful element of the in-
dustry were to take the lead and do it, then the others would follow.

Senator BENNEVt. Well, it seems to me that it would be more
logical for those credit unions who support this bill to try to persuade
everybody to adopt their pattern of a monthly rate which they have
found in their experience over 30 or 40 years to be a pattern their
members understand, and more or less approve of it, than to join a
movement to force everybody to destroy the traditional pattern that
has grown up differently in the various segments of the industry into
an arbitrary mold which is new but different from anything else.

Father McEwEw. The annual rate is not new; that is the traditional
way of disclosing rates. Look at the front page of yesterday's paper
which I happened to glance at before yesterday's hearing, and there
were four different ads on the front page of yesterday's paper saying
a 41/2 percent, 51/2 annual interest.

Senator BENNETr. On what?
Father McEwm. Savings.
Senator BmNNrT. Yes, this is traditional for savings accounts, just

as the monthly rate is traditional for the credit union.
The CHIM11MAN. Why shouldn't the annual rate be made the stand-

ard for the borrower I
Father McEwEN'. The true annual interest rate was traditional for

all of the finance industry until these various schemes for hiding the
cost of credit arose. I viewed this with disaster; this is a practice
that in the commercial world we would call manipulation of the
product so that the consumer doesn't know what is inside it..

Senator BENNETr. This, of course, goes to the motivation and is
a very serious charge on the motivation of the entire consumer in-
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dustry that uses credit, and this bothers me to have people like yourself
say that this is manipulation; that your fine department stores down-
town are trying to deceive the public.

The CHAIRMAN. May I-
Senator BEiiNbtP. Let me finish my sentence. I am not disturbed;

I think Father McEwen and I are having an interesting discussion.
Father McEwEx. I didn't mean to reflect on the motives when I said

manipulation. I meant manipulating its products in the sense of
product differentiation.

Senator SImnox. May I interrupt just a moment. I do have to go.
I want no disrespect for you. I would love to listen to your colloquy
and listen to your testimony. May I be excused?

The CHIAIRMAN. We appreciate your coming.
Senator SimrsoN. I appreciate your usual graciousness.
The CIIAIPAN. Thank you for coming.
Senator SIIIPsON. I left a closing statement I would like inserted

in the record. (See p. 1143.)
The CHAIRMAN. Thank you very much for coming, Senator.
Senator BENNm-T. Excuse me, you were about to make a statement,

and I didn't mean to interrupt and spoil your opportunity to say what
you wanted to say.

Father McEwEN. No, Senator; you are not spoiling it at all. I ap-
preciate your position and I respect all the opinions and the shades
of opinion and the sincere effort to get a bill that will be for the public
good, and I trust that everybody involved is attempting to get the
public good out of this, and I would be less than candid if I didn't
reflect, dismay at the intellectual positions taken by certain parties.
For instance, I think the intellectual position of fear and timidity
manifested by most of the business groups in the face of legislation
such as this bill, the food and drug acts, the SEC truth-in-securities
legislation, and all these things, tlie initial manifestation of fear, I
think, is completely unfounded, and unfortunate, and I wish it could be
eradicated.

As a matter of fact, I have watched these laws carefully for years,
and when the SEC's report came out in March of this year, I think it
was, there was some consternation in the financial pages. About 3
months later I read in the Times financial section, that the industry
is now coming aronnd to the position that it is not so bad after all.
Thr t is the way I think businessmen will react to this bill once it is
enacted.

And another thing that bothers me, Senator Bennett, there has been
a proposal mentioned here earlier by lenders for a study commission
of lending in Massachusetts, just a study commission to study all these
practices.

Senator BE-NN-r. Isn't that the law, didn't the" pass the law?
Father McEwEm.. Yes; they finally got that enacted this year. ltow-

ever, the study commission has not been appointed yet, and if it isn't
appointed by the 29th of ,January, the resolve expires. But. my point
is that. the study commission has met violent opposition from m iost, of
the same groups that are now opposing this Douglas bill.

The CAIRMANr. The merchant's association.
Father McEWEN. In other words, in the Commonwealth of Mas-

sauIisetts, the mere attempt to get a study resolved met violent opposi-
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tion from most of the same groups opposing this bill and that I can't
understand.

I also could suggest the problem such as you raised here could be
solved if we were just to say in a difficult case like that. it is not over
percentn, if it is slightly under all right.

Senator BENNE-r. This is easy to say, but if you look at the exam-
ples, in 1 month it went to 19, the other month it went to 22, in the
same transaction.

Father McEwE:N. Then make it the highest one, and say it is not
over the highest.

Senator BIENNEnT. You can't be sure in advance, but suppose you
required the department store to say under no circumstanc.S will'my
charge be higher than 30 percent, then the first thing everybody wi l
say is, "Oh, they always charge maximum, so don't iiay any attention
to what they say. If you go to. the department store, you are going
to pay 30 percent interest." This approximation is an attempt to
leave a margin above the possible highest figure, in a competitive
situation where other people are not stating approximations, but can
advertise with assurance they charge 12 percent. 1L leaves one
big area of supply of credit to consumers in very much of h weakened
competitive position. These are the problems that bother me.

Father McEwrx. They are all going to be in the same boat. That is
the first thing, they are all going to be facing the same type of problem
and a similar solution to them all could easily be worked out with good
will. I got in the mail yesterday, Senator Douglas, you may nothave
had a chance to see the January issue of Banking, but the first thing I
caught in the latest issue of Banking magazine is an ad which says:

Now includes 5% percent and 6% percent Interest rates--New Delbrige,
precision interest tables, precalculated interest answers In seconds-now more
comprehensive than ever. Precalculated answers provide the easiest, the fastest,
and most accurate way to figure loan interests. New, revised edition features
interest rates from 1 to 7 percent in /-percent steps; then 7 to 10 percent in
1-percent intervals; Interest answers to three decimal places for principal
amounts from $1 to $1,000; time periods from 1 to 180 days. then 6 to 12 months;
ordinary Interest factors 360-day basis and exact Interest factors 3f1-day basis;
conversion chart changes ordinary interest to exact interest.

And if they advertise this, can it really be so difficult for them?
Senator WNNE'r. Well, it isn't difficult for a bank, but it is almost

impossible for a department store that is forced into the same pattern.
The bank knows in advance or should know in advance, the conditions
of the loan which it makes, and it controls those conditions at the point
of execution of the note, but the department store doesn't know when
the customer is going to use his credit, how much, how often, and in
what pattern. By the way, the representatives of the Retail Trade
Board insist that they favored the study. They don't want to be
included among those who opposed it.

Father McEwEN. Is that my good friend Dean Cushing? I am
glad to find lie is in favor of that.

Senator 1ENNETT. May I ask, Dean, do you know whether the banks
app rove the study?

Mr. CusiHNo. I believe John Roddy for the bank association aso
favored it. There were several bills in there calling for disclosure, one
of which was sponsored by the organization, and it didn't have the
Simple annual interest rate, but it ha Ioliars.
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Senator BENNE'rr. We were talking about the appointment of the
study commission. Mr. Cushing absolutely favored it and gave us
the names of a g eat many people, none of whom opposed it.

Did the banks favor it?
Mr. Cusmixo. I understand they did, Senator.
Senator BFNNr. Small loan companies?
Mr. CusnINo. Can't answer, I don't think they appeared, I don't

know.
Senator BENNBr. But can you supply for the record the names of

the business associations in. Boston that favored it?
Mr. Cusani . I will.
(The list follows:)

RETAIL TRADE BOARD,
Boston, Mass., February 6, 1964.

Dr. CHARLES BRADFORD,
Minority Clerk, Senate Committee on Banking and Currency,
Senate Office Building,
lVashingtn, D.C.

DEAR DR. BRADFORD: At the end of the testimony of the rejuvenated Douglas
"confusion in credit hearings" here in Boston I agreed to supply a list of those
persons who appeared in favor of Governor Peabody's study of consumer credit
and relating matters.

Having checked with Banks and Banking Committee Chairman D'Avollo and
the clerk (Representative Paul Murphy) I can give no official list since no notes
were retained from last year's hearings. However we agreed that the following
appeared in favor:
Hon. Lawrence Feloney, then legislative counsel to Governor Peadoby, now dis.

trict court judge.
Dean C. Cushing, executive vice president of the Retail Trade Board of Boston.

The following recorded in favor:
John J. Roddy, legislative counsel, Massachusetts Bankers Association.
William Malloy, legislative counsel, Greater Boston Chamber of Commerce.
Mrs. Rose Morris.
Lawrence Miller, attorney for the Massachusetts Mortgage Association.
Mathew Brown, C.I.T.

None of us recall anyone in opposition at the hearing.
Sincerely yours,

DEAN C. CusHINo. Excoutire Vice President.

The CHAIRMAN. Can I ask for Father McEwen to supply the names
of the associations and organizations and individuals that opposed the
study.

Father MCEWEN. All I can say is if they were all in favor of it, it
took an awful long time to get it through the legislature, because it
didn't go through until the last week of the session.

Mr. CusINO. May I make a comment, Senator; it was stuck in the
joint rules, and it took the lobbyist of the women's clubs and myself
and Bill Maloney of the chamber of commerce practically day and
night, saying it is not going to die, because we have to solve this prob-
lem.

The CHAIRMAN. I may remark, advocating a study is a means of
delaying any legislation.

Mr. CUSIIIN;O. That is true, but I think this time they gave us $20,-
000, and this study is going to come tp with an answer.

Father McEwFNm. But they haven't appointed anybody, it is going
to expire.

Mr. Cusinio. There is a bill to approve the filing and extending of
the study to December 31, 1964.
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Father McEwEN. It has not been approved, it is filed. This touches
on the issue of bringing about greater competition in the lending of
money. Both of. your witnesses, Mr. Malcolm and Professor
Braucher, expressed the importance of lender competition.

In my view they are exactly right that the true cost of credit will
be achieved and revealed by real competition among the lenders, but
you can't in a free enterprise economy have real price competition
among sellers unless you have a single method of identifying what
they are selling. That is all we are tryiug to do in this bill to get a
single method of pricing the product which is sold.

Senator BENwNrr. Let me stop you at that point. Let's assume, I
agree that is what you want, but do you agree that the credit service
furnished by a department store have to make a statement it doesn't
contain the same elements, it contains a lot more elements than the
credit service from a credit union, so when you say you are getting a
singe basis, you have got situations that are not comparable.

Father McEw.N. No, I disagree; all the bill says is that all the
financing charges incident to that type of credit extension are to be
lumped together and expressed as a single unit.

Senator BEN NEr. But the effect of the bill on the testimony in its
favor through many hours of hearings is that it will then make it pos-
sible for a customer to decide whether he wants to go to the credit union
and pay 9 percent or go to the department store and pay 18 percent,
but the 18 percent and 9 percent are not comparable.

Father McEwEN. Well, he knows that, just as Buick and Pontiac
are not comparable.

Senator BEN;EmT. Does he?
Father McEwEN. I assume he does.
Senator BENNErr. You force them to state it all the same way, aid

thle effect of the department store is to say to him,"I am going to charge
you twice as much.'

The CHAIRMAN. It is true that the content of it differs, but it is
helpful to have the qualities expressed in the terms of pounds and not
to have the whole thing thrown into chaos by saying there is no com-
mon unit by which you can measure peas and corn.

Senator BENNEVr. But the theory is that department store evdit
and credit union credit, in the mind of the customer, are not corn and
peas, they are corn and corn.

Father McEwEN. I don't think anybody says they are exactly the
same thing; they are a different package of goods, and all we want is
that the same uniform language is used to express this package.

The CHAIMAN. Well, Father, isn't it true this monthly rate busi-
ness came in as a result of Russel Sage's recommendation around 1912?
They found unlicensed moneylenders charging 100 percent, 200 per-
cent, and they wanted to introduce something which would reform the
situation, and yet give a good lucrative return to moneylenders, so
they decided the lenders could get as much as 42 percent a year. But
to say they believed in philanthropy at 42 percent would be a bit of
bad psychology. So in the State legislatures they fixed the maximum

3t percent a month, so the monthly rate disguised the yearly
rate. Many of those who made the Russel Sage recommendations, a
good many of them went into the personal loan business and practiced
philanthropy at 42 percent, and t-hey dil well, but this monthly rate
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was put in to disguise the fact that the yearly rates were high; and
this has been, therefore, a very handy gimmick, and the disguise which
had been created first for the small [oan industry has now been ex-
tended to revolvhg credit.

Father McEwEN. Senator I have an example which I don't want
the record to omit, because it is a very interesting example of the youth
of our country taking something such as the truth in lending prin-
ciple and testing it out.

It was brought to my attention that a student who had heard and
read about the Douglas bill, and was writing about it, held a posi-
tion of credit manager in a big branch of a store and he decided to
keep an accurate record of his experiences with the clients, customers.
So when they came in to him for installment credit, lie would say
"Well, this 1Y2 percent, do you know that means 18 percent a year V"

And he reported to me their face dropped to the floor and they gasped
a little bit, and in some cases said, "Well, I don't want it then," and
he went on to explain to them, "vell, you can search around and con-
sider all other stores, and you will find they are all charging ap-
proximately the same thing. If you don't believe me, take a day
or two and go and find out." He kept an account, and only 2 out
of 49 people failed to come back and purchase that particular product
from him. In other words, 2 out of 49 either didn't buy or got financ-
ing somewhere else, or paid cash.

Now, that is a small little example of what I consider to be the rea-
sonable result that would follow the truthful stating of interest cost.

Senator BENN-r. But it isn't statement to say it is 18 percent a
year.

Father Mk'OEWEN. It is much truer than to say it is 11/2 percent a
month.

Senator BENNrr. We have been over this.
The CIIAIRAN. It is just as true as saying 11/2 percent a month

and the difficulty frequently is it is the 1Y2 percent that is emphasized.
Father McEwEN. That is right.
Senator BENNMI. Well, the 12 percent is applied in a single point

of time, and we have gone through it today and when you talk about
18 percent a year people will think you are talking about the use of
money over a period of time.

Father McEwEN. Furthermore, this man knows lie earns money and
lends out money, and when he puts it in the savings bank and gets an
annual rate return, I think it is perfectly desirable to say to him,
"You should be able to compare what you earn by putting your money
in a bank with what you can sacrifice by taking your money out of
the bank, and what you will pay by buying on the installment plan."
That seems perfectly logical and'desirable to me.

I have one other'item which I think, given your automobile back-
ground, would interest you, and when you get back to Washington you
can check into this. I will give you the name and address ol the in-
dividual in Washington who reported the story to me last week.

I don't know where the blame lies in this story. It is an interesting
one, and the essence of the story is that on the purchase of a brand
new automobile for which he had to sign a note just over the weekend,
until he could get to his credit union to borrow the $2,000, the dealer
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slipped the note through the bank and the bank attempted on Monday
morning to make him pay $85 for the weekend,

Senator BENNIr. Well, this is a matter of personal ethics, that I
can neither defend-

Father McEwEN. No.
Senator BENNETr. Well, explain.
Father MCEwEN. Well, $85 for the weekend for a note that the

dealer had promised not to send through anyway.
Senator BENNM. Well, the dealer-you can't defend a man who

breaks his word.
Father McEWEN. No, but still technically and legally that bank

was attempting to charge that man $85 for a weekend loan of $1750.
Now, that is apparently legal in the contract. If this man, who

works in a Government office in Washington hadn't sense enough' to
say, "Let me talk to the president of the bank"-lie had to pay them
$18 to get them off his neck after he threatened to go all the way up.
He had borrowed $1,750 on a 3-year note of $550 added on to the face
of the note, and as I say a promise that the note wouldn't be sent
through until Monday morning when he could get the $2,000 from his
credit union.

Senator BENErr. Well, if the Douglas bill had been in effect-
Father McEwEN. I admit that would not have cured it.
Senator BENNE'tn. This particular situation.
Father McEw n. Except where he was told by the dealer it was a

5-percent loan in this case, and that it was bank financing that could
not have been done under the Douglas bill.

The CHAIRMAN. That was really a 10-percent loan, wasn't it approx-
imately?

Father McEWEN. Well, he figured it out to 201 percent.
Senator BENNETT. Well. he paid a penalty. This is what gets

involved in here. The bail tried to assess a penalty for making and
unmaking the contract in 48 or 72 hours.

Father McEwEW. Well, would I be wrong in thinking that $85 was
the dealer's commission for financing?

Senator BENNErr. I don't know what arrangement the dealer had
with his bank. It could be involved, no question about it.

Father Mcwiw. Well, at any rate-
Senator BENNEr. That doesn't happen very often.
Father McEWEN. Well I hope it doesn't.
Senator BFNNET. Well, of course it doesn't.
Father McEWEN. But, the experience of the people--I have one

letter which I want to submit for the record which we received as
connected with the Consumer Council. I will briefly summarize the
facts for you. It concerns a freezer food plan.

The letter states:
In June we received a telephone call from a woman asking us if the salesman

from a so-and-so company freezer plan could call and explain how we could
save 15 to 20 percent of our food costs through their plan. We made an appoint-
ment, and next we called the Better Business Bureau and we were told by them
that this company had been in business for over 39 years and the Better Busi-
ness Bureau had never bad any.serious complaint against them

The salesman called and explained the plan-that to Join the plan you had
to get the freezer through them and the contract price was $749.25 pis interest
for a total of $918.72 to be paid over a 36-month period. Included in the cost of
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the freezer and the cost of services meant home ordering, cutting, wrapping,
delivery to the home, and putting the food in the freezer, and It is a 5-year guaran-
tee and Insurance on the frozen food; and the frozen food and other household
needs would be purchased at discount prices according to what we were told
by Mr. So-and-so. She relates all the prices that he gave her. We knew and
told her we could have bought a freezer for less than $350, and we could have
bought our meats at any grocery store, but we represented that these prices of
food to them would be much less than if they did buy the freezer separately.
and buy the food separately.

I won't delay the committee by reading the whole letter, but it does
have all the compilations of food that they had bought and the food
they did buy, and so forth.

The CHAIRMAN. She signed up with this plan?
Father McEwN. Yes; she signed the contract.
Senator BENNmEr. Well, there are many of those freezerplans.
Father MoEwEN. And then she claims failure to deliver services

and so forth.
The CHAInmAN. Would you like to have the letter put in the record?
Father MoEw-N. I would have the letter put in the record, and

request the return of the original.
The CHAIRMAN. Oh, yes.
(The letter follows:)

SPENCER, MASS.
Rev. ROBERT J. MOEWEr,, S.J.,
Department of Econamfc8, Boston College,
Chestnut Hill, Mass.

DEAR FATHER McEwEN: Thank you very much for your reply to our letter.
We have tried to write down for you the facts on our experience with H. 11111 &
Sons Co., of Milford, Mass., regarding their freezer food plan, but if there was
any way of talking to someone from your commission we could probably explain
it more fully.

1. In June we received a telephone call from a woman asking us if a salesman
from the H. Hill & Sons Co., of Milford, Masm, freezer food plan, could call and
explain how we could save 15 to 20 percent of our food costs through their plan.
We made an appointment for him to come to our home.

2. We called the Better Business Bureau and were told by them that I. Hill &
Sons had been in business for over 39 years and the BBB had never had a serious
complaint.

3. 'The 1ill Co. salesman, Mr. Eric Fielding, called at our home and explained
the plan to us. To join the plan you had to purchase the freezer through them.
The freezer contract price was $749.95 plus interest, for a total of $918.12, to be
paid over a 36-month period, and included the cost of the freezer and the cost
of 11. 11111 & Sons services (services meaning home ordering, cutting, wrapping,
delivery to home, and putting food In freezer, 5-year guarantee on freezer, and
insurance on frozen food), and frozen foods and other household needs would
be purchased at discount prices, according to what we were told by Mr. Fielding.
The discount price was the difference between wholesale and retail prices at
time of delivery, halved, we were told by him.

He proved to us with figures such as 55 cents a pound for pork loin roast,
59 cents a pound for lamb legs, 32 cents a pound for chicken, 69 cents a pound
for rump and round bone-in section, 39 cents a pound for smoked shoulder;
that over a 3-year period, while paying for the freezer'and Eervices and food,
our costs would not be more than we would pay if we purchased a freezer
ourselves (we knew and told him we could buy q freezer for less than $50)
and bought our meats at any grocery store; and that after the freezer and
services were paid for a savings in food costs would be realized by their dis-
count prices or. food. We questioned Mr. Fielding why the contract for $749.95
plus interests only had the freezer written on it, and lie told us that was
because the bank would only allow "hard goods" on it and the services were
guaranteed by Hill & Sons Co. on their "gold bond certificate," a copy of which
we would receive.
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He convinced us that we would not be spending more money than we were
now, and would save our shopping time, so we signed the contract. When he
made up the food order, Mr. Fielding told up he could not write down the actual
prices on the order because the day the order was filled the price that day'
would be the one we would'be charged, but that prices never fluctuated more
than a few pennies, and an invoice would be furnished on delivery of the food
as the guarantee stated.

4. The freezer was delivered on July 1 and it was an Amana, model D-46. An
Amana D-18 can be purchased from O'Coln Bros., of Mill Street, Worcester, for
$325.

5. On July 11 the food we orderd was delivered. There was no Invoice showing
weights of meats and prices, only a listing of the different kinds of meats and
a total price of $181.37. 1 Immediately wrote to Mr, Fielding asking for an
Invoice. He called on the 12th and said that on first orders they never gave
Invoices. He suggested I weigh the food myself and figure out the bill. I did
that and could not come even close to their charge using the prices Mr. Fielding
had quoted the night he sold us the plan.

I again wrote to Mr. Fielding. He called me and gave me weights and prices
over the phone. The meat actually came to $171.37 and $10 was a service charge
for the privilege of paying for It In 4 monthly payments. (We had not known
of this charge and said we would pay for the meat In cash. We were reused
this because the contract had gone to the State Street Bank in Boston. I Im-
mediately wrote to the bank for permission to pay the food bill In cash to save
the $10 service charge. When the bank agreed, we sent them a 'tellers' check.)
The rump and round section-we were charged for a 135-pound section at $0.74
a pound and received 89 pounds 11 ounce of meat-25 pounds of this was ham-
burger. The pork loin roast, untrimmed, was $0.69 a pound. The lamb leg
(not oven ready) was $0.75 a pound. Chicken was $0.43 a pound. Smoked
shoulder was $0.45 a pound.

6. On July 7 In the Boston Sunday Advertiser, the H. Hill & Sons Co. had an
ad In the magazine section-they offer free services In their ad.

7. We complained to the Better Business Bureau of Worcester, showed them
our bills, the advertisement, the prices we were charged, and also a comparison
of meat prices from Snider Beef Co., a wholesaler, and Gelgers North Worcester
Market, a retail market that specializes in choice meats, as follows:

Sniders, Gelgers, H. Hill &
wholesale retail Sons Co. -(per pound) (per pound) (per pound)

Choice rump and round, bone in .............................. $0.53 (1) $0.74
Choice chicken fryers ---------------------------------------- .33 60.39 .43
Choice pork loin ............................................ .. 55 1.63 S.69
Choice spring lamb ........................................... .60 4.79 1.75
Smoked shoulder ............................................. () .39 .45

'Unvallable. 8 Untrimmed. b Bone In.
'Trimmed. 4 Oven ready.

Their reply showed a statement from Mr. Hill that his meat prices had. to
Include processing and delivery costs. Neither answered our question on our
contract for these service costs when we signed that $749.95 freezer contract.

8. In August, a friend of ours checked with the Better Business Bureau and
was told Just what we had been told in June-the BBB never had a serious
complaint of the H. Hill & Sons freezer food plan.

9. We know of other people that paid off their freezer contract and Just did
away with the plan because they, too, found that it was a very expensive propo-
sition, not any savings.

10. We are now In the process of being sued by 1H. 11111 & Sons for .$1,200
for what they claim is the balance due on our contract, and all we have is a
freezer worth less than $350.

This is their "savings" plan they are selling to approximately 1,200 families
a year, according to Mr. Hill.

It Is a good feeling to know that there Is someone concerned with the consumer.
Very truly yours,

Mrs. LnoNAP" TuImB ULtr.
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Father McEwFr. Also a letter for the record from the commis-
sioner of public welfare, and the essence of the letter is that people
of low economic standards are a concern of the public welfare the
department of public welfare, and it goes on to say that it has been
our experience that a great many, a great majority of these people
are involved in installment buying, and it is obvious to the public
welfare administrators in most instances they are quite unaware of the
actual cost of such a plan. A bill such as S. 750 would give these
people a clear and precise understanding of what are the involve-
ments of installment buying, and we believe that such a bill is a step
in the right direction for clarification, and it is signed by the commis-
isoner, Robert Ott, commissioner of public welfare.

The CHAIRMAN. Thank you, that will be put in the record.
(The letter follows:)

THE COMMONWeALTI OF MASSACHUSETTS,
DEPARTMENT Or PUBLIC WELFARE,

Doston, November , .1963.
Rev. R. J. McEwair, S.J., Ph. D.,
Iloston college,
(hetnut Hill, Maas.

DEAR FATHER MCEWEN: Mr. James R. McPherson, management bureau direc-
tor, administration and finance, has written to me regarding the public bearings
in Boston on November 22 and 23 on S. 750. Due to previous commitments it
will be impossible for me to attend these hearings but I would like to comment
about this bill.

People of low economic status are the concern of public welfare departments
either as actual or potential recipients of public welfare. It has been our ex-
perience that a great majority of these people are Involved in installment buying.
It Is obvious to public welfare administrators that in most instances they are
quite unaware of the actual cost of such a plan which becomes an impossible
task for them to liquidate.

A bill such as S. 750 would give these people a clearer and more precise under-
standing of what are the Involvements in such Installment loans. We therefore
believe that such a bill is a step in the right direction in clarifying the situation.

Respectfully yours,
ROBERT F. Or, tommitafoner.

Father McEwEN,. I also have a statement from the Maine Credit
Union League. It is an official statement of the Maine Credit Union
League with 150 credit unions as members and individual member-
ship of 100,000. They have a strong continued interest in the passage
of S. 750, the truth in lending bill. The question has had attention
from the Maine Credit Union League because of the activities of the
referee in bankruptcy, Mr. Richard Poulos, where a number of cases
have come to his attention about the cost of these loans in which inter-
est was charged over interest and interest on the previous total, and
some lending institutions may be guilty of these practices, and viola-
tions, and are unaware of the fact. And therefore, these facts covered
by Mr. Poulos are of concern to the Maine Credit Union League for
consumer protection.

(The statement follows:)

STATEMENT OF TIlE MAINE CRErr UNION LEAGUE

The Maine Credit Union League, with 160 credit unions as member, and
Individual membership of 100,000 has a strong and continued interest in the
passage of S. 750, the truth in lending bill. At present the question has had
attention in Maine because of the activities of the referee In bankruptcy, Richard I
Poulos, who has been Involved with a number of wage earner plan cases under
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chapter iII of the bankruptcy law. Many cases have come to his attention in
the course of these proceedings involving loans on which"interest was charged
on interest and interest on the previous total. Some lending institutions in
Maine have been guilty of flagrant violations of law. In these cases the victim
was unaware of the fact until it was uncovered by Mr. Poulos.

The Maine Credit Union League therefore urges speedy passage of the truth
in lending bill for consumer protection.

The CHAIRMAN. Thank you.
Father McEwEN. I will leave it to the discretion of the committee

to omit or include individual names of the companies.
Senator BENNrm-. I think we have a policy that we don't use'the

names unless specifically authorized. Leave them out.
Father McEwEN. And finally, Senator Bennett, something escaped

me in the last hearings in Boston, till I read the transcript, and it
appears that while I was out of the room and there was attempted
in some way, I may be presumptuous, but I think you referred to testi-
mony of mine at a previous hearing in Washington without mention
of the author of that testimony, and I just want to--you may recall
the incident, you asked a State representative or some other local
representative whether he agreed with my proposition there should
be Federal legislation, because the State legislators were under undue
pressure?

Senator BENNEIr. I remember.
Father MCEWEN. As I say, you didn't identify the author, but I

know I said that in Washington.
Senator BENNErr. I didn't want to embarrass you, that was the

reason, not because I was afraid or ashamed, but just to protect you.
Father McEwEN. I understand that, but I am on the public record

in Washington, and I believe that. and I believe it is true, and I
don't believe it is particularly a reflection, I think it is a fact of life
that local pressures are stronger on local individuals, and there is
not much you can do about it. As a matter of fact, if you looked at
the absence of any information about the truth in lending hearing in
Boston newspapers this morning, it might draw a conclusion there
is a pretty effective local pressure. That is one conclusion I draw.

At any rate I repeat that position and I think it would be con-
firmed by many local politicians, and public servants, that it is ex-
tremely hard to resist pressures at the local level, and it would be
very easy to have legislation on a national level on a national prob-
lem passed such as this bill.

Senator BENNmr. Well, I just want to make one comment. I
certainly made no attempt, nor did I know of an attempt, so made to
keep notice of these hearings out of the Boston papers. We have
trouble in Panama, and I think they just flooded all of what the
papers might have considered to be less important news, just washed
them out.

Father MCEWEN. I don't quarrel with your explanation, I didn't
attempt to find an explanation other than this. Why were all the inci-
dental trivial news mentioned in the morning papers, and no men-
tion of the Senate hearing about it beginning this morning could be
found?

Senator BENNErr. I was told there 'was a story in yesterday's pa-
per, saying if you want to testify get in touch with Father Me-
Ewen.
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Father McEwEN. I saw that, Senator, iii yesterday's Record. But
I carefully said this morning.

Senator BEPNNmr. So you weren't washed out entirely.
Father McEwEN. No I carefully said this morning's paper.
Senator BENNET. Also I wonder if this isn't a little bit anticli-

mactic, the second set of hearings, I think we were much more in the
newspapeis when we came up the first time.

Father Qf(1EwEN. That may be true, but I think the testimony and
witnesses that you developed this morning are practically on no notice,
an extraordinary indication of the sentiment and of the interest and
the vital concern of these people for this particular matter.

Senator BFNNEr. Weren't most of these people scheduled to testi-
fy last November ? We had the names.

Father fcEwEN. You had the names, it is the question of getting
them to a date so quickly.

Senator BENNETT. Well, we have had since the 22d of November to
notify them of the date.

Father McEwEN. The date wasn't set at the 22d.
Senator BENiETI. In other words, I don't think they came in herm

without notice; Colonel Coates is there on the front row. How long
have you known these hearings were going to be held today?

Colonel COATES. Oh let's see, about a week.
Senator BEN.NETT. So those names appeared in the previous list,

I am sure Mr. Lindley gave them notice we were coming back.
Father lNIcEwEN,. WVelf, I am just saying today's hearings in my

estimation have developed and shown a tremendous interest in this
subject, and I don't think I agree with you that it was anticlimactic
or a waste of time or anything else.

Senator BENNETT. I didn't say it. was a waste of time, I said anti-
climactic. Certainly I have had less interest expressed to me about
the fact I was coming up today than I had when I caie up originally.

Father McEwEN. Well, that may be. I have just to show you why
I nn interested in this, and why I think many churches andchurch
people are. I would like to quote you one paragraph from a speech
of His Eminence, Cardinal Cushing, which he gave to the Catholic
Economic Association Convention last December 27 in Boston.

He said:
Well, Jack Kennedy, Lord rest him, conceived the idea of an Alliance for

Progress, and there are those in Congress who want It continued, and others who
want to reduce the amount of money that it required. It Is true that most of
the countries in Latin America do not cooperate with this Alliance. The reason
is simple. In accordance with the program of the Alliance of Progress they
could be profiting by the $10 billion the United Statcss is ready to put into Latin
America over a period of about a decade. The ruling class of these countries
will not cooperate for the simple reason that one of the conditions for getting
the money in Is that they have to show evidence of a new economic system, a new
social order. They have refused to do so because they know that if they do,
they are depriving themselves of the vast sums of money. You cannot borrow
money today in Boliva without paying about 21 percent interest, and you can-
not borrow money in Peru without paying at least 18 percent interest.

About 3 years ago when the national convention assembled here in Boston I
asked the Knights of Columbus for $1 million, and they almost dropped dead.
I wasn't going to get a penny of it. I said if they could give me $1 million and
it only meant an annual contribution of 50 cents per member in the organiza-
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lon for 2 years, I would increase it to $5 million within 3 years and we would
oe that money to make loans of not over $20,000 to any bishop, any religious
superior, any pastor In Latin America who had a project beneficial to the
people, and we would charge them only2% percent.

Those are the two paragraphs from the otherwise excellent address
which will be printed lat er in the Review of Social Economics maga-
zine, of which our esteemed chairman is one of the long valued mem-
bers, to show you why we pay so much attention to this problem of
interest charges on loans, and if you go back to the Psalms and find
one Psalm in which usury and interest charges are there, and so there
is a long history of our involvement with the lending of money and
protection of the poor who are required to patronize the services of
lenders. I give for the record for anyone that is interested in it,
the latest copy of the usury bill that is filed last year in this State,
that you are tu!king about this morning. I happen to have been in on
this discussion of the usury bill that was talked about this morning,
and I recall now that Mr. Malcolm, who represented the commissioners
this morning, I also think his statement says lie represented the First
National Bank of Boston. If so, it was my information at that time
that he had a leading part in drafting thisousury bill which Mr. Law-
ton opposed, which he opposed which we opposed in the Consumer
Association as weak and inadequate.

The CHAIRMH AN. Because of its-
Father McEwEN. Because of its exclusions and because of its 15-per-

cent rate, I believe if you examine this document which is filed by the
majority, Republican majority leader of the senate last year, you
will find a list of exclusions here that are probably the same list that
was referred to this morning.

The CHAIRMAN. You would like to have that in the record?
Father MoEWEN. You may have that to put in the record, if you

wish.
The CHATRUAN. Thank you.
(The usury law of Mossachusetts follows:)

[Senate, No. 111]

By Mr. Graham, petition of Philip A. Graham for legislation to establish a usury
law. Banks and Banking.

THE COMMONm i£ALTH OF MASSACHUSETTS

In the Year One Thousand Nine Hundred and Sixty-Three.

AN AcT EsTABLISHINo A UsunY LAW.

Be it enacted by the Senate and House o1 Representatives in General Court
amembled, and by the authority of the same, as follows:

SECrTo. 1. Chapter 107 of the General Laws is hereby amended by striking
out section 3 and Inserting in place thereof the following six sections:

Section 3. If there is no agreement or provision of law for a different rate,
the Interest of money shall be at the rate of six dollars on each hundred for a year,
simple interest and no greater rate shall be recovered in a suit unless the agree-
ment to pay it is In writing.

Where an agreement in writing exists to pay Interest at a rate greater than
that referred to above, which does no' contain a stated period of time for which
such rate is to be calculated, interest shall be calculated, at the rate mentioned,
by the year.

23-902 O-64---pt. 2---29
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For the purpose of calculating Interest, a month shall be considered the
twelfth part of a year and as consisting of thirty days, and interest for any
number of (lays less than a month shall be estimated by the proportion which
such number of days shall bear to thirty. The amount of money or value actually
received or held at the time of the loan, forbearance or other transaction shall
determine the amount of the obligation excepting that, in the case of a renewal
of an obligation, the previous principal balance shall be added to the amount
of value or money received to determine the amount of the new obligation.

The maximum interest permitted by section three B shall include all sums
paid by or on behalf of the borrower for Interest, brokerage, commissions, sery.
iees, extension of loan, forbearance to enforce payment, and all other sums
charged against or paid or to be paid by the borrower for making or securing,
directly or indirectly, the loan, and shall include all such sums when paid by
or on behalf of or charged against the borrower for or on account of making
or securing the loan, directly or indirectly, to or by any person, other than
the lender, if such payment or charge was known to the lender at the time of
making the loan or might have been ascertained by reasonable inquiry. Not.
withstanding the foregoing, the maximum interest permitted by section three B
shall not include (a) an acquisition charge of twelve dollars and fifty cents if
a loan is repaid in full on or within thirty days from the date it is made; (b)
filing, recording or court costs, (c) reasonable attorney's fees for examinir
title. passing upon security, drawing loan or security papers, collecting debts
or realizing on security, when services of an attorney are utilized by the lender:
(d) delinquency or collection charges on any Instalment In default for a perhM
of ten (lays or more which do not exceed five percent of the instalment; (e)
reasonable charges or expenses for services applicable to a revolving check credit
account in a bank; or (M) the cost of insurance either on collateral or the life
of the borrower incurred by the lender in connection with the loan.

Section SA. The provisions of sections three A to three E, inclusive, shall
not apply to

(a) Any loan which is governed by sections seventy-two, ninety A to ninety
inclusive, or ninety-six to one hundred and fourteen A, inclusive, of chapter on
hundred and forty, by section nine of chapter one hundred and seventy-two ,
or by sections one hundred and thirty-two, one hundred and forty-two or on,
hundred and sixty-two B of chapter one hundred and seventy-five;

(b) Any loan to a corporation, business trust or partnership;
(c) Any loan wholly or partially securpd by certificates of stock, bonds, corp0

ration or government debentures. certificates of deposit, warehouse receipts, bill
of lading, bills of exchange or by notes receivable, accounts receivable, chatte
paper. inventory or equipment of borrower's Iusiness:

W) Any loan made for the purpose of engaging in a transaction supervis
by the Securities and Exchange Commission or subject to the Securities Exchan
Act of 1034;

(e) Any loan made to a receiver or trustee or other official appointed undo
the provisions of any section of the Bankruptcy Act of the United States;
(f) Any obligation for the unpaid purchase price of goods, services or inse

ante or for charges in connection therewith, whether payable on an installme
or revolving basis in one or more payments or otherwise;

(g) Any rent or other sum due under a lease agreement;
(h) Any loan made by a bank as defined in section one of chapter one hundrc

and sixty-seven, or by a national banking association, an insurance company.
credit union or a federal savings and loan association, which is secured by a fir
mortgage of real estate;

(I) Any loan as to which the principal sum, whether received at one time or
two or more advances, exceeds five thousand dollars._
Section 311. Regardless of whether interest Is taken or calculated by way

simple interest, discount, add-on or otherwise, no person shall, directly or IM
rectly, take or receive any money, goods or chose in action for a loan or
forbearance to enforce payment of any money, goods, or chose In actlbn whk
if calculated on a simple interest basis, would exceed one and one quarter
cent per month of the unpaid principal balances. Subject to the provisiorA
section three A, the provisions of sections three to three E, inclusive, shall ap;
to every loan or forbearance to enforce payment of any money, goods .i eh
in action in the commonwealth.
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In the event of prepayment in full before maturity of the balance of any dis-
counted or added-on loan a credit shall be given to the borrower for such pre-
Ipyment which shall be substantially in the same proportion to the total amount
of the Interest charges as the-sum of the scheduled periodical unpaid balances
after the date of prepayment, as the date of prepayment Is fixed below, is to the
inu of all scheduled periodical unpaid balances under the schedule of payments

in the original contract. Such computation of rebate shall be made on the
principle of the so-called "Sum of the Digits Method" or the "Rule of 78". If
the prepayment is made other than on an Instalment due date, It shall be deemed
fo have been made on the first instalment due date if the prepayment Is before
that date and In any other case it shall be deemed to have been made on the next
preceding or next succeeding instalment due date, whichever Is nearer to the date
of prepayment. Where the amount of the credit for prepayment Is less than one
dollar, no refund need be given.

Scction 30. Upon r ;'.jest of any borrower made within two years of any pay-
ment of principal or interest, a lender shall give to the borrower a written receipt
for the payment showing the date of the payment, the amount paid and the names
of the borrower and lender. If the request or a confirmation of an oral request
is in writing, any lender who refuses to give a receipt under this section shall
forfeit all Interest on the loan remaining unpaid.
Section 3D. The borrower and his heirs, executors, or administrators may

plead the benefit -of the provisions of sections three to three B, inclusive, as
plaintiff or defendant.

Section 3E. If a lender knowingly takes or receives interest at a rate or In an
amount greater than permitted by section three B, he shall be punished by a fine
of not less than one hundred nor more than one thousand dollars or by Imprison-
went for not less than one month or more than six months, or both, and shall
forfeit all interest on the loan or forbearance remaining unpaid.

If a borrower pays to a lender interest at a rate or in an amount greater than
permitted by section three B, he may recover from the lender in an action of con-
tract or a suit In equity, if brought within two years of the payment, double the
amount of all Interest paid on the loan or forbearance, his costs, and, If the
services of an attorney are utilized, reasonable attorney's fees.

Nothing contained In section three to three E, inclusive, shall entitle the bor-
rower or any other person to assert affirmatively, by way of defense or otherwise,
that any loan, debt or security Is void, voidable or unenforceable except to the
extent provided In this section.

SEU(-roN 2. If any section or clause of sections three to three E, Inclusive, of
chapter one hundred and seven of the General Laws. inserted by section one

of this act, Is held invalid or unconstitutional by a court of competent jurlsdic.
tion, the remainder shall not be affected thereby.

SEcTION .3. The provisions of section three to three E, Inclusive. inserted by
section one of this act, shall not apply to or affect any contract or agreement
In existence prior to the effective date of this act.

Father - [cEwFx-. That is a sample of the bills that were filed to
allege(ll, regulate usury last year.

The. ('ir.mnL\.x. Father, I wvant to thank you for the interest you
have taken in this problem over the years and your devoted services
winch in ily Imilii is beyond comparison.

Senator IENME'r. Aild I would like to add my expression of appre-
ciation to FIather MeEwen. We don't agree "on everything, but I
appreciate his attitude and his forthrightniess, and I amn sure this is
an honest approach to the problem from his point of view.

Father McEwm:N. Thank you, Senator, I appreciate it.
The (Im. ,\. Well, if there are no further witnesses, the hear-

ilO aiv concluded.
Seiato1- BEN.,-NFTT. Well, I have a final closing summarizing state-

ment that I would like to offer for the record.
The ChlA1R.t.,x. That will be included. Thank you.
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(The closing statements of Senators Bennett and Simpson follow:)

STATEMENT OF SENATOR WALLACE F. BENNETT, OF UTAHt

Another year of hearings on the so-called truth-in-lending bill is drawing to a
close with today's session in Boston.

We thank the citizens of this great Commonwealth for their hospitality, and
we appreciate the time and effort contributed by those who have appeared as
witnesses on both sides of this question.

In the past 4 years, the hearings on this bill have resulted in more than 3,000
pages of testimony. I have attended every one of those hearings, and have
heard every word of testimony.

To one who studies this record without preconceived notions, it is apparent
that this bill is unwise, unsound, unworkable, and-if this is to continue to be
the land of the free-it Is unthinkable.

In the last 4 years, the subcommittee has considered many phases of the
legislation before us.

We have considered its economic pretentions as a contracyclical force in the
economy and found no evidence at all that it would have such an effect. The
best evidence is to the contrary. The Chairman of the Federal Reserve Board
said In 1961 that:

"Cyclical expansion and contraction of consumer installment credit reflects in
large part changes in the availability to consumer lenders. Such changes in
availability are responsive to general monetary policy and are reflected primarily
in the application of more or less restrictive standards or terms rather than in
higher or lower finance charges."

Later in the hearings, Mr. Martin said:
"If consumer finance charges actually did fluctuate with economic cycles,

knowledge of the total cost of consumer credit itself would tend to have con-
tracyclical effects. However, finance charges on consumer installment credit, a
major area that would be covered by the bill, have not shown, much fluctuation
in response to cyclical changes in the avallab!lity of credit during the postwar
period. Also, it is hard to find evidence as to consumer responsiveness to the
changes in charges that have occurred. Consumer installment credit has been
more responsive to changes in terms, such as maturities and down payments, and
in credit standards of lenders, than to changes in finance charges."

One economist commenting on the economic theory on which this bill Is
founded characterized it as a "phantom mountain made out of a nonexistent
molehill."

We considered also a great many consumer experiences arising out of a variety
of credit transactions, and we saw over and over again that the abuses com-
plained of would be untouched by this bill. The complex regulatory provisl s
of S. 750 would provide no benefit at all to an unfortunate but gullible buyer or
borrower who signs a blank contract or does not read the agreement. It would
leave untouched the oppressive collector, the loan shark who even now operates
outside the law, the high-pressure salesman, the vendor of overpriced or shoddy
merchandise, the fly-by-night, door-to-door peddler, the pack in a sales finance
transaction, the misleading advertiser, the bait-and-switch operator, the man who
sold a vacuum cleaner as an air purifier, the shell.hous abuses, the debt con-
solidator and a host of other "villains" recorded in our 3,000 pages of record.

We considered whether regulatory action of this kind was best handled by the
State government or the Federal Government, and observed that the great major-
Ity of consumer credit transactions in the United States are now controlled by
comprehensive State legislation, and that each session of the State legislatures
brings new statutes and modifications of old ones.

We considered whether Federal legislation-if any-should be administered
by the Federal Reserve Board or the Federal Trade Commission, and we observe
that the author of the bill has persisted in his proposal to assign this res-V0-
sibility to the Federal Reserve Board, notwith.tanding recommendations of the
Chairman of that Board and the then President of the United States to the
contrary.

But, most Important of all, we have considered whether or not this bill doe5,
in fact, reach the truth.

'In labeling it the "truth in lending bill," its proponents devised a catchy title
which implies that anyone who opposes it is against truth.



TRUTH IN LENDING-1964 1129

Certainly no honorable person opposes truth, but it is something else again to
condemn the improper use of the word when it Is mixed with invalid assumptions
and taken out of context.

The greatest enemy of truth is not the lie, the direct contradiction of tie
truth-deliberate, contrived, and dishonest-but it is an undisclosed purpose
lurking behind a high-sounding title or banner.

The author of this bill contends that its aih is to provide more information
about the cost of credit, in order to hell) consumers use credit more wisely.

In truth, this bill was conceived in confusion and delivered in distortion. In.
stead of throwing light and increasing information, it would, in fact, mislead the
consumer and reduce the information now available.

The central assumption in this bill is that every charge of any kind in con-
nection with a consumer credit is, or can easily be translated into, both a simple
annual rate and into dollp.rs at the inception of the transaction.

Let us go back over some of the things we have learned In these hearings, and
test whether or not that assumption Is valid.

Let us begin with the credit unions, because among all credit grantors, most
of these have supported this bill. The credit union movement makes an im-
portant contribution to our society, and its leaders, many of whom are volunteers,
deserve commendation for what they have accomplished. Earlier in the hear-
ings, the chairman and I both indicated that we were members of credit
unions. As one witness said:

"The credit union is a cooperative. It encourages thrift and makes the group'r
savings available to its own members in need of loans. Credit unions have
lower costs than commercial lenders because of donated services, intimate
knowledge of loan applicants, and free office space. Their exemption from
Federal income tax and excess profits taxes on corporations has also been Im-
portant in recent years of high tax rates. Although credit unions have enjoyed
steady growth since 1909, they account for but a small fraction of total consumer
loans."

There is no question but that credit unions are honestly and ethically run, but
despite this, they are not complying with the proposals of the Douglas bill, and
they could not comply without a substantial change in their present procedures.
It is true that it would not be difficult for them to state their credit charges in
terms of a true annual interest rate, and the *reason it would be simple is
because they now use that system. One of their brochures describes their
terms this way:

"Interest is computed at the rate of four-fifths of 1 percent per month on the
unpaid balance and is charged from the date your note is issued. You pay for
the exact number of days you actually use the money you borrow. If you hold
$50 for 23 days, you pay 23 days' interest; no more."

In this case of a pure rate computed on the exact number of days, it is ac-
curate to multiply the stated monthly interest rate by 12 to arrive at the
annual rate. There are two elements to the- credit union transaction that may,
however, make that stated rate somewhat inaccurate, and we discussed them both
list year. One is that the nonmember who applies for a loan must purchase
at least one share in the credit union at a cost of $5.25. It might be useful, Mr.
Chairman, to include in the record a consumer credit union loan application
form indicating this fact.

(The loan application form Is reproduced as follows:)
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This $5.25, of course, will have an insignificant effect on the rate if the loan is
substantial, but If the loan Is In the vicinity of $5, the lender will only receive
a net of $45 and the distortion of his rate will be somewhat larger.

Now, In pointing this out, I wish to be clear that I do not object to It In ID,
wa.It Is a very fair and reasonable requirement. But, It Is unique to credt
uinloans, and It would make no more sense to Ignore It in arriving at a trw
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PROMISSORY NOTE
Account No

$-

MADE t: - .. day of ,19_. by , (NAME)

FOR LUE RE ,the undersigned jointly and severally. promise to

pay to the Order of the NAVY FEDERAL CREDIT UNI at th ainN Building, Washin on 25, D. . the Princpal sum Of
'dollars with interest

on the unpaid balanceat the teof 4 /5 of I per tper on in in ents of$- each

including interest. The first payment to be made en -_ and a like amount on the day of

every month thereafter until the full ount has psi her pledging as C security for payment all paid shares and

payment on shares which the unde ed now ha or after may ha the NAVY FEDERAL CREDIT UNION and I/we

hereby aut'orize the NAVY FEDERAL UNIO to apply any or Isuch.-paid share. and payments on shares to the

payment of this note and-interest., coast'. 0 n:s:h may accrue reon.

The terms and conditions stated on the ro side ereof consti te a part of this promissoiy mote.

In testimony whereof the undersigned hakve h o t their ban and seals

Member
(SEAL)
(SEAL)I

Witness

Witness

,awCU-3-PH 6/42/10M



TERMS AND CONDITIONS

It is understood and agreed by each party hereto that upon leaving the field of membership

any balance then owing on this note shall become immediately due and payable, at the option of the
holder.

In case of any default in payments as herein agreed, the entire principal balance of this note plus

interest at the rate of one per cent per month on unpaid balances shall become immediately due and
payable, at the option of the holder.

It is further agreed 'by each party hereto, that in case payment shall not be made at maturity, he

shall pay all costs of collection including costs of suit and attorney's fees in an amount equal to twenty

ercent of the principal and interest due on this note.
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This again is a fair and reasonable requirement, and I do not criticize it, but
it Is still a charge which may have to be paid by the person to whom the credit
is extended "in connection with, and as an incident to, the extension of such
credit," and unless Senator Douglas amends his definition of "finance charge,"
the credit unions will have to figure out some way to reduce this contingent
charge to a fixed dollar amount and to a simple annual rate before consumation
of the loan.

But, there Is a more serious problem that the credit unions have not dealt
with, and that is the statement of the finance charge expressed in dollars and
cents. You see, because the rate is fixed, the dollars and cents will vary depend.
Ing upon the payment pattern of the borrower.

For example, on page 501 of the 1961 hearings, a credit union set out the
repayment schedule of a typical credit union borrower who received a loan of
$1,200 repayable in 1 year. The borrower made his final payment exactly 365
days after his original loan, and he paid a total interest charge of $74.22.

If the Douglas bill had been law, the credit union would have been required
to commit in writing to its borrower that the interest charge would have
amounted to $79.42 but it would have actually collected the lesser sum $74,22.
Is this a falsehood, a fraud, or an untruth? Certainly not. The credit union
accurately and truthfully told Its borrower exactly what the rate charge would
be, and his irregular payment pattern caused the dollar charge in this case to be
lower than predicted.

But, despite these problems, credit union loans are easy, compared to some
and his actual interest cost had been about $5 more than he had been told? hlow
is he to know whether the Interest rate is the "true" part of his agreement or
the dollar amount is "true." They both cannot be.

But, despite these problems, credit union loans are easy, compared to some
other types of transactions to adapt to the Douglas bill because:

(1) The charges on money loaned are computed now as true interest.
(2) They are based on a single initial loan, probably of an even amount

such as $5 or $100.
(3) Interest charges accrue from the first day of the loan.
(4) Since only one rate is involved, one set of tables-a single table for

each number of days-is readily usable.
(5) While there can well be variations in payment patterns, credit union

offices are generally located at places of work and repayments are apt to be
as regular as paydays.

(6) Payments are roughly equal in amounts.

REVOLVINO CIrARME AGREEMENT

On the other hand, compare the revolving charge agreement which many wit-
nesses have donc :

(1) Merchandise Is sold with many resulting problems; for example,
money is seldom returned to a lender because "it doesn't fit."

(2) The purchases are not in one initial sum but in several irregular
amounts on different days during the month.

(3) No charge is assessed until 30 to 60 days after the purchases, during
which time a customer may have paid for them without any charge.

(4) Then the charge Is a straight 11/2 or 1 percent of the outstanding
balance at the beginning of the month. It is not based on the "average
outstanding unpaid balance" during the month because that figure--which
could be calculated only by balancing the account daily, adding the daily
balances and dividing by the number of days in the month-cannot readily
be calculated, even on a machine, nor can it be determined from a table.

(5) Because a customer must come to the store or mail in a check or money
order, payment patterns are somewhat irregular compared to credit union'.

(6) Payment amounts are irregular, too. thus further complicating the ue
of charts.

To their credit, Senator Douglas and Senator Proxmire have recognized thti

problem and made some effort to meet it.
Senator Douglas amended his bill to provide a special section for revolving

charge but still has not suggested any way of making the calculations except to

multiply the monthly charge by 12 and call it an annual rate, whether it is or n0C.

Professor Vancll ably demonstrated, as have other witnesses in these hearing-

why this is not truth.
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On this point, Mr. Chairman, I would suggest we Include in the record a very-
well.reasoned article in the magazine State Government by Prof. Barry Richard-
son, Bethany College, Vest Virginia, on revolving charge. Professor Richard-
son Illustrates how 1% percent a month on a revolving charge account might in
soine transactions be more economical than a 1 percent a month credit union loan.
He neither supports nor oppose the bill before us, but he does urge State legis-
lation. (See p. 1138.)
So, we see that the Douglas bill would not arrive at the truth In revolving

charge account transactions.
More than 2 years ago, Senator Proxmire, one of the sponsors of the bill, called

this "a difficult and peliplexing problem" and said "we have to solve it." But, it
has not been solved yet. and it will not be because it cannot be, within the pro-
,cril)tions of the chairman's simple annual rate concept.

The author of this bill in these hearings and recently on television, I am told,
has said that it doesn't matter at all if the statements of "simple annuAl rate"
are not accurate and precise.

"Everything is approximate," the chairman said. "We are approximating the
truth."

Approximating, indeed. Since when can truth be approximated?

RETAIL INSTALLMENT SALES

While we are dealing with retailing, let us look at the retail installment sale
of big ticket merchandise:

(1) This Is a sale of merchandise, so the price of the same object can
vary from store to store.

(2) The sale is made for a single initial amount but additions of new
purchses during the life of the contract are common.

(3) Tables are commonly used to determine dollar amounts to be added
to the cash price to determine the credit price. At first blush this would
suggest that an annual rate could be dctrmined, but look what happened in
our hearings:

In 1961, a witness on behalf of a large nationwide retailer, whose credit charge
tables are fully set out In a mail order catalog, testified against the bill. The
chairman made some calculations and told the witness:

"Whether you know it or not, in practice your company's rate of finance
chargee Is somewhere between 13 and 14 percent."

The witness dissented but the chairman was very firm in his opinion.
Then this summer, is our Louisville hearing, a witness In favor of the bill

announced that he had reviewed exactly the same tables and found rates ranging
from 4S to 03 percent.

Well now, who was telling the truth? The chairman or his witness?
Suppose the retailer had followed the chairman's suggestion and published

the rates the chairman found to be "true"-wouldn't he have had a hard time
explaining himself to the teacher in Louisville.

No. the truth is not to be found in the vagaries of "siple annual rates" which
can be calculated In such a variety of ways even by those who agree on the bill.

The truth is that merchandise Is sold for dollars. The true comparison lies
in dollars. A washing machine which costs $140 cash plus $24 for credit.
can readily be compared with one which costs $160 cash plus $18 for credit,
without simple annual rates.

The truth Is that one machine costs $164 on time and the other costs $178 on
time. The committee has yet to hear of or from a consunier who was unable
to distinguish between those two.

REAL ESTATE MORTGAGE LOANS

Wre have considered real estate mortgage loans made by banks, saving and
10an associations, and others.

Here, we find, is the kind of transaction In which it Is meaningful to work with
the siphe annual rate concept.

These are large single transaction loans; the payments are made in a fairly
regular time pattern and in even amounts.

Tables are useful because the lender and borrower generally agree on a rate
aInd then look at a table to determine the payments.



1136 TRUTH IN LENDING-1964

Understandably, institutions which deal entirely in real estate loans, such
as mutual savings banks, have agreed that the bill will not be seriously offensive
to them.

Two interesting points came out of the testimony of the National Association
of Savings Banks in 1960.

First, the chairman asked the witness if it wonld be proper to require the real
estate lender to state the total dollar amount of the interest charges payable
over the full period of the loan and, the witness said that such a statement
would assume that the loan would be carried to full maturity by the borrower
when in fact this would not be typical, as the normal loan was paid off well before
maturity.

In other words, in the case of real estate loans, it would be true to state the
annual rate at which interest would be charged, but it would be untrue in the
normal case to give importance to the total dollar amount of the finance charge
because it would be founded on a demonstrably improbable assumption.

There is one other point In the testimony of the mutual savings banks that I
commend to those of my colleagues and any others following this matter who
genuinely contend that a big real estate loan and small retail transaction should
be handled with the same kind of paperwork.

The witness stated that his average loan was In the $12,000 to $15,000 range
but that he made them as low as $1,500 and handled the small ones "exactly
the same."

But, In response to a question from the chairman, he said if he had all $1,50
loans he would not merely have to change his program, he would be out of
business.

The annual revenue to a mortgage lender from this $1,500 minimal loan
would be around $75.

The proponents of this bill would impose the same kind of paperwork on-a
retailer or small lender whose annual revenue from his normal transaction
is a good deal less than $75-probably less than a tenth of that.

Clearly, the witnesses from thp mutual savings banks were fully aware of
the great difference between mortgage loans and other credit transactions
when they urged strongly that the author deal with the mortgage loans In a
separate section of his bill.

And, so we see again that even with large real estate loans, a type of trans-
action most easily adapted to this bill, that "the truth, the whole truth and noth-
Ing but the truth," as the chairman is fond of saying, is to say the least imper-
fectly derived from the bill before.

CONSUMER FINANCE On SMALL LOAN COMPANIES

Consumer finance or small loan companies operate in something over 40 States
having workable small loan laws.

These laws were developed in the early part of this century after several
years of experimentation and a long and careful study under the auspices of the
Russell Sage Foundation.

These institutions have been a valuable source of small loans for wage earners
for many years. They have been licensed and strictly regulated by Statem
They were practicing full disclosure In every sense of the word long before this
committee had any awareness of what the term meant.

Typical charges are 3 percent per month computed on the unpaid balance for
loans under $300.

Now this is pure interest and is computed as such. It could be stated as an
annual rate of 36 percent. The question Is should It?

And, this is exactly the same question that faced the people who studied this
problem as an original matter when no loans of this type were available. There
was no reason at all why the Russell Sage Foundation draft could not have
provided for an annual rate if its findings had been that it would be meaningful.
The chairman, himself, told us during the 190 hearings that he was an old friend
of one of the original investigators for the foundation, and stated that he was a
man of good principles and high motives.

Clearly, this is strong evidence that, even where an annual rate can be stated
in a transaction of this kind, a monthly rate means more to the borrower. if
such a conclusion was valid 50 years ago when there were no ethical small loan
institutions, how much more valid it Is now after we have many years of ex-
perience, a long history of State regulation and certainly many, many thou.ands
of borrowers educated in the present system.
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We have not, as far as I can recall, been offered any evidence that small loan
borrowers do not understand what they arepaying for their loan or that they
have been deceived in any way.

OTHER TRANSACTIONS

This by no means exhausts the many problems we have seen in connection
with this bill. The record is full of them.

We have seen a check credit plan in which rates are 1 percent a month plus
25 cents a check. The simple annual rate cannot be calculated accurately with-
out knowing how many checks will be written. The dollar charge cannot be
computed until the amounts of the checks are known.

We considered construction loans in which the rate is known but the dollar
charge cannot be predicted because it is not known when the various progress
payments will be made.

We were reminded in Louisville, of the premium loans many of us have on our
insurance policies and which may go into effect automatically to protect us
against a lapse of our policy if we overlook a premium.

The rate may be given but the amount of the loan is uncertain until it is
actually In effect and the dollar amount of interest is unknown until actual
repayment.

We are reminded of the simple demand note used by many banks and bor-
rowers. The rate is specified but the time is undetermined, so the dollar amount
cannot be determined.

We learned here in Boston of the letter-of-credit form of automobile financing
in which the bank commits itself in a letter to a prospective car buyer to loan
him what he needs to finance a car up to a certain maximum amount. With
this letter in his hand, the car buyer shops for his car and when he makes his
deal and buys it he uses part of the letter as a draft by filling in the actual amount
himself. Until the draft is presented for collection, the lending institution does
not know how much actually has been borrowed and until then certainly cannot
(ompute the amount of the interest.

In summary, we see a multitude of credit transactions in which the time
period and the total amount of the credit, or both, are uncertain or undetermined
at the outset of the tranaction. We see others, such as the credit union loan
or revolving charge agreement, in which the time pattern is scheduled but may
not be followed.

And, in every such transaction. if the rate is fixed, the dollar charge will
vary and if the dollar charge is fixed, the rate will vary. Either way one of
them is uncertain and therefore cannot be set forth in writing before consumma-
tion of the transaction. The proponents of this bill have yet to deal with this
problem.

TRUTH
And, so we come back to truth.
We have examined the so-called truth-in-lending bill in the context of some

cf the transactions it seeks to regulate.
And, we found that the bill will not operate to search out the truth. It does

not even use the word "truth" subsequent to its title. It does not require that
lenders and credit granters tell the truth In all respects. It does not even prohibit
falsehoods, deceptions, or misleading statements as such.

What the bill does is try to define the truth-and I quote from the bill:
* * to the extent applicable and subject to rules and regulations prescribed

by the Board."
Now, a bill that really has something to do with truth should contain a reference

to truth somewhere else besides the title. More than that it should not have
to provide that following its approval, a series of regulations by the Federal
Reserve Board or the Federal Trade Commission must be devised and promul-
gited before we can find out what will be considered as true and what will not.

I yield nothing to the proponents of this bill in espousing the cause of truth
Ind in condemning falsehoods, deceit, or misleading practices of any kind.

It this bill really dealt with truth, I would support it in an instant. It does
Vt do so.

No necessity for this legislation has been shown. Such credit abuses as have
besn described by this committee would not be reached by this bill. On the
0atrary, incalculable mischief would be worked on the consumer and on the
¢ftsumer credit segment of our economy. Clearly the proponents have not
Proved their case and the bill should not be approved.
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CONCLUSION

I would like to close on a positive note. Despite my disagreement with the
chairman on his bill, I think he and I would agree that an educated consumer
is a better bulwark against the unwise use of credit than any legislation we
could possibly devise.

I have been impressed several times during these hearings with the amount of
education now in process.

The AFL-CIO told us something about their programs in this area and in the
1961 record we have a copy of their pamphlet. It's a healthy thing that they
have addressed themselves to this subject and sent literature on it to their
members and I think they should be commended for it and should do more of it

In 1900, we saw a copy of a publication by the National Foundation for Con-
sumer Credit which had been prepared with the hell) of an advisory group of 50
educators and which had been distributed to some 1,500 secondary school
systems. This, too, Is a commendable effort in consumer education.

In 1962, Mr. Weaver showed us a very Informative pamphlet prepared by the
Housing and Home Finance Agency relative to FIIA-Insured loans, and he told
us that some 350 banks had distributed a quarter million copies of this pan-
phlet. This is an excellent illustration of what a Federal agency can do in
Its field of special competence.

State government, too, showed that It can act vigorously in this field. In New
York the attorney general's office and the banking department have teamed up
to distribute millions of consumer education pamphlets In English and in Spanisl
And Mr. Walsh, the assistant attorney general of New York, told of how hibs
office went to the public through the press, radio, TV. and other means to head off
a developing racket In shell houses before it started and he said this effort was
successful.

I know, too, the credit unions have excellent publications through which they
reach their 11 million members.

These things are to be greatly commended, and I think this is something whkib
all of us, proponents and opponents of S. 50 alike, can use our best efforts
to encourage.

I would hope that we can find a consensus on many things of this nature
which will contribute to consumer education and thereby strengthen our society
and our economy.

(The article previously mientioned follows:)

[From State Government, summer 1963]

Revolving credit-often known as a budget account or budget
charge account-has conic into widespread use in American mer-
chiandising, as the author of this article points out, and in the last
few years 12 States have adopted legislation to regulate it. To
date. however, laws concerning it are by no means so common as
legislation on Installment selling of the traditional kind, which, in
contrast to revolving credit, usually involves an initial downpay-
ment and usually pertains to single purchases of relatively costly
durables. The author, who is assistant professor of economics at
Bethany College in West Virginia, here presents a number of the
factors involved. lie concludes that to protect both consumers and
honest merchants against a small number of "sharp sellers." States
lacking legislation in this area should consider regulatory measures.

STA1E REGULATION OF RETAIL REVOLVING CREDIT

(By Barrie Richardson)-

Thq emergence of revolving-credit selling is an especially dramatic postwar
achievement. In 1910, revolving credit amounted to only a few million dollars
Today It Is estimated at more than $3 billion. It Is flourishing because Iner-
chants find It profitable, and consumers find It desirable to make use of this
convenient purchasing plan. Because of its capacity to please both buyer and
seller, revolving credit should continue to grow In absolute volume in at least
the next 5 years. As it continues to play a greater and greater role In col-
sumers' budgets, Its inequities or potential abuses will be magnified. Ilowenr,
any attempts by the courts or the legislatures to intercede In this area cod
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have profound repercussions on both the merchants and the users of this popular
type of credit.

A discussion of a few of the pertinent questions that have arisen on the subject
follows.

THE ORIGIN AND NATURE OF REVOLVING CREDIT

Wanamaker's, a department store in Philadelphia, first publicized a revolving-
credit plan in 1938, and it reputedly was the first to do so. Unlike contemporary
plans, this embryonic program required no explicit finance charge, and Its use
was limited to established charge-account customers, who were given the pre-
rogative of repaying their "charge" obligation in three or four monthly Install-
ments. Prior to World War II, several other department stores, including
Filene's of Boston, Bainberger's of Newark, and Bloomingdale's in New York
City, initiated their own revolving-credit plans, requiring an explicit service or
finance charge. The major growth of revolving-credit plans, however, has oc-
curred in the last decade, In which almost all department stores, mail-order
houses, hardware, variety goods and soft goods sellers have offered, and vigor-
ously promoted, varieties of revolving credit.

American consumers dally utilize revolving credit to purchase a large number
of diverse items from the whole spectrum of retail institutions. For example,
ccnsnmers can and do purchase vacuum cleaners, chic formal frocks, permanent
waves, watch-repairing services, zippers, 10-pound bags of nails, outboard motors,
dog food, and ploxing cards on revolving accounts.

Revolving-credit agreements are called by a number of names, sunh as budget
c ount, revolving charge account, budget charge account, and special charge

account. They all represent a "marriage" of conventional charge-account plans
with conventional installment credit plans. Users of revolving credit are given
a right formerly reserved for established charge customers-to purchase any
iemn without an immediate cash payment. Customers are similarly given the
option of partial payment of the total obligation, heretofore associated with
installment selling of high-priced durables.

Revolving-credit plans today are in a fluid state. Two years ago the most
typical plan was an inflexible one which limited the customer to a predetermined,
agreed-upon credit limit and monthly payments. Today the flexible plan, or
one In which the customer is given a degree of latitude in establishing his own
(redit limit and monthly payment, appears to be the most common. The follow-
irg exhibit is representative of revolving-credit patterns in effect across the
(cuntry.

Repreaen tative flexible revolving-credit plan

If the unpaid balance is: The monthly installment will be:'
$0.01-$10.00 ---------------------------- $10.00
10.01-100.00 --------------------------------------- 15.00

100.01-150.00 ---------------------------------- 20.00
150.01-200.00 ---------------------------------- 20.00
200.01-250.00 ---------------------------------- 25.00
250.01-300.00 ---------------------------------- 30.00

'Plus a 1.5 percent finance charge on the unpaid monthly balance.

Although revolving-credit plans vary greatly, they all have one thing in com-
mon-a contractual agreement between the buyer and the seller which governs
tbe customer's subsequent purchases. These agreements, In turn, exhibit a great
dteal of variance, but normally the following provisions are specified:

1. The customer Is given an agreed-upon credit limit.
2. All purchases made during a monthly interval are lumped together in one

clal bill.
3. No service or finance fee Is charged if the account Is paid in full before the

trst billing period.
4. When the customer elects to pay the obligations in Installments over a period

0otinic. the finance charge Is usually based on the amount of credit outstanding
it the billing date.

5 The minimum payment, the finance charge and the credit limit are prear-
ranged. As long as the account is not delinquent or overdrawn, the customer is
free to make additional purchases without additional visits to the credit depart-
'ent.
& No security lien is normally kept by the seller. The legal relationship is

L'%ally that of the seller on open charge.
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7. Termination of the credit agreement is permitted at any time by prior notlc
but the termination will not alter past agreements.

8. Total payment of the outstanding balance may be made at any time without
penalty.
9. The customer is furnished with a monthly statement of charges.

LEGAL STATUS

The two basic types of consumer credit are cash credit and merchandise credit
They are regulated by different common law precedents and differing patterns of
statutory law.

Cash lenders are limited to maximum interest charges established by State
laws. For example, State usury ceilings in Arizona are 6 percent legal inteest
and 8 percent contract interest. Cash lenders cannot operate profitably within
the State usury ceilings. Therefore, Arizona, like most other States, allows 11.
censed lenders to charge finance fees in excess of the above usury ceilings, but
within the confines of statutory small-loan provisions. By allowing private enter.
prise to serve borrowers at a maximum of 3 percent a month, Arizona, like many
other States, has greatly diminished the number of "loan sharks."

In all States except Arkansas installment sellers of automobiles, home appli-
ances, boats, furniture, jewelry, and a multitude of other goods, charge serve
or finance fees which, if they were converted to an annual interest rate, would
exceed rates set in State usury laws. Yet in no State except Hawaii are merchants
licensed under small-loan laws or subject to small-loan finance charge limitations
This Is because sellers of merchandise on time are not considered by the court
to be making a cash loan, and therefore there can be no forbearance or illegal
interest. This ruling, called the time sale doctrine, which goes back to English
common law, states that sellers may offer their wares for a time price which is
greater than the cash price. The difference between the cash price and the time
price--the time price differential or finance charge-in a bona fide time sale, is
a matter for individual bargaining and not subject to usury restrictions.

Early proponents of the time sale doctrine believed market forces would prevent
sellers from exploiting unwary buyers. Numerous cases of "sharp practice"
including hidden and exorbitant finance charges, were brought to the attention of
better business bureaus, consumer groups and legislators in the early 1930's
Unhappy with the public image of Installment selling, merchants' associations
actively supported and helped initiate and draft special legislation which pro
vided for clear and uncluttered written contracts disclosing the cost of credit
and the size and number of payments. In addition, these special laws estab-
lished working rules for prepayments, default, tie-in insurance sales, and other
related aspects.

Indiana, in 1935, became the first State to pass special legislation on install-
ment selling, and five other States enacted similar legislation by 1915. Today,
36 States have laws covering contract ,terms in the sale of automobiles, and 26
States have laws covering the sale of general merchandise.

With the growth of revolving-credit plans, interest developed in the regulation
of this popular type of selling. The interest was generated by merchant and con-
sumer groups for at least two reasons. First, revolving credit, unlike conven-
tional installment credit contracts, does not disclose the tire price (in dollars
and cents) to the prospective customer. Therefore it Is debatable whether all
courts would acknowledge revolving credit as a bona fide tine sale. If revolve
credit Is not a bona fide time sale, then merchants selling under these contract
could be subject to State usury laws. Secondly, the various abuses of the past
which were associated with Installment contracts could be utilized by the revolv-
ing-credit seller.

Potential abuses which conceivably can arise under revolving accounts are Is
follows: Unwary buyers can be deceived or exploited in several ways. Prior to
signing the initial credit contract, consumers may be subjected to misleadile
advertising as to credit terms, or the seller may not notify the buyer of esch
party's rights or obligations. The actual contract may be complicated and unclear
or incomplete. The finance charge may be hidden in insurance costs, or disclosed
in a manner which is difficult for the average buyer to understand, or the e.
plicit finance charge may never be disclosed at all. Buyers may be overcharged
on the monthly statement, if one is sent, and not discover the overcharge becOum
of the technical or incomplete monthly statement. Early payment of the cu-
tomer's total obligation may result in large prepayment penalties. The deln-
quent creditor may be charged high delinquency costs or find that his total obU-
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gation has been accelerated due to delinquency. This mdy lead to inflated court
costs and attorney's fees.

An anomalous situation was present in many States during the 1950's.: Sharp
practices, which were limited under conventional installment plans because of
special installment sales ,legislation, were left unregulated in the area ofrevolV-
ing credit. This situation would be similar to the somewhat perverse policy of a
hypothetical city manager who attempted to eliminate traffic accidents by estab-
lishing and enforcing speed limits for every other streeL Alert speedsters, like
unethical sellers, would carry on their pursuits on the unregulated roads.

For the above reasons, consumer groups and the large majority of established
merchants believed it was necessary to pass special legislation to regulate re-
volving-credit transactions. New York was the first State to pass such a law,
in 1957. Since then there has been much legislative activity in this area.
Eleven other States have passed similar laws, and others are currently studying
the problem.

On the whole, States with special revolving-credit legislation have established
good general rules and limitations which should promote, not hinder, revolving-
credit sales. The individual State laws vary in scope, provision, and language.
however, 10 of the 12 States with such legislation have one important common
characteristic--each has established finance-charge ceilings. This ceiling is usu-
ally 1.5 percent per month on the'unpaid balance.

REGULATION OF THE CHARGES

Problems related to finance charges in revolving credit can be classified in two
categories: (1) Problems involved in determination of finance-charge ceiling,
and (2) problems related to finance-charge disclosure.

State legislatures do not establish ceilings on installment credit finance charges
in order to control prices, employment, or income. The primary purpose is pro-
tection of the buying public from unethical dealers who can, and often do, ex-
ploit the unsophisticated. Finance-rate ceilings, unlike public utility rates, are
not legislated prices; they are legal limits which create a wide band for bar-
gaining between buyers and sellers. Typically. State finance-charge ceilings are
greater than the average market price of credit.

State-established finance-charge ceilings are specialized usury laws. They re-
fleet, as do usury laws, definite ethical convictions about excessive or exorbitant
charges to customers. They differ from usury laws in that charge limits on in-
stallment finance are exclusively applicable to a special area of trade.

If revolving-credit finance ceilings are too high, they will not provide the pro-
tection for which they were intended. On the other hand, if the legal credit
ceilings are too restrictive, they will, like restrictive usury laws, force capital to
flow out of the consumer credit area to more rewarding ventures. Overrestric-
tire rates conceivably could mean higher cash prices for. all customers as a
result of retail credit cost absorption, and/or a restriction in the volume of
revolving-credit sales.

Whether existing rate ceilings are too low or too high Is a question for which
there is no categorical answer. Many students have produced accounting studies
which purport to prove that revolving credit per se is a losing proposition under
existing finance charges. Others disagree, and submit accounting data is evi-
dence of the large profits earned from the financing of revolving accounts.
There is, unfortunately, no simple answer. Arguments on both sides rely on
cost-accounting data to add credence to their respective positions. The account-
tig studies are very useful for developing production efficiency data, but in order
to prove that finance ceilings are too restrictive (or loose), it would have to be
discovered what would happen to the store's profit (as a return on Investment)
if revolving credit were not offered, or offered at a different price. This in-
formation is largely speculative, and the answer would vary from community
to community and from store to store within a given community. The solution
for revolving-credit rate ceilings lies, like many socioeconomic problems, In
gradual policy changes that will not drastically upset a state of affairs which
Appears to be functioning in the public interest. Legislators, In this case, like
high-wire performers must walk a very narrow path.

The regulation of finance-charge disclosures for installment credit and e-
'olving credit has been confined to State legislation. The 12 States that have
Special revolving-credit legislatibn require that finance charges be disclosed to
the customer in writing prior to signing the initial contract and in every monthly
statement. Some retailers voluntarily provide additional Information by dis.
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closing the monthly service or finance-chaIrge rate on the receipt for every
purchase.. The service charge is usually stated as a percentage per month on the
unpaid monthly balance. Since the seller does not know what the customer's
monthly balance will be, no dollar and cents disclosure can Le given as it can
be in most conventional installment contracts.

A PENDING FEDERAL BILL

Economists, lawyers, 'and social critics have, for at least the last 35 years,
pointed to the diverse number of ways in which consumers are quoted finance
charges. These critics argue that consumers cannot make wise saving, con-
sumption, and borrowing decisions because lenders and sellers quote finance
charges in a bewildering variety of ways. For example, add-ons, discounts, flat
charges, nominal annual percentages and monthly percentages are only some of
the common disclosures found in the marketplace. A common denominator for
all credit (both cash and merchandise) transactions is usually proposed.

The most recent proposal for such a common denominator is being considered
by the Federal Government. The Douglas bill, or truth-in-lending bill, proposes
to require all cash lenders and credit sellers to state the total finance charge as a
dollar amount and as a simple annual rate of Interest prior to the consummation
of the sale or the loan.

Detailed analysis of the Douglas bill goes beyond the scope of this discussion.
The simple annual-rate disclosure for credit transactions may be a very attract.
ive plan where applicable. Closer Acrutiny of the bill, however, indicates several
difficult problems that should be worked out in connection with revolving credit.

Revolving-credit customers decide for themselves what their monthly payments
will, be. Retail clerks cannot possible tell revolving-credit customers what the
dollar cost of the credit purchase they are currently contemplating will be, since
the dollar cost is contingent upon future purchases and repayments. Thus, sellers
using revolving-credit plans cannot abide by the first requirement of the hill-a
dollar statement of the total finance charge in dollars and cents prior to the
consummation of the credit transaction.

Revolving-credit finance charges can be converted to an annual rate by
multiplying the monthly charge by 12 months. Most commonly this would mean
a simple annual rate disclosure of 18 percent. This appears to be quite en-
lightening so far as it goes. Yet consumers would not necessarily be armed
with all of the information which would enable them to make wiser decisions.
The following example illustrates this joint:

On April 1, 1961, Mrs. Brown, shopping at a well-established store, found a
nationally advertised electric blender which she thought would make a worth.
while gift for her daughter's first wedding anniversary. The cash price was
$60. She wanted to budget this purchase over 5 months, paying $20 on May I
and $10 on the 1st of June, July, August, and September. She wished to select
the most economical method of financing this purchase, so she reviewed in her
own mind the alternative credit sources available to her. They were (1) a
consumer credit union which disclosed Its finance charge as 12-percent simple
interest per year; (2) a revolving check credit plan which charged 12 percent a
year plus 25 cents a check; and (3) a revolving charge-account plan with the
store, with a disclosed annual rate of 18 percent.

In the above example, Mrs. Brown could conclude that an installment loan
from the credit union would be the least expensive source of credit with the re-
volving check credit running a close second. However, in this example, the annual
rate disclosure is not sufficient information for Mrs. Brown. Assuming she has
no unpaid balances with any lender or merchant, the comparative dollar costs of
the available credit sources will be as shown.

Revolving Consumer Revolvi.
charge credit credit union check credit

MayI ........................................................ $000 $0.60 (')
June I ......................................................... 60 .40
July I ......................................... 15 .30Aug.,I ...................................... -........ '.".... .30 .20
Sept. I ......................................................... 15 .10

Total, fnance co ....................................... (1)1.60 1.60

.40

.10

.10

I The 85 cents Includes 23 cents for the check plus I percent interest on $60.
2 Retail credit service charges may not be computed in the manner cited above, but the example is typLw

of the operation of most retail store oflerIng the credit plan.



TRUTH IN LENDING-19064 1143

Retail revolving credit, especially for obligations under $100, is probably the
least expensive form of short-term consumer credit available to most of the
American public. The actual effective annual rate is usually considerably less
than.18 percent. This is the case because of the common retail practice of giv-
ing consumers up to 30 days of open-book credit before billing the account and
allowing 20 to 30 days to pass, after the billing date before payments are due.
in contrast, coiisumer credit unions and revolving check credit plans (eomwer-
cial banks) usually charge daily interest on the obligation outstanding. Once
again, what the effective rate will be for the retail revolving-credit customer
will depend on the balanceoutstanding and the size of the monthly payments.
An arbitrary 18 percent annual interest rate disclosure for revolving accounts
will not necessarily lead to better shopping decisions. In fact, the opposite
way be the rule.

Revolving credit is, of course, just one problem area out of many.whicb needs
analysis before an adequate national bill or State legislation in the broad field
of credit is enacted. Moreover, one could argue that States are doing an ever-
improving job of protecting their own citizenry, and a national bill may not be
in order.

CONCLUSION

Revolving credit is another Innovation of imaginative, profit-oriented retailers
who are constantly seeking new ways to serve their customers. The remarkable
growth of this form of credit selling Is testimony to the fact that revolving-credit
plans have the capacity to satisfy both consumers and merchants. A small
number of "sharp sellers" can utilize such plans to exploit unwary consumers
and to taint the credit sales of all honest merchants. Therefore, it is important
for States which do not have special legislation in this area to move quickly
in this direction. If consumers deserve special legislation from potential abuses
in conventional installment contracts, they deserve and should demand the same
protection under revolving-cerdlt contracts.

FEDERAl. CREDIT CONTROL

Statement by Mihvard L. Simpson, U.S. Senator from the State of Wyoming

You know, I have enjoyed so much being back in Boston, where'I spent 3
years vhile attending tie lliarvaird Law School. During those years It was inspir-
ing to ine to visit many of the historic sites which made this area the cradle of
liberty.

I have thought back about the tremendous history of the New England traders
and merchants, and how they developed coinmerce in this country. It is easy
to see why people who are so expert in commercial transactions consider this
bill confusing and deceptive because it is so vague'and so poorly drafted. It is
easy to see why so many experts consider it unconstitutional. I share this be-
lief.

At the very outset we find a serious problem in defining a credit transac-
tion. Senator Douglas apparently used the wartime credit control regulation W
as his starting point-but has added a number of ambiguous new Items without
giving us an explanation of the reasons. For example, he has added "services
either for present or future delivery." If he really means this, he obviously In-
dades the taxi cab, the hotel room, and the young man who cuts your lawn,
in the scope of his bill. If lie doesn't include these transactions, then for heaven's
sake, what does the language mean?

It is worth noting that regulation W, the source of Senator Douglas' concepts
of credit transactions, was a wartime, war-power measure which had as its
sole purpose the restriction of consumer buying. In other words, It was designed
to stop the (onsumer from spending his money the Way he'wanted to--and
thing In all of these hearings has suggested a single reason why the Govern-

Mient should extend its emergency powers in a time of peace.
In a wartime economy, we wanted to temporarily eliminate jobs in the pro-

duction of consumer goods in order to free men for wartime production and mili-
tary service. If this bill interferes with the production and sale of consumer
goods In our present economy, it can only lead to greater unemployment and
wierate as a serious deterrent to our rate of economic growth.

The bill claims that "economic stabilization is threatened by the untimely use
,c 'redit for the acquisition of property and services * * 0." It claims that



1144 TRUTH IN LENDING--1964

this "utimely" use of credit "results frequently from a lack of awareness of
the cost" of credit.

Now what I would like to know is, who is going to decide when is timely and
when is "untimely"? For example, how about right now-today? I had hoped
Senator Douglas or his witnesses might tell us whether they think that it is
now timely or untimely for people to use credit. Where are we in the Douglas
contracyclical scheme of things?

Then there is the problem of whether the Federal Government or the State
government can best handle the regulation of these localized credit transactions.
The Douglas bill begins bv recognizing the right of the States to legislate in this
field. Its proponents, however, seem to rely on the specious theory that since
many State legislatures, including Massachusetts, have rejected the "simple an-
nual rate" gimmick, the Federal Government should therefore adopt it. I draw
the opposite conclusion.

This is just a sample of the more than 100 unanswered legal and definitional
questions and problems.

In my judgment, this so-called truth in lending bill Is in fact concerned not
in tho least with the truth. In truth it is not a truth in lending bill. It is a Fed.
eral credit control bill. It Is clearly an attempt to override State laws which
now regulate credit. It would superimpose this cleverly disguished proposal-
which represents a long step toward :socialistie Federal control-over every credit
transaction in our Nation.

I would like to make one additional point. Just a few days ago, in disapprov.
ing legislation on another subject, President Johnson gave the following among
the reasons for his veto:

"This bill would impose new costs upon our merchants and consumers at a time
when we are trying to keep all costs and prices down. This bill would saddle
new and unworkable burdens * * * at a time when we are trying to reduce
Government expenditures."

These observations of the President would be just as applicable to the so-
called truth In lending bill, which, if enacted, would increase the costs of doing
business, cost to consumers, and the already staggering overhead of Government.

The more I study the bill and the testimony, the more incredible it seems that
such a poorly drafted bill could ever be introduced, let alone be considered for
4 years-at the taxpayers' expense.

(The following statement was submitted for the record:)

STATEMENT OP HAROLD BROOMFIELD, PRESIDENT, R. H. WHITE Co.

My name is Harold Broomfield. I am president of the R. H. White Depart.
ment Store located at Lincoln Plaza, Worcester, Mass. We are a medium-sitd,
conventional department store In the $2 to $5 million class, selling for cash
and credit. I have been In the retail business some 30-odd years. I am presi-
dent of the Worcester County Better Business Bureau, and have been involved
in better business bureau work for better than 10 years. I am also a director
of the Massachusetts Merchants Association, Inc.

I am appearing here today in my retail capacity in opposition to Senate bill
750, and particularly to section 4B of that bill, referring to revolving credit
accounts.

No doubt, by this time, practically every argument for and against this bill
has been voiced in hearings, either in Washington or elsewhere in the coun-
try. However, I am sure it is the desire of this committee to get as many
opinions as possible expressed so that the very best judgments of all conceriW
in considering this bill can be exercised.

Some of the things I have to say will be repetitious, but I ask that the co-
mittee bear with me in this repetition. I am opposed to this particular section
of S. 750 for the following reasons:

A. From all my experience in the retail field, I honestly and sincerely do not
feel that there is any need for this provision. To the very best of my knowledge
there is not now, nor has there been, any attempt on the part of departmel
stores as a whole to conceal the fact that there is a monthly service charge for
unpaid balances on revolving credit accounts, and that this amount, in m t
cases, is 1A percent per month on the unpaid balance.
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B. This has been the truest and most honest way of stating what it is likely
to cost the customer. In the case of revolving credit accounts, to the best of
my knowledge, it Is the only way that it can honestly be stated, since it is not
possible to determine until the actual billing date the amount of money involved.
Any other formula, or figures stated in advance, would be either theoretical or
hypothetical.

C. It Is my experience that the average customer is interested in what it Is
going to cost him monthly, since he is in the habit of paying monthly. He
thinks in terms of "monthly," or even "weely"-but certainly not In longer terms
than "monthly" where payments are concerned.

D. The average customer is more interested in dollars than percentages. On
revolving credit accounts, since it is impossible to determine the dollar figure
in advance, the nearest true projection one can give is 11 percent per month
on the unpaid balance. To use a hypothetical figure of 18 percent per year would
be, in my opinion, misleading and destructive to customer confidence in credit
and reputable establishments.

In all of my years in connection with better business bureau, I do not recall
a single complaint having come to us on the basis of this type of revolving credit
account and the charges involved. A recent survey of our better business bureau
in Worcester indicated that, in the recollection of the staff people working there,
no such complaints have been received by the Worcester bureau. As a matter
of fact, the number of complaints received by better business bureau is with
reference to charges of various types involves very few business firms.

It is my honest opinion, based on my retail experience plus my experience in
better business bureau work, that the customers who are, shall we say "taken,"
unfortunately might find themselves in this same position regardless of the laws
that might be created in the hope of truly protecting them. While the punitive
factors of the bill are, perhaps designed to discourage the unscrupulous merchant,
there are means of disguising the costs of credit, such as including it in the sell-
Ing price of the goods, to the extent that it would defeat the true purposes of this
bill. In addition, the better business bureau is available to the public in general
for guidance before they commit themselves. One of the national slogans of the
better business bureau is "Investigate before you invest."

And then, finally, we have competition which is so much a part of our
economic system and exercises control over those who attempt, by various
means, to gouge the public. In general, those who are "taken" are primarily
in the lower income groups, most of whose purchases are for necessities rather
than luxuries, and these people, In many cases, purchase from those who are pre-
pared to take the great credit risks and, in return, charge what they consider
commensurate with the risk. If these customers would, before signing, do noth-
Ing more than use the services of their better business bureau, if only to advise
them as to whether or not the terms they are about to accept are commensurate
with terms generally charged for the same arrangement, they could certainly
protect themselves far more than law could do for them, and will avoid the
heartache and emotional upset in finding themselves involved in an unsavory
metup which, despite any possibilities of legal redress, can ever be as desirable
as not having gotten into the situation in the first place.

I firmly believe that if you were to take real and positive steps to educate
the public, both through the schools and other means, as to the services now
available for their protection that we would, once again, do far more for the
Public than any additional laws could accomplish..

(The Massachusetts statute on retail installment sales follows:)
MASSAoHUrSzTT

[11071]
[Assignment of Landlord's or Owner's Interest-Prior Lien-Recording]

Chap. 255, See. 7D.-No assignment of, or agreement affecting, the rights or
interest of a landlord or owner of real property, occupied by a tenant or person
Planting on shares, in crops growing or to be grown on such real property, or

eement for the subordination of a prior lien or encumbrance on real or per-
I 5l property, shall be valid except as between the parties thereto unless and
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until recorded or registered as hereinafter provided. Each such instrument
affecting real property shall be recorded or registered in the registry of deeds for
each district In which any portion of such real property is situated, and each such
instrument relative to the subordination of a prior lien or encumbrance upon
personal property shall be recorded In each office where the instrument subordl.
tnted Is recorded. A reference to the record of any deed or other Instrument

affected or subordinated contained in any instrument recorded or registered
under authority of this section shall be noted upon the margin of each record of
such deed or other Instrument. (Comp. at T 340, 430, 510.] [As added by Laic
1935, Ch. 80.]

11 10721 [Security Interest-Constmer Goods--Contract Items]

Chap. 255, See. 12.-In any case of a security interest in consumer goods, the
debtor shall be entitled to receive written disclosure of such of the following
Information as is Involved In the transaction giving rise to the security interest:-
a description of the property subject to the security interest; the cash purchase
price thereof, if any; the down payment, if any; a description of property to be
traded In, if any, and the trade-in allowance therefor: other credit allowances, If
tny; the difference between the cash purchase price and the aggregate of down
payment and allowances, if any; the amount of money loaned to or for the
account of the debtor, If the transaction is a loan rather than a thne sale; a
description of each policy of Insurance, if any, for which a charge is made to the
debtor; the total amount of finance charges; the Insurance premiums, if any;
the "total time price", if any: the rate of interest to be paid, if any; the atnount
of all minimum, service and like charges, If any; the net balance due from the
debtor; the number and amount of weekly, monthly or other installment pay-
ments, if any; delinquency charges, if any; prepayment allowances, if any;
whether attorneys' fees or expenses are to be charged to the debtor, if such is the
case; and a statement that a promissory note or notes, as the case may be, are
being executed in connection with the security agreement if such is the case. To
the extent that information required to be disclosed hereunder Is known by the
secured party at the time of execution of the security agreement, it shall Us
incorporated In the security agreement. A copy of the security agreement and
a written statement of the Information required to be disclosed hereunder and
which is not disclosed in the security agreement shall be furnished to the debtor
prior to the date for the payment of the first Installment. In any case where the
debtor Is charged for an Insurance premium he shall be furnished prior to the
date of the first installment with the policy or policies for which the charge h
made, or a certificate of insurance clearly setting forth the exact nature of the
Insurance coverage. This section and sections twelve A [1 1073), twelve B

1074], thirteen [ 1076] and thirteen B 1 1077] shall not apply to retail in-
stallment contracts as defined In section one of chapter two hundred and fifty-five
B 11 1001]. The provisions of this section do not apply to a real estate mort-
gage, whether or not such mortgage covers a security interest In fixtures or con.
sumer goods. [Comp. at 101, 130, 150, 350, 360, 370.] [As antcnrlcd by Aw.
1943, Oh. 410; Laws 1956, Ch. 158; Laws 1957, Ch. 765; Laws 1958, Ch. 674;
Lacs 1959, 0h. 580.]

L 1073] (Consumer Goods--Finankv Charge Notice]

Chap. 255, Sec. 12A.-Every contract of sale on credit and every security agree
went relating to consumer goods, in which finance charges are included whc
are not regulated by law, shall be In writing arid shall state in a conspicu0S
manner a legend reading substantially as follows:-"The Finance Charges Pre
vided Herein Are Not Regulated by Law. They Are a Matter for Agreement
between the Parties." The provisions of this section do not apply to a real estate
mortgage, whether or not such mortgage covers a security interest In fixtureso0
consumer goods. (Comp. at 101, 130, 300.] [As added by Laws 1950, Ch. 8W:
and amended by Laws 1957, Ch. 765; Laws 1959, Ch. 580.)

[ 1074] [Purchase Money Security Interest-Consumer Goods-Prepayweptl

Chap. 255, Sec. 12B.-Notwithstanding any provision to the contrary in Atli
sale of consumer goods on credit, secured or unsecured, wherein a finance cbariP
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is made, the debtor may satisfy in full, at any -time before maturity, the debt
involved in such sale and in satisfying such debt shall receive a credit thereon
for such anticipation of payments. Upon any satisfaction of such debt by the
debtor prior to maturity, then the amount of such credit shall represent at least
as great a proportion of the total amount of the finance charge, after first deduct-
ing from such finance charge the cost of any insurance included therein and an
acquisition cost in the case of motor vehicles, other than motor vehicles as defined
in section one of chapter two hundred and fifty-five B [ 1001], of twelve dollars
and fifty cents and in other cases five dollars, as the sum of the periodical time
balances after the month in which the debt secured by such security interest is
paid in full, bears to the sum of all the periodical time balances under the sched-
ule of payments in the original contract. This computation of rebate is to be
made under the so-called sum of digits method. Where the amount of the credit
for anticipation of payments is less than one dollar, no refund need be *made.
(Comp. at 101, 130, 140, 330, 360.] [A8 added by Law. 1955, Ch. 455; and as
ta amended by Laws 1959, Ch. 593.1

(11075] [NEGOTIABILITY OF Norn-CoNSuMEm Goons ON CREDIT]

Chap. 255, Sec. 12C.--If any contract for sale of consumer goods on credit en-
tered into in the commonwealth between a retail seller and a retail buyer requires
or involves tba execution of a promissory note, such note shall have printed on
the face thereof the words "consumer note" and such a note with the words
"consumer note" printed thereon shall not be a negotiable instrument within the
meaning of the Uniform Commercial Code--Commercial Paper. For the pur-
poses of this section "consumer goods" means tangible personal property used
or bought for use primarily for personal, family or household purposes.

Whoever obtains a note in violation of this section shall be punished by a fine of
not less than one hundred nor more than five hundred dollars.

If a note is obtained in violation of this section, no finance, delinquency,
collection, repossession or refinancing charges may be recovered in any action
or proceeding based on such contract for sale.

The provisions of this section shall not apply to any notes executed in con-
nection with any financing which is insured under Federal Housing Adminis-
trdtion regulations. [Comp. at i5).1

[As added by Law8 1961, 8, B. No. 644.]

(1 1075-1] [Refund Credit upon Anticipation of Payment]

Chap. 255, Sec. 12D.-In any transaction for services rendered or to be rendered
to a retail consumer for personal, family-or household purposes, wherein a fin-
ance charge is made, the debtor may pay in full, at any time before maturity,
the debt involved in such transaction, and in so paying such debt shall receive
a credit thereon. The amount of such credit shall represent at least as great
a proportion of the finance charge, after first deducting from such finance charge
the cost of any insurance included therein and an acquisition cost of five dollars,
is the sum of the periodical time balances after the month In which the debt
Is paid in full, bears to the sum of all periodical time balances under the schedule
0f payments in the transaction. When the amount of the credit for anticipa-
ion of payment is less than one dollar no refund need be made.

The provisions of this section shall not apply to any transaction which is in-
sured under Federal Housing Administration regulations. [Comp. at 1 101,
1, 330.1

[A* added by Laws 1962, Ch. 809, approved April 2, 1962, effective July 1, 1962]

111076] (Entry of Payment-Purchase Money Security
Interest---Consumer Goods]

Chap. 255, Sec. 13,-When a payment is made by the debtor under a security
'Ireenent providing for a purchase money security interest in consumer goods,
oft request of the debtor, such payment shall be endorsed on the agreement and
Oa the copy furnished to the debtor and on any promissory note which is evidence
4 the obligation of the debtor or set forth In a receipt given to the debtor. Any
such receipt shall include the amount of the payment made and tke balance due
(I the agreement, with a specific Identification of the agreement to which the
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payment is applied. Failure of the secured party through negligence to comply
with any provision of this section shall suspend his rights under the agreement
while such failure continues. [As amended by Laws 1939, Oh. 50; Laws 1941,
Oh. 285; La ws 1957, Ch. 765.]

111017] [Security Interest-Household and Personal Effects
of Less than $1,000]

Chap. 255, See. 13B.-Any provision of a security agreement providing for i
purchase money security interest in household furniture, jewelry or other houe
hold or personal effects at a price of less than one thousand dollars which pur.
ports to provide for the inclusion of any personal property, other than that sold
for said purchase price, as security for payment of such price or any part thereof
shall be null and void; but the other provisions of such agreement shall not be
affected thereby. (Comp. at 570.1 (As added by Laws 1935, Ch. 396; ani
amended by Laws 1957, Ch. 765.]

[ 1078] (Repossession of Household Furniture or Effects]

Chap. 255, See. 13C.-In any case of a security interest in household furniture
or other household effects, the secured party shall demand in writing of the
debtor or other person in charge of said furniture or effects, the balance then

the account showing the amount due thereon, at least thirty days before taking
possession of said furniture or effects under section nine-five hundred and
three of chapter one hundred and six, and shall notify the debtor of the time
and place of any sale under section nine-five hundred and four of said chapter,
at least seven days before such sale. [Comp. at 360, 570.1 [As amended 51
Laws 1939, Ch. 509; Laws 1957, Ch. 765.]

[1 1019] [Penal Provisions]
Chap. 255, Sec. 13G.-Violation of any provision of sections twelve [ 10721.

twelve A ( 1073], twelve B ( 10741, or thirteen C [ 1078] shall be punished by
a fine of not less than one hundred dollars or more than five hundred dollars
Further, in any case of a substantial failure to comply with the requirements d
one or more of said sections, the debtor shall have a valid defence against the
recovery of all finance charges, interest charges and fees, exclusive of insurama
premiums in any action of proceeding to enforce the security agreement. [Com*
at V 360, 570.] (As amended by Lawis 1957, Chs. 100 and 765.1

[ 1080] [Watereraft Lien]

Chap, 255, Sec. 14.-If by virtue of a contract, express or implied, with tN
owners of a vessel or with the agents, contractors or sub-contractors of sud
owners, or with any of them, or with a person who has been employed to co
strut, repair or launch a vessel or to assist therein, money is due for labor per
formed, materials used or labor and materials furnished in the construct
launching or repairs of, or in the construction of the launching ways for, or to
provisions, stores or other articles furnished for or on account of such vessel h
the commonwealth, the person to whom such money is due shall a lien upon t
vessel, her tackle, apparel and furniture to secure the payment of such debt, 0
such lien shall be preferred to all other others on such vessel, except that fa
mariners' wages, and shall continue until the debt is satisfied. (Comp. at 63.

(1 1081] [Agister's Lien]

Chap. 255, Sec. 24.-Persons having proper cliarges due them for pasture
boarding or keeping horses or other domestic animals which are brought
their premises or placed in their care by or with the consent of the own
thereof shall have a lien on such animals for such charges. (Comp. at 40
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(1 1082] [Garagemnan's Lien]

Chap. 255, Se. 25.-Persons maintaining public garages for the storage and
care of motor vehicles brought-to their premises or placed in their care by or with
the consent of the owners thereof shall have a lien upon such motor vehicles for
proper charges due them for the storage and care of the same. [Comp. at 1420.1

[ 1083] [Baliee's Lien]

Chap. 255, Sec. 35.-As against a conditional vendor or lessor, or person claim-
ing under him, the lien of a ballee of the vendee or lessee or person claiming
under him on property exceeding twenty dollars in value, for consideration fur-
nished, without actual notice of the conditional sale or lease, shall prevail;
except that a lien on property delivered to the bailee subsequent to the breach of a
condition of the sale or lease shall not prevail if the conditional vendor or lessor
or person claiming under him makes demand in writing on the bailee for the
property within ninety days from the date of the bailment. [Comp. at 440.]
[As amended by Laws 1938, Ch. 83.]

[110881 [Removal or Concealment of Mortgaged Property]

Chap. 266, Se. 82.-Whoever, with a fraudulent intent to place personal prop-
erty which is subject to a mortgage beyond the control of the mortgagee removes
or conceals, or aids or abets in removing or concealing the same, and a mortgagor
of such property who assents to such removal or concealment, or whoever shall
use rented, leased or mortgaged personal property as a container or implement
of sale of intoxicating liquor contrary to law, shall be punished by a fine of not
more than one thousand dollars or by imprisonment for not more than one year.
[Comp. at 30.]

(The following letters and data were received for inclusion in the
record:)

THE Dz rmNs Caworr UNxON CouNcnL,,
November 19,1963.

Mr. JoHN RIPPEY,
LegUila tive Representative for (TUNA,
Boaton, Mass.

DuR MR. RiPPrY: It may be of value to the Boston hearings on "Truth-in-
Lending" to know of a resolution at the annual meeting of this council concern-
ing this bill. The resolution as adopted, Is as follows:

"Whereas members of the armed services face special credit problems, result-
Ing frequently from their relative youth, modest salaries frequent transfers,

C1tad other factors they cannot control; and
"Whereas such problems often lead reputable commercial lenders to refuse

them credit, making them a special target for less reputable lenders and credit
merchants whose establishments ring the Nation's military bases; and

"Whereas many of these creditors thrive on excessive finance charges because
servicemen have no standard for comparison of these charges and, not knowing
the cost of their credit, frequently become involved in the untimely use of

1b credit; and
"Whereas the Productionand Stabilization Subcommittee of the Senate Bank-

-1 Ing and Currency Committee has under consideration legislation which would
ratee such a standard through the uniform disclosure of finance charges both
In terms of true annual Interest and in dollars and cents: Now, therefore, be It

"Resolved, That the Defense Credit Union Council favor enactment of these
Provisions, which are so essential to the wise and timely use of credit."
A number of representatives of credit unions from Defense Installations in

New England were present as well as other parts of the country.
Very truly yours,
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NEWi 6w'V 'sn m CmErT UNzioN LrAou
e oncor, Nil., November 20, 1063.

Senator PAUX, P)OUGLAS,
Senate Banking Comm4ttee,nostq*a, Has* .,.. ... .

DzAi SENATOa DOUGLAS: The following resolution on truth in lending was
adopted at the annual meeting of the New Hampshire Credit Union League held
In rortamouth, N.H., on October 5, 1963:

"Whereas the typical consumer today usually does not know what credit will
cost, whether in dollars eal or true interest rates; and

"Whereas intere es are quoted by ent lenders in a bewildering vari.
ety of ways; an

'Whereas ,E11s lack of uniformity tends to confs borrowers and often mix-
leads the-to believe that interest costs are less thaft.,hey actually are; and

"Whe s credit unions have l v- yg. insisted that borrowers are entitled to
know gie cost of credit as a y buy er-1 entitled to tIhow the price of mer-
chanj lse he purcbas ,and}

6"Whereas leglfftlon hasbeen Idtroquced n the U.S. Senate and In the House
of /epresentates to require tens r t1uirnish borrowers ll knowledge of
h~f much they pa f kr r n at'interst r it~1 t bears, qoted on a simple
manual basis; and ".j aI

"Whereas passage of ~9T ation woul enab e the con mer to make a
iser and more Intellig otce of credi : T refore e it

I"Resolve -&MtAe as e le legate# o the Nei Ham pshirk Credit Unin
fLeague at heir -inth al ua tti,~g I \rortsmo th, N , 't. 6th day of
1October 196, That tIh N aijstrI aguie do"sikeaffirm its active faith In
he principle of truth in dlendin a rongly urges the earlsj enactment of
the proposed legislatit before ress of the United Statps to Mpake the

ractice of tills chAsh princ~e a ent of the law o; the land."

PE\N E'. HuTcHiz ON Seretary.

t4Novx Co'E C oon na r 1o96rr .
..r .ilanover, N.1 November22, 196A.

DrAB ATOR DouoLAs: We are very happy to sup your Senate bill S. 750
and we a ery grateful to you for all the work y are doing to aid the con-
gumer.

We collect tures of approval for t 11 and thought that you mitgt
want this evidence of On cern.

Sincerely yours, I S'M'
Mrs. W. H.VA STOORMAYRO,g-iducalion Committee.

i approve of the truth-in-lending bill, S. 750.
Total signatures, 137.

MAINE MEIErCHAis AssoouTIoN, INo.,
Portland, Maine, November 26, 196Y.

Senator PAUL DOUGLAS,
Senate Banking and Currency Committee,
Washington, D,C.
(Attention: Jonathon Lindley).

DzAit SEAT0R o DoUoAs: As our witness was one of those scheduled to appel
on Saturday afternoon, November 23, before your subcommittee Bostoh heasr
on 8. 750 and naturally could not, because of the adjournment of this committ*
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on Friday afternoon, due to the untimely death of President Kennedy, we were
advised to mail you as per enclosed, a half-dozen copies of our presentation with
samples of contracts attached.

We respectfully request that the enclosed statement to have been given by
Paul H. Ilanly on behalf of the Maine Merchants Association and the Portland
Credit Mens association be filed In the records of this Boston hearing.

Thank you very much.
Sincerely yours, STANWOOD I&. BAE=Y,.

Exetutive Secretary.

STATEMENT OF PAUL H. HANLY ON BzHtAy or MAINE MERmHANTS ASSOCIATION,
INO., AND THE PORTLAND OREJ4T MEN'S AssocA'ION

yIy name I 'Paul H. italy, I am a'citizen bf Cape Elkabetb, Maine. My
occupation has been treasurer of A. H. Benoit & Co., of Portland, Maine,,for
the past 35 years. I also represent the Maine Merchants Association and.the
Portland Credit Men's Association. -

I am not here to deliver a blanket denunciation of S. 750, even though in
my opinion such- legislation, especially on the national level is not needed or
useful.

Most credit grantors of revolving credit comply with most of the require-
nients of this law as common practice. This is done not due to the requirements
of the law but because they feel such business procedures appropriate, and
necessary to be successful in a highly competitive field.

The only objection, which I emphasize, is the provision under this bill re-
quiring a statement of a simple annuairate.

1. My objection is based first on the fact that I just do not know how
this can be done, and believe better mathematicians than !, have and will
testify to this fact.

2. Even if it were proven that it could be calculated, how could a rela-
tively small business such as I represent calculate the monthly computa-
tions on several thousand accounts and Issue their statements monthly, and
at what cost?

3. Even it it were proven that the service charge could be computed in
terms of a simple annual rate, most consumers would misundlerstand a
simple annual rate of service charge and confuse It with a rate of interest.
We are referring to a service charge. This service includes not only
Interest on money but at least part of the cost of servicing these accounts,
a cost which is unnecessary in a cash transaction. Most retailers extend-
Ing revolving credit will not exceed an average balance of $50,'requiring
6, 10, or 12 monthly billings, reviews, postings, postage, etc.

I invite the attention of the committee to a survey Just completed by the
accounting firm of Touche, Ross, Bailey & Smart for the National Retail Mer-
chants Association, based on the analysis of 80 department stores with credit
ales of $375 million. This survey shows that the average cost of handling

these accounts was 2.55 percent of credit sales, after considering service charges
collected. In other words instead of a cash discount, these stores are in effect
giving a 2.55 percent discount on credit sales based on total cost. Unfortunately,
this study in its entirety will not be-available for publication until the latter
Part of December.

I understand that several banks consider that an installment loan of less than
$200 at a service charge of from 1 to 11/ percent per month is unprofitable
to them.

M1ferely to emphasize the point I have made above, that the retailers I have
recently contacted in our area are now voluntarily practicing all the require-
ments of this bill, except the simple annual rate calculation, I attach hereto the
forms used by these revolving credit grantors in our State.

Thank you.
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iA. H. BENOIT and COMPANY

.MENS. BOVS, WOMvIENS AND OIRL..S APPAREL

O TOt&.WT* ,Am

Show Amount Paid

LLAS(T MAC AND W* WM PMTION OF ThIS STATEMENT WITH YOUR i NM , 1

This steLement covers transactions on your &.count tot the 30 days period ending e the Billing Date shown below.

...... u* .AL&AV if..t P.. .AT...M.T.I PURONAIII ....... .LNI C.T ,EA , ou,

Paynab M.de of
mar Ianas Retwoed
Ae Yow Ditingtesl

will b e wa. on
Next MO1ead Stakmcnl

MONTHLY PAYMENT
Oue With'n 15 Days

of cluing Date

Your "credit limit', the total amount you may owe A. H. Benoit & Co. Is shown on the top part of your bill.
Your agreed monthly parent Is one teth of tie credit limit.

A. H. BENOIT & COMPANY. Portland, Maine
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BENOIT BUDGET ACCOUNT
Agreement

In making application to the A. H. Benoit
& Co. for a Benoit Budget Account I agree, if
the account is opened:

1. To limit purchases on such account to an
amount not to exceed $.. ...... .at
any one time.

2. To make regular monthly payments of
$ .................... within 15 days of the billing
date shown on any statement.

3. To pay, in addition to my regular
monthly payment, the full amount of any
charges in excess of my credit limit.

I agree to pay a service charge of I 1/2 % per
month on monthly balances on this account.

I understand that additional purchases will
not be made if my account becomes delinquent.

In the event of my failure to make pay-
ments when due, I understand that the entire
remaining balance becomes due and payable
at once.

Name ...... ...... ............ ....... ......

A d d re ss ............................................................

Date

A. H. Benoit & Co..
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Sears Revolving CHARGE ACCOUNT
AGREEMENT

Sears, Roebuck and Co.
In consideration of your selling me-chandise to me on Sear
Revolving CHARGE ACCOUNT, I agree to the following
regarding all purchases made by me or on my Seam Revolving
CHARGE ACCOUNT identification:

1. 1 have the privilege of a 30-day charge account, in
which ca e I will pay the full amount of all merchan-
dise purchased within 30 days from the date of ea:h
billing statement.

2. If I do not pay the full amount for all merchandise
purchased within 30 days from the date of each killing
statement, the following terms shall be in effect:
(A) I will pay the time sale price for each item pur-

chased consisting of:
I 1 ) The cah sale price. and
(2) An amount of time price differential. com-

puted at 1%% of the balance at the begin-
ning of each monthly killing period, until
the full amount of all purchases and time
price differentials thereon are paid in full.

(8) I will pay for the merchandise purchased in
monthly installments which will be computed
according to the following schedule:
If the unpaid The scheduled monthly
balance is: payment will he:

S .01-3 10.00 BALANCE
1O.01- 100.00 SIO.00

100.01- 150.00 15.00
150.01- 200.00 20.00
200.01- 250.00 25.00
250.01- 300.00 30,00
300.01- 350.00 35.00
Over 535000 1/10 of account balance
I will pay each iionthly installment computed
according to the schedule as stated above upon
the receipt of each statement. If I fail to pay any
installment in full when due, at your option the
fult balance %hall become immediately due.

(C) You are to send me a statement each month
which will show the unpaid balance for merchan-
die purchased, your time price differential com-
puted on the balance at the beginning of each
monthly billing period, and the amount of the
monthly installment coming due.

(D) I have the right to pay in advance.

(Customer'a Signature)
ACCEPTED, SLPItS, ROEBUCK AND CO.

the world's most
convenient way to shop

so much easier to shop Sears stores
Sears wonderful world is yours anywhere.
anytime. Just present your credit card.

so much enasier to shop Searn catalog
Select from over 140,000 items at home.
Just show on your order the store carrying
your account.

so much easier to shop Sears by phone
Rushed for time- baby-sitter problems?
Just call Sears to place yourorder, and say
"Charge it."

just say 9"i

CREDIT CARD
SEARM. ROEBMCK AND CO.

MARY LEWIS
123 MAIN STREET
SEARSTOWN 10, U.S.A.

tat any SEARS store
in the 50 States

shoph) i he vord

, tx,S- -vtietlt wav

Sears Revolvi- v

CHARGE ACCOUNT

t,(l qv



swrood you a0.O.W'e/AJMt e YOU want.
selm/t r you want it...

just say "CHARGE IT" at Searm
At home, on vacation, or on business trip. AW
you can -charge it" as you go. with your
Sears credit card. Buy what you needquickly
at any Sears Retail Store-or Catalog Sales
Office in any of the ,50 States!

Moving to another city? Your Sea r credit
card opens the door to the world's most con.-
venient way of shopping ., .the Sear Re.
volving CHARGE ACCOUNT way!

USE SEARS NATION
AT ANY SEARS, STORE

select the way
you want to pay,

When you receive your monthly statement,
you can pay the entire amount with no r .
ice charge. G" you can make monthly pay.
menau and spread the balinme over many
months with a small service- charge. Real
convenience! So remember, you can save on
Sears values anytime. Just ay '"Cbarge it"
... and enjoy whatever you want, whenever
you want it. wherever you go!

2.

f'?

I . I

I 0?

z

5W
4hi

N V i k
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110 FREE STREET, PORTLAND 3, MAINE PHONE SPauc" 5-2311

SEARS REVOLVING CHARGE ACCOUNT

r -I

S
AMOUNT PAID

WAes paying by *.ail, please detach and return this stub. Your cancelled check is your receipt.
WAe paying i person, present entire statement. You may pay your total balance, at any time, in any Sears Score.

PREVIOUS SERVICE BIWUNC ACCOUNT PAYME.T
BALANCE PAYMENTS PURCHASES CREDITS CHARGE DATE BALANCE NOW DL

It YOU PREFER A IF YOU ?RIM
CHARGE ACCOUNT TO PAY M0NTE"W

pAY this amo at pay Abosv &08

JUST SAY CHARGE IT AT ANY SEARS STORE
Please mail or bring saleschecks and credits when making an inquiry on this statement.

Payments, returns, and purchases reaching our charge office after billing date will be shown on your next stitmertt-

v.-sia ayV. 2-a3 See reverse sie jor payment scAedale &d insorma&oan oth r credit plan

1156
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You pay no money down on any credit purchases
at Sears

SEARS REVOLVING CHARGE ACCOUNT PAYMENTS ADJUST
TO UNPAID BALANCE OF YOUR ACCOUNT

As your balance increases or decreases, your
monthly payment is adjusted according to your
balance. Please see schedule of flexible monthly
payments below . . .

ACCOUNT BALANCE: PAYMENT:
$ .01 1*$ 10.00 ......................... Balance

10.01 to 100.00 .......................... $10.00
100.01 to IS0.00 ......................... 1.S.00
150.01 to 200.00 .......................... 20.00
20 .01 to 250.00 .......................... 25.00
250.01 to 300.00 ................... /. o......0.00300.01 to 350.00 .......................... 3S.00

0O er 350.O0 ............. ...... 1/10 of Balance

FOR YOUR

O:WWI t" UA A.

CONVENIENCE, TWO OTHER CREDIT PLANS
1. Easy Payment Plan for purchases of
major home appliances
Up to 36 months to pay, no money dow-n on Iur-
chases of major home appliances.

2. Modernizing Credit Plan for home im.
provements
Homeowners can take up to 5 years to pay, plus
no money down on home improvement mercnan.
dise and installation.

23-902 0 - SO - pt, 2--31
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For Your Budgetlng Convenience

10 MONTHS TO PAY

REVOLVING
CREDIT ACCOUNT

GIVES YOU A CREDIT OF -40 TIMES YOUR

AGREED WEEKLY PAYMENTS

(OR 10 TIMES YOUR MONTHLY PAYMENTS)

This plan offers all the benefits of a regular charge, yet gives the
added convenience of D-I.V-I-D-E-D PAYMENTS

NO DOWN PAYMENT REQUIRED
W EEKLY$ -2 W$ 3 0$ 5 0 .PAYMENT .0.$ .0 $SO

PURCHASES $ 00 1 0 2 00UP TO $I .0 $2.0 200
SPECIAL REVOLVING $ .0 p r m uh -P rh s s u o1 0CREDIT ACCOUNT $.{ e ot ucae pt

Ile IS ADDED TO YOUR MONTHLY BALANCE

We are continuing our 30 day charge Accounts, but this NEW REVOLVMG
ACCOUNT offers additional convenience to our customers wishing to extend th&i
payments over a longer period (40 weeks or 10 months) with no down payment

"FOR YOUR BUDGETING CONVENIENCE"
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Sa"TELElPHONE 
4-7373

72 LiSO STREET LcwIITON. MAINE

AMOUNT REMITTED

SALES AND CREDIT SLIPS ARE IENCIO0E0 FOR TOURS RAFKARNCE
FLWAE ONTACh AMN TMINI PART OF BILL WITH YOURS REMITTANCE

I&jNG PpEVIOS SRVICE ACCOUNT PAY THIS
DATE BALANCE PURCHASES PAYMENTS RITURtNS CHARGE BALANCE AMOUNT

Tis Atnouni

D.e30 Days
From~ Your

ALWAYS USE YOUR CREDIT PLATE - IT'S FAST, EASY AND ACCURATE

WARD BROS. LEWISTON, MAINE

Q1 Appar

ITn y No st
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charge

account

application

1160



Mr.
Mia

Name of
Wife or
Husband

First Name Initial Last Name Married 0

How Widow 0
Address City Long Single 0

Divorced 0-
Previous How
Residence City Long Separated 0

Mr. Business Position How
Employed by Address Held Long

Employed Business
Formerly Address

Miss or Mrs. Business Position How.
Employed Address Held Long

Employed Business
Formerly Address,

Sav-qgs 0 Own Home fl
Mortgage 0]

(OVer)

I/we agree to pay for all purchases in accordance with the
Terms - 30 day account 0 terms of this account (see reverse side). A service charge

may be added on any delinquent balance.
Terms - Revolving Credit Account - Signed

w
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Ward Bros. Easy Credit Plans

"REVOLVING CREDIT ACCOUNT"

You decide how much you can pay weekly

or monthly and receive 40 times your weekly

payments or 10 times your monthly payments.

A Service Charge of 1% of the
,Unpaid Balance is Added Monthly.

"THIRTY DAYS"

Payment Due in full within 40 days from

tle billing date.

PLEASE CHECK YOUR BILLING DATE

Names that
begin with

A through E

F through L

M through R

S through Z

Your bill
will be

mailed about

4th to 7th

11th to 14th

18th to 21st

25th to 28th

1162
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PECKS
OI$fNCTNi FUR " E

755 D ept . ...... ..... S..... . . P . ........

Lewiston, M ain* . ................................

.............................................................. hired and received of B. PECK COMPANY
following articles:

Te be used at for........ . ....... Q rent
Lid uNe of mbl h, I promj to pAY t the Omnpany, or erder, thee f Lm % €o .,
in monthly tnotauimto t of It each. paysbi, monthly on or before my cycle bamdo together with carrying charges &I the rate of 11% per month on Inpaid knonthly baltic., of said full
amunt, unti sa" full arnount and all carrying charges thereon are paid In full

Vimoea my hand and sea this . dyof .. . ....... .

Slunewmr " " ' - -Ugawshr

Lease NQ

" the

I=

zo

i
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Fill out this applcation for a Peck Account and

sign CCA agreement on reverse side.

Mi.Application 
ITaken By

NAME Mrs. Date wV~rie

miss Occupto Un~lVe

present Husband's Where

Address Occupation Employed

Previousinoe
1 Income:

Address

Relative 
V

Home Rent Rooms Who May Buy V

Lives
With Pa.nts

Single Married

Widowed I6Dvorced

Bank Branch Address [vings Loan

Reference 
Credit Report

Reference

ReferenceRemrksc
Remarks On the basis of the foregoing information, which

I certify to be correct, I should like Peck's to make
sales to me under the CCA Plan. or if I have
checked the box at the left, the Regular Charge Plan.

Check here if you wish the Peck Regular Charge . lgnsture
.D.. II IM %1 .0 ..Y



This is your Peck Continuous Charge Account Agreement

In consideration of Peck's extending credit to me on the Continuous Charge Account plan, I agree to the,following regarding all purchases made by me or members of my family:
A. I will pay the time sale price for all purchases, consisting of the cash sale price tax and transportationcharges (if any) plus a service charge of I%% on the monthly balances of my account.
B. You will send me a monthly statement as of a specified billing date to be determined by you, which

will show the unpaid balance as of my regular billing date, the service charge based upon my unpaidbalance, and the amount of the monthly installment payable by me under this agreement.

C. The amount of my monthly installment will be determined by the highest balance of my account, and.I will pay such monthly installment until my account is paid in full in accordance with the payment zschedule. Payments hereafter made by me should be applied to the oldest portion of my remaining
balance first. t4

zD. I will pay each monthly installment computed as per the payment schedule within 15 days after the,billing date of each statement. If I fail to make payment when due, at your option you may declare
the full remaining unpaid balance immediately due and payable. TIE. If within 30 days from the date of any billing statement, I pay the full amount shown on the state- co
meant , no time price differential or service charge applicable to this amount will be charged on any
subsequent billing statement.

F. You have the right to limit my account balance and future purchases made hereunder.

Sig natu re .........................................................................

B. PECK COMPANY Date . . . ..........................
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YES, WE'VE DONE IT AGAIN
Changed the name on our
budget type account
formerly FCA - now (CA
Continuous Charge Account

I - ___ ____

* we have increased your
purchasing power with a new
payment schedule

NOW
your same. monthly payment
buys TWICE as much

* You can pay as little as
$:3.00 monthly on $35.00

:30 clay charge customers
can take advantage of these
benefits too - just change to
(:CA

* This new payment schedule
also applies to installment pur-
chases on furniture and
appliances

CONTINUOUS

CHARGE

ACCOUNT
Enjoy the

things you

want NOW
on
aC C A

Lewiston, Maine Up to 2.1 monts
to pay

%I



Sao column two on our new statement

Th;s figure shows how much you
can buy on the new terms.

THE FIGURES IN THE COLUMNS ON THE
CYCLE BILLING STATEMENT REPRESENT:

I. Amount due.

2. How much more you can buy on your C. C. A.

3. Previous unpaid balance, if any.

4. Payments made during the current month.

5. Service charge of I V2 % on unpaid balance of
C.C.A. No charge is assessed if there is no
unpaid balance: or if the ,ccount has been
paid in full prior to your billing date.

6. Purchases madn Juring the current month.

7. Returns, or any other credits.

8. Amount you now owe, (not necessarily due.
ee column I)

Schedule on page 4 shows low monthly payments
and amount of merchandise that can be pur-

chased.

"TIL TOMORROW
WHAT YOU CAN

ENJOY
TODAY..,
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If you have an FCA "
purchasing power with
our NEW

you can double your

CONTINUOUS

CHARGE
AccoUNT

PAYMENT SCHEDULE

For a
Monthly Your Account Balance
Payment May be

of...

S 3 S 1.00 to * 35.00

4 35.01 to 60.00

5 60.01 to 100.00

6 100.01 to 120.00

7 120.01 to 140.00

8 140.01 to" 160.00

9 160.01 to 180.00

10 180.01 to 200.00

11 200.01 to 220.00

12 220.01 to 240.00

13 240.01 to 260.00

14 260.01 to 280.00

15 280.01 to 300.00

16 300.01 to 320.00

17 320.01 to 360.00

18 360.01 to -*00.00

19 400.01 to 440.00

20 440.01 to '480.00

21 480.01 to 500.00

1168
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AMOUNT
ENCLOSED ..........

Please change incerreci DIMC or aaidre~s
Please was oji this top part arnd return icith your payment

"MZAMOUNT =MyJNY YOU VM PAYKEN" mit IVAHSSSRS V AACDIL 13 CAx a" I ALANCE I I CHARG INIE

lULLING
CUT OFF DATE

Purchaws and Dsainents aft"r billing tjt off clate will sho0w
onl r"t Illorth'i statement.
Two poget s o hw *wy It IS to mse yow bwmesd
C. C. A. mud to chm~o yow pmsee accom to a
dolw-sftnftchiu. cash constvlaq C. C. A. Acm.

RETAIN THIS PORTION FOR YOUR RECORD

1169

Telephone 74-4511

ALWAYS
present
Charg-a-
Plate
when
charging
to your
account

A
KELS SED

?SM AMOUNT
wRn

is DAYS or

U.-Di DATE

WiTH
IWCRASIO

CCA OP

STILL N
MONEY

DOWN
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TO SERVE YOU BETTER - TO ASSURE I ROPER CREDIT FOR YOUR PAYMENT
ALWAYS SEND US THIS TOP ?ART WITH YOUR PAYMENT

CHARGE CUSTOLIERS
Statement shows how little, buys so much. Take advantage of the C. C. A.'s
small and easy up to 24 months payment plan. A small service charge of 1X%
of unpaid balance will be charged each month. Just sign below and mall Wtih
your payment.

MANAGER OF CREDIT SALES
Please make this change in your records. Transfer my present
charge account to a Confinuous Charge Acvount %hkh allowss me
to pay for my purchases in Lip to 24 easy payments.

SIGNED

PECK'S cycle billing system for all types of credit accounts vorks as follfos-,

You will receive your monthly A lst d montb IJK 14th d mmnth
statement within a few days of B -2d of month L 16th of msouth YOUR
your billing cut off date. C 4th of month M Ith f month PAYMENTiS DUE

1) eth of rm nth NOPQ 20th of rth 15 DAYS

You will receive a copy of the EF 8th of month i 22d of rionth AFTER TIlE
sales checks for all transactions G 10th of morth S 24th of month BILLING
made during the 30 das prior to I! 121h of month TUV 26th of month CUTOFF
billing cut off date. \XYZ Vkh of rmoth DATE

CCA CUSTOMERS
Yov Cos t isarew yew rirckss ... whenever you are ready to buy more of the
things you want and need. See buying Schedule, below for how much more a given
monthly payment buys.

C.C.A. BUYING SCHEDULE

0Mothly "1 $4 $5 $6 $7 $41 $9 $10 $11 $12 $13 $14 $15 $16 $17 $IB $19 $20 $11
Paymt 0( 1 1 1 1 1 1

marchOs7sa 35 160 1 100 1 20 1 40 160 IS0 200 20206 030303040404~
TololtingII



PORTEOUS MITCHELL AND BRAUN CO.
PORTLAND. MAINE

APPLICATION FOR FLEXIBLE BUDGET ACCOUNT

MR LAST NAME FIRST NAME

PRESENT RESIDENCES - STREET CITY

LOST PLATE

DATE

I ,, , I - Y | I. "IT

SPECIAL INSTRUCTIONS

IN CONSIDERATION OF CREDIT TO BE EXTENDED TO ME OR MEMBERS
OF MY FAMILY, I AGREE TO PAY ACCOUNTS, ACCORDING YOUROR
TERMS. PLUS A SERVICE CHARGE AT THE RATE OF I;% ON THE
OUTSTANDING MONTHLY BALANCE.
THE UNDERSIGNED ALSO AGREES TO RETURN THE CREDIT PLATE
UPON REQUEST.

SIGNATURE
INITIAL WIPES/USUAND'S NAM3

OWNS '
RENTSl [

NOW LONG IRESIDENCE PHONE

FORMER RESIDENCE- -STREET CITY STATE NOW LONG

EMPLOYER0 *--f. HOW LONG BUS. PHONE POSITION

[MPLOYR-MRS;. 
NOW LONG SUB. PHONE POSITION

SUiRNess REPIEReNCi

OUSIN4ESS ma~~c

YAKEN BY

.A'. w
APPLICATIONd

STATIC
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PmLiUi FAYMEMt
CHART

smw 60"I1
111ACS Mlu
uF ro$ 0 $6

$ 11 To S100 $10
$101 TO $150 11111
$111 TO $2W0 $20

PORTEOUS MITCHELL AND BRAUN CO.
522.534 CONORESS STREET

PORTLAND, MAINE

AMM POB ARA:DtW 1
HWu MC WT OM
GRE Com-

WHIM PAYINO ot ow Oftie pica. bring t~s taftemet. WI MAIUINO emlitn ce ea and metvm Wis st*

(0~ '" -~o Monthly Payment Due Within 15 Days of Billng Dole _______

PAY T141 lr'ERVoue FAMKT PUCAI KS~f ILLING CATS
AMUr PRMANU9 CHAJRGEHI AND LALAW.4

*
-- mA

1172

Paymnt.i made or Merchandise credited after yovr Billing date will b* shown on Next
Month's Statement.

SI..u o emm om wse aw Y .ar F. LAm" w l0 dev Pute boa'e s~ §Wb .06tOm Abm
eomwvs urtc4. AmQ orASm ON
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11TATEMENT

LEBLANC'S
VINCENT A LESLANC. INC.

~~CERI&M( &&V~ 4(,S~AmA
11. - 30 LESSON STREET. LEWISTON. MAINE

SOWD TO

DETACH ) WINN PATIM BY CAKE IIICOI Of4 KAA fI'AM DOA04 ,.#. VOCE AM AMOUNT CI
HERE INO ACKNOWt8)EMB(T WUA N OASS "IS 111W5710. YOUR3 ANCALI C0ECGIAffLCIFT'. AON

Pl(Vioul SERVICE BILLING NO. OF PRESENT BALANCE
BALANCE CHAR~G PURSCHASES PAYMENTS RETURNS DATE ITEMS 58 iNS WA0W"

MY4 CAM SAYL
of 045114 CIAM

I mOu PAY amO
I"R ?0E lQ
NSEIIEV #AWM

IC - SERVICE CHARGE MONTHLY PAYMENTS DUE WITHIN 10 DAYS APTCR RECEIPT OF STATEMENT

PAY AMOUNT INDICATED IN CHART BELOW PLUG ANY PAST DUE AMOUNTS

'w 154 o I~sa "O 10o so toS 10S 11)4 to0 w0 smT m"iN
*A5 WO1 MONDMY IIA31554 IS $u5 usi ss' 125

LEBLANC'S
fm4 IhttsHIG Co. LEWISTON. MAINS

23-9o2 0 - 64 - pt. 2-32l
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9S4AYSAM

74-96 MAIN STREET BANGOR. MAINE

F
SOWD TO

(ouTACH4 GOLD &ONO STAmPS j* v? ;# payrofrt is wait wtmi.

Cci en det'. of mal"PI daft - .4 desir a 6lrc Pers 1 AMOUJNT

PotIylouls rLHS PAYLN$' PETLPtis SEL~ BitC.INO NO Of aALANCKo1 mr
DALANC I PUCAE CHO CATE 17C,.6 A5U
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XL.
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ertrr. pleas* refrr, y36f bl 'a I's, Paymner!. m*4 or uecrals 88T,
*fa, t .,~n data .'tl appear on your noll itl~emaA0 . e 11 41
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P. B.C.

..Appe'caiton and J agreement

I hereby apply for a Personalized Budget Charge AccoLint (some-
times called "P.B.C. Account") with Owen Moore Co. and if this
application is accepted and the account opened, I agree:

1. That all charge purchases made by me from Owen' Moore
Co. shall be on such account.

2. To limit my purchases on such account to an amount not
e.'ft eding $ ............. owing at any one time.

3. To'pay thereon $ ................ a month regularly within 15 days
of the date of my monthly statement.

4. It is agreed that should I fail to make my monthly paymentS,
Owen Moore Co. may, at its discretion, declare the entire
balance due and payable in full.

5. I understand there will be and I agree to pay a carrying,
charge on this account of 1.53 per month on mon thlybalances.

6. Owen Moore Co. may at any time cancel the account as to
future purchases.

Signed:

N am e ......................................................................................................... . . ..

A d d ress ...................................................................................................... . . . .

.. .. . ............................................ I .............. ,...... ,........... ..................................

A ccep ted : ............................................................................. 19 5 ........

OWEN MOORE CO.

B y ............................................. ......... ......... .... ............
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CHOATE, HALL & STEWART,
BoSton, Mass., December 4, 1963.

Re Senate bill No. 750.
Hon. PAUL H. DouGLAs,
Hon. WALLACE F. BENNETT,
Senate Office Building, Washinton, D.O.
My DEAR SENATORS: As attorney for the Boston Stock Exchange, who also

represents a number of stock brokerage firms who finance the purchase (d
securities and accounts of customers, I had intended to make a short presenta-
tion to you in Boston on Friday afternoon, November 22. Since I understand
the hearings on the above bill have now been closed, I would like to submit
herewith in writing for the consideration of your committee the substance of
what I had planned to say.

It is my information that until late in the week of November 18 it had
not been thought the brokerage business, which deals in financing intangibles,
might be included within the purview of the above-mentioned Senate bill
No. 750. However, the words of section 3(2) and the last paragraph of section
4(b) are probably broad enough to include brokers who carry margin accounts
for customers and charge interest on late payment for securities bought for
cash, even though the bill would appear to be described as "truth in lending"
for tangible property purchases. The section 2 declaring the statute purposes
refers to "acquisition of property and services" and reads as if it were referring
to real estate mortgages or.time sales of equipment, where indeed, except as
clearly affected by State regulations, there may be among certain classes of
our population "a lack of awareness of the cost." The words of the items listed
in section 4(a), particularly 4(a) (2), are in terms commonly used in tangible
property financing business and not at all in the securities business of financing
intangibles.

The financing of the purchase of intangibles on margin accounts or otherwise
presents a very different situation from that of financing the purchase of
tangibles on time. The securities markets are now very effectively regulated
by State and Federal laws, including the Securities Act of 1933, the Securtie
Exchange Act of 1934, the Investment Company and Advisers Act of 1939,
the Trust Indenture Act of 1940, and the so-called blue-sky laws in almost
every State, and also by the rules and regulations of the Federal Reserve
Board, including the presently effective regulation T which was promulgated
for the specific purpose of regulating credit extended by securities broken
and dealers, and those of National S~curlties Exchanges. It hardly seems
that more regulation is necessary in this particular field.

It is therefore earnestly requested that it be made clearer the bill does
not apply to the securities business by inserting the words "real estate, tangible"
in line 7 on page 1 before the word "property" and inserting in section 4 an
exception for "credit extended for financing transactions in intangible market-
able securities."

At the present time brokers extending credit on margin accounts regularly
supply statements in writing to customers borrowing money, which gives all
the Information isted in section 4(b) (2), subdivisions A-E inclusive. Te
information so given shows the financing, i.e., interest charged each period
separately set forth and described. It is impossible for brokers to set fort)
in advance "the simple annual percentage rate" as required by section 4(b) (1),
because the rate charged fluctuates with the published prevailing call money
rates on loans to brokers.

If securities financing is included in the bill, it must be under section 4(b)
as a "revolving or open-end credit plan," but the last paragraph of this section
4(b), lines 4-9, page 6 of the bill, sets up a definition which may or may not
include margin accounts unless the word "and" quoted in line 7 means "or!'
The total amount of credit available it. a margin account for security trsa
actions is fixed by Federal statute and regulations thereunder; so it cil
hardly be said it is "not specified," but this fluctuates from day to day as thf
market price of the securities held or carried on the account changes, or by
reason of the deposit of more collateral on the account in the form of sale'
of securities held thereby reducing the debt, or cash, or new securities brought
on to the account.
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The bill as now drafted may very well not be intended to Include brokers
or National Securities Exchange members carrying margin accounts or making
purchases for customers. If this is so, it should be made clearer.

It is difficult to conceive of what reason there can now be to Include tis
type of business in a Truth in Lending Act when you realize the extensive
regulation the business Is subjected to. If this sort of regulation or reporting ts
required to a greater extent than now exists, Is not the Securities and Exchange
Commission or the Federal Reserve Board Itself under sections 7 and 8 of the
securities Exchange Act the body to deal with that problem?

We therefore urge that the bill make it clear the financing of the purchase
of intangibles is not within the purview of the bill.

Respectfully yours,
M.ci JENOKES.

INTERNATIONAL BROTHERHOOD or ELECTRICAL WORKERS,
LOCAL 1505, AFL-IO,

Waltham, Mass., January 14, 1964.
Senator P.:-tm- M. DOUOLAS,
Chairmar, Pr-,luction and Stabilization Subcommittee,
Senate Office Bui'Z.ng, Washington, D.7.

DEAR S -ATOR: At tho last monthly meeting, January 12, 1964, of our local
union which is comprised of over 10,000 members, a resolution was unanimously
passed stating that Local 15j5, International Brotherhood of Electrical Workers,
be recorded as heartily endorsing passage of the truth In lending bill, 8. 750,
and urging its speedy enactment.

Our union membership believes that legislation of this nature Is most bene-
ficial to the working men and women of this Nation. Our ln,:al union wishes
to have endorsement recorded by the Production and Stabilization Subcom-
mittee which has conducted hearings on this bill.

Very truly yours,
JAMES F. MuLLoNzy, President.

Whereupon at 5:30 p.m. of the same day, the hearing in the above
entitled matter was closed.

(The pamphlet referred to on p. 912 follows:)
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FACTS YOU SHOULD KNOW ABOUT YOUR CREDIT

This booklet is designed to help
you in knowledge an satisfactory
use of consumer credit. It does not
detail the laws and regulations ap-
plying to credit. Actually, When you
deal with reliable concerns, you
don't have to be a lawyer nor carry
a law book.

Use "credit" wisely and when it
is advantageous. It is not advan.
tageous when used unwisely or when
its convenience induces you to "over-
load" so that you are unable to meet
your obligations, nor when you
deal with unreliable concerns whose
charges and practices are unfair or
illegal.

Good "credit" is a personal asset.
It is created and maintained by you.
It can be improved by your record
of trustworthiness and character, by
your performance of payment, and
by your total capacity to pay.

Generally, you may choose your

method of financing, whether by con.
ditional sales contract, or similar
contract, by cash loan from bank,
small loan company, finance agency,
credit union, by mortgage loan, bor.
rowing on collateral, on insurance,
etc. Satisfactory credit terms can be
obtained by any .person who has a
good credit rating. It is those per.
sons who do not have a good record
or who do not know and understand
the basic facts, terms, and obliga.
tions, who usually are trapped in
unfair or illegal credit transaction&

Doing business on a cash bash
has advantages also. It saves credit
costs, for example. Most people, .)w.
ever, cannot do all their business on
a cash basis. In fact, wise use o
credit helps you to build and pro
tect a savings account., In turn, I
savings account enables you to buy
for cash or to obtain most favorable
credit terms.

Mass production and the American standard of
living would not have been presently attained
without consumer credit

BUT
From the viewpoint of the individual, credit
should be used only with a definite plan and
intention, by discharging the debt satisfactorily,

of not being a debtor.
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LEGAL REGULATION

Laws and regulations regarding
credit generally apply to those offer.
ing the credit service. Therefore, it is
best to deal with those concerns or
agencies known to be reliable and

,e reputation depends on good
practice and compliance with the
law. If you want to know what legal
regulations apply in your state, you
can readily learn by inquiry to a
reliable source. In any case, it is
important to have the exact facts
of any credit transaction expressed
adequately in any papers necessary
to the transaction. Compliance or
non-compliance with any applicable
regulation can be shown by such
papers.
In addition to specific legislation

on credit, loans, and financing, most
of the agencies dealing in credit
operate under government charter,
kense, or supervision, - for ex.
Simple, banks under state or federal
charter and supervision; co-operative
bW6ks, state charter and supervision;
%mings and loan associations, under
federal charter and supervision or,
in some areas, under state charter

and supervision; small loan com-
panies, state license and supervision;
insurance companies, state license
and supervision. Also, in some states,
companies providing purchase credit
on automobiles and other consumer
goods must meet special regulations.

Where adequate small loan legis-
lation does not exist, the loan shark
usually operates. Where laws set the
small loan rate too low, legitimate
companies cannot operate profitably,
and similarly, the loan shark 1akes
over. The purpose of such legisla.
tion is to set a rate fair to the lender
and borrower. It is designed also to
see that lending agencies are respon-
sible and operate responsibly.

Wherever there is legal regulation
applying to rates or charges, it gen-
erally places a "ceiling" on the rate
or charge. In other words, the rate
may be less, but no more than spec.
ified. Where legal regulations apply
to rates on small loans, those regu.
lations do not apply to loans above
the amount legally specified as a
small loan.



Where rates or charges on loans
or credit are not regulated by law,
they are a matter of agreement be-
tween the parties. In some states,
however, in reference to certain types
of loans by unlicensed agencies or
not under small loan regulation, there
are statutes providing relief against
usurious rates.

In reference to instalment buying,
one of the most common legal re-
quirements is that a conditional sales
contract (title does not pass until

purchase is paid for) or similar con.
tract, must contain basic facts such
as: cash price, down payment, trade.
in allowance if any, finance charge,
charge for and description of insur.
ance if any, total time price, pay.
ments per month and number of pay.
ments, - and that a copy be given to
the buyer. Do not sign unless such
information is filled-in completely.
Whether. required by law or not, a
purchaser- could reasonably require
such information for an acceptable
contract.

GET THE FACTS

Once you have the facts and un-
derstand your credit terms and ob-
ligations, you can wisely decide or
choose. In making ordinary purchases
of clothing, appliances, furnishings,
etc., you ask questions to get in-
formation you want. Similarly, you
should understand your credit trans-
actions. Understand what you sign.
Any reputable credit source is will.
ing to explain a credit contract and
terms, and any legal regulations ap.
plying. If such information is not
given satisfactorily, you don't need
to sign. Once you establish an in-
stalment purchase account, you can
generally add to your account at the
same establishment without difficulty.

In making application for credit,

state the truth 'and facts as require&
Failure to do this has spoiled many a
credit record; and obtaining credit
by false information or by concel-
ing important information, could be
serious. The purpose of a credit iA-
terview, or investigation, or requir-
ment to an-swer certain questions, J

to determine that the applicant plaiu
to use credit wisely, that he is ncd
"over-loading;" that his capacity and
prospects will be good for the period
of the credt.', and that he is relia&
and trustworthy.

You make your own credit recor&
Credit agencies record it, - they do
not make it. You can change you
credit record for better or worse, W
you can't evade it.

TRUTH IN LENDING-19041182
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SOURCES AND TYPES OF CREDIT

Credit Is available from many sources
In various plans to meet particular
needs. Basically, the types are (1) sales
or purchase credit, and (2) cash loans.

Under the type of sales
or purchase credit are, -

- regular open or charge accounts,
on basis of payment on receipt of
bill or within 30 days of date of
bill. Some sellers add service
charges if you don't pay accord.
ingly.

-"budget" accounts, wherein total
of purchase and finance or carry.
ing charges is divided into equal
monthly payments.

-"revolving" purchase accounts,
wherein you may make purchases
each month up to a certain amount,
paying a certain amount or per-
centage of the balance each month,
plus carrying charges, to keep the
account "revolving;" but no car-
rying charge if paid in full each
month. t

-instalment purchase contracts,
such as conditional sales contracts,
wherein you ordinarily make a
down payment, and agree to pay
off balance plus finance charges,
usually in equal amounts, per
month over a period of time, or
chattel mortgages, bailment leases,
rental contracts.

For cash borrowing,
there are various types, -

instalment loans, single payment
loans, revolving credit plans of
several types. Cash loans are grant-
ed on basis of signature and char.
acter, or by co.makers, or by lien
on household furniture or auto-
mobiles or other personal or chat.
tel property; or by collateral such
as stocks and bonds, life insur-
ance policy, savings deposit book.

Cash loans are obtainable from
some sources by giving mortgage on
real estate. (In some areas the process
of "trust deed" is used instead of
mortgage). There are also so-called
"oren.end" mortgages wherein the
hoder of the mortgage will grant a
loan generally up to the original
amount of the mortgage and usually
for improvement of the mortgaged
property. It is added to your exist-
ing mortgage debt. It is possible, also,
to get cash by second mortgage, but
this is costly and should be under-
taken only upon careful considera.
tion and advice. In giving any form
of lien on your home for cash it is
very important to deal only with ra-
liable persons or concerns.

TRUTH IN LENDING---1964
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-The various sources
and typos of credit, -

-retail sellers; - charge accounts,
budget accounts, revolving pur.
chase accounts; conditional sales
contracts, chattel mortgages, bail.
ment lease. or rental contracts,
(the last three may by transferred
by the seller to banks or sales fi.
nance companies to whom you
must make payments).

banks, (in some areas "industrial
banks"); - instalment personal
loans, single payment loans, auto.
mobile loans, home improvement
loans, revolving credit or similar
plans; loans on security; mort.
gages; financing of various types
of purchase contracts; loans on
basis of deposit book.

Banks, savings and loan associations,
co-operative banks grant loans to per.
sons whose mortgages they hold, gen.
erally when the loan is to improve the
mortgaged property.

- savings and loan associations,
building and loan associations,
(co-operative banks in Mass., and
Rhode Island); - financing of
certain types of consumer con.
tracts; home improvement loans;
mortgages; trust deeds; loans to
depositors or shareholders.

small loan companies, (in some
areas "industrial loan companies")
consumer finance companies;-
instalment loans, automobile loans,
loans on security; financing of
certain types of consumer con.
tracts.

-credit unions; - loans on basis
of security, signature or co-sign.
ers, and limited to members.

insurance companies; - cQa
loans to holders of certain types
of insurance policies; generAt
based on part or total of cash o
loan value of insult nce, as a.
plained in the policy. Borrowi
against an insurance policy, ui
repaid, reduces the jnsurar ce pro
tectton unless, for example, ter
ins trance is taken to maintain tl
insurance program. Life insuran
policies having cash or loan va6
also may be used as security fo
cash loan by various agencies.

In relation to contracts for hon
repairs or modernization, nmii
banks and other financial institute
offer their own property improw
ment credit plans. Also available
loans or financing through len
agencies approved by Federal Ho
ing Administration. Such trana
tions must be conducted accor*
to FHA regulations and the FHA'
sures the lending agency up to 9O
against default. Information as
rates and other costs may be d
tained from FHA or any len
agency approved by FHA, In
type of transaction, the reputation
the lending agency is most import

Don't include your other debts
an application or contract for
nancing repairs on your home,
less such purpose is disclosed in
contract and to the bank or fin
agency. Concealing other debts
part of the cost of home rep. *i'
a form of misrepresentation or

The various t"yps and source
credit provide differing adva
and costs. In some cases, borrow
may be less costly than purc6
credit.

.1184
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Salesmanship persuasively presents
favorable points to influence a pur-
chase. This is true in relation to
credit. Terms of payment are pre-
sented attractively. In fact, some
purchasers or borrowers "buy" terms,
seemingly not caring much about
credit costs or percentages. They
want to know only "how much can
I buy?" or "how much can I bor.
row?" and "how much do I have to
pay each week or month?" Perhaps
they give little attention to the total
amount or to what they sign. Usually,
this works out satisfactorily when a
person deals with a reliable concert
which by its investigation as to
whether credit should be extended,
does some of the thinking which
should be done by the customer. It
screens out those who are not good
risks. Generally, if a creditor is rea.

1185

sonably assured of payment, you
can get credit one way or another,
but the wisdom of it is your deci-
sion. There is no hard and fast rule
as to how much total credit each per-
son should undertake, but everyone
should consider total dollar pay.
ments in relation to his budget, his
income and his total obligations
present and future.

SHOP FOR CREDIT

You should shop for credit the
same as you do for goods or other
services. It need not be made difficult
by trying to figure percentages or
annual rates. (Even experts disagree
as to the best formula for figuring
true interest rates on instalment cied-
it, and it takes a good mathemati.
cian to figure it out.) Upon deter.
mining the total cost of financing,
you can readily determine the total
dollar cost and dollar cost per hun.
dred per year. Any reliable creditor
or lender will give you the total dol.
lar cost of your credit transaction.

a

ri

V B"A

COST
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TO FIND COST

To find the financing cost, - in
case of loans, get the total of all pay-
ments and subtract the amount of
cash obtained from the lender. In
case of purchase credit - as in con.
ditional sales or similar contracts,
the financing cost is listed separately.
Otherwise, in purchase credit, get
total of all payments including down
payment and subtract the cash price.
Financing cost may also include spe-
cial fees, filing or record fees and, in
progress of the account, delinquency
charges. Insurance costs, separately

TOTAL COST IMPORTANT

Regardless of what the percentage
cost may be, the important point is
whether you want to pay and can
make the total payments, by month
or by year. If you choose and plan
yvIur credit transactions on the basis
of total cost according to your ability
to pay, you will avoid over-lapping
and overextension, the cause of a
large part of credit difficulties.

The carrying charges on credit
purchases or on cash loans are not

stated, although part of the financing,
are not considered part of the financ.
ing cost.

Thus, you can determine dollar
cost of financing and total dollar cost
of your credit transaction per month
or per year. Dollars are what you
pay and that is the important point
in relation to your budget. However,
if you must know cost of credit on
the basis of percentages - or on
basis of interest rate per year -
banks and loan companies and fi.
nance agencies can give you an ap.
proximate figure.

The lowest dollar cost of credit,
however, should not be the only con.
sideration. All the elements of a trans.
action should be considered, such as
terms, convenience, fairness, depend.
ability, leniency, helpful guidance,
etc.

strictly "interest" or pure rent for
the use of money. These charges are
made up of various costs to the com.
pany giving the credit, including
operating and administrative ex.
penses, cost of investigation, billing,
collecting, clerical costs and for other
services in addition to any cost for
the use or rental of money.

No person who shops and com-
pares credit services and intelligently
gets and understands the facts would
be caught by unfair loan or credit
schemes. Finar)cing of consumer con.
tracts and purchases and loaning
money is a competitive business, even
within legal regulations, and there-
fore, credit terms, conditions, serv-
ices and charges may differ among
the various credit sources.
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Credit life insurance, applicable to
tle purchase of major properties
such as homes, automobiles, and
major appliances, and cash loans, has
risen in recent years to more than
$25 billion per year. By credit life
insurance, the life of the time pur-
chaser or borrower is insured for the
anpald balance in the event of death.

In ant contract credit life insur-
ance, if included, should be described
and listed separately with its cost.
Kany states require this. In some

SIX WAYS TO, SAVE
Six ways to save on credit costs, -

1. Finance charges on Instalment
purchases may vary, and you may
choose the less costly.

2. Shorten the time payment period
as much apo sibl[,

3. Make a large' dowr 'payment and
pay promptly so as to avoid extra
charges.

4. If insurance is required, it should
be described and listed separately
with its cost.

5. Take advantage of rebate privi.
leges if provided or required. Sub.
stantial savings might be made
if a credit obligation were paid off
materially in advance. (Check
rules and regulations about de-
ducting financing costs and inter-
eat charges in federal income tax
returns.)

6. Consider the entire transaction
the entire "package," - quality
and price of goods or service,
and other elements previously
mentioned, as well as the credit
service cost.

CREDIT LIFE INSURANCE

cases lenders or creditors pro-.de
such insurance without extra charge.

The person insured by credit life
insurance should be the one whose
money is paying for the purchase or
loan. For example, credit life insur-
ance applied to a wife who is de.
pentdent upon her husband's income,
would not provide the protection
desired if her husband should die.
In some cases, Insurance against ac-
cident or sickness is offered in con.
nection with credit transactions.
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ONLY THOSE
INW RI TING

IN TH4E
CONTRACT ARE
ENFORCABLE

&ad~nd\ \ (brde staa'sd!

The terms and payments expressed
in the written credit contract are the
ones enforceable regardless of any
others that may have been promised
by a salesman. Any promise of "no
finance charge" if the amount should
be paid off within a certain shorter
time, should be clearly stated in your
contract.

Don't be enticed by foolish terms
or promises to incur obligations
which are not easy or which may be.
come more difficult for you as time
goes on.

Beware of the scheme which en.
tices by misleading low terms, but
winds up with a "balloon." This
means that the last payment Is a big
one - a "balloon" - so big you
probably can't pay it. Pay it, or else!
Or refinance at a higher rate. That
makes credit costly and unwise.

Beware of advertising of new or

REBATES
If a time payment purchase is

paid off in advance, whether a rebate
is given or the amount of rebate, may
depend on provision in the contract
or willingness of the creditor, except
where it is required by law. Gen-
erally, when required by law or given
voluntarily, the rebate is figured by
a formula known as the "Rule of 78."

In applying this rule, It is neces.
sary first to subtract any allowable

used furniture, automobiles or other
articles, supposedly on very low
terms by your ."taking over" pay.
ments not completed by a previous
purchaser. Generally, this is just a
selling ginumick and you're not "tak.
ing over" anything except an obliga.
tion to pay for what you buy, prob.
ably on terms higher than advertised.

If you want to buy on credit, be
sure that what you sign will give it
to you and that it is not an agreement
to pay cash. For example, in one
scheme, the contract is made up as
a purchase order, or agreement to
purchase and to pay for the goods
ordered, including also an applica.
tion for credit subject to approval
and acceptance by the seller. In such
case, if credit is not approved or
accepted, you are obligated, as
agreed, to pay for the goods ordered.
A deposit paid on such a contract
is applied to the order and the bal.
ance is due in cash.

Payment terms can be made to
sound very easy, but it is best to con.
sider the complete transaction -
your total obligation - total costs
- total time - and other terms of
the contract. You will be expected
to fulfill all the terms of the contract,
and the best policy is to know that
you will be able to do so.

deduction from the total finance
charge. This could be a minimum
charge in the cse of a loan; or in
the case of a c6ptract a minimum or
basic charge the amount of which is
specified by law in some states; and
any charge not strictly a part of the
finance charge, as for example, in-
surance. The rebate is figured on the
finance charge remaining after such
deductions.
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THE "RULE OF 78"
Where the instalment payments.

are equal each month, the rebate'is
commonly figured by the Rule of 78, .
also known as "sum of the digits"
method. The "78" is derived from
the total number of instalment units
outstanding month to month in a
12 month contract. For example, in
a 12 month contract, 12 plus 11 plus
10.9-8-7-6-5-4-3-2-1 equals 78.

In the first month, you use
12/78ths of the total finance charge. you have u
In the second month an additional finance cha
l1/78ths or a total of 23/78ths. In you pay off
the sixth month 7/78ths or a total would be
of 57/78ths. In the eleventh month had not use

The following chart indicates more clearly

Length of Contract
by Month

1
2
3
4
5
6
7
8
9

10
11
12
78

Portion of Finance
Charge Used Each

Month
12/78ths
11 /78ths
10/78ths
9/78ths
8/78ths
7/78ths
6/78ths
5/78ths
4/78ths
3/78ths
2/78ths
1/78th

sed 77/78ths of the total
irge. In any month when
, the amount of the rebate
lhe number of 78ths you
d.

how it is figured:
Total portions of fi.

nance charge used month
by month and due to the

finance company
12/78ths
23/78th$'
33/78ths
42/78ths
50/78ths
57/78ths
63/78ths
68/78ths
72/78ths
75/78ths
77/78ths
78/78ths

For example, if the finance charge,
after allowable deductions, is $82.50
and the account is paid off in six
months, 57/78ths of the finance
charge (57/78 x $82.50 = $60.28)
would be due to the finance company.
The difference (21/78ths) $82.50 -
160.28 = $22.22 would be payable
as rebate.

Similarly, it is figured on contracts
of different length, by sum of the

digits, - six months contract 6+5+
4+3+2+1 = 21, and if paid off
in fourth month you owe the fi.
nance company 18/21sts of the fi.
nance charge and the rebate is the
remainder or 3/21sts. For nine
months, the method is similar in
45ths; for 15 months in 120ths; for
18 months in 171sts, etc. Tables simi.
lar to the above can be set up for
any such period.

33-902 0 - 64 - pC 2--33
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* l.anks, finance companies, and
i0n companies have these propor-
tionate rebates tabulated in charts.
Generally they are figured by the full
month, not by fractions of a month.

On a single paymet loan, where.
in the customer has use of the entire
amount of the loan until it is repaid,
the amount of rebate is figured en-

DEFAULT, REPOSSESSION

In any credit contract o- contract
for the purchase of personal property
on a time payment basis, you are
responsible for payment of the total
specified in the contract. You can-
not avoid or evade that obligation
by refusing to pay or by offering
to return the goods nor by the seller's
repossession of the goods. If the
goods are repossessed, you may have
the right of redemption within a cer-
tain time, but your liability for the
total is not eliminated.

If you default in your obligation,
the seller may take action to collect
the balance due; or he might re-
possess and charge you with any loss
and with legal fees and collection or
other costs. For example, an auto.
mobile repossessed for non-payment,
might be sold at a ridiculously low
price - and then you have to pay
the difference between that price and
the amount due, - plus costs. On the

tirely on a time basis, - the length of
time the loan has been used, pro.
portionately in relation to the total
loan time period. On loans where
the charge is a certain per cent per
month on the reducing unpaid bal.
ance, there is no rebate because the
charge is made each month for the
money used.

other hand, the laws generally pro.
vide protection to the customer in
default or repossession proceedings.

However, no reputable dealer or
lender wants to go through the pro.
cedure of legal action "or reposses.
sion. He would prefer to work out a
difficulty with his customer, if pos-
sible.

The contract should show any pro.
vision for extra charges in event of
delay in payment or delinquency.
Ordinarily, late charges are designed
as a penalty to encourage fulfillment
of terms, and they can be strictly en.
forced. Delinqueny may be due to
poor management, changes in cir-
cumstances, emergencies. A reputable
creditor will aid in analyzing the sit.
uation, recommend changes ih a pro.
gram, adjust payment requirements
or re-write a contract if necessry,
7- or otherwise try to help a trust.
worthy debtor in honest difficulties..

1190



TRUTH IN LENDING--1964

Certain types of contracts, as for
example on home repairs, might con.

"Debt adjusters," "debt poolers,"
or "pro-raters" are outlawed in some
states. In a few states concerns in
the business of credit counseling and
helping consumers to solve debt prob-
lems, are licensed and regulated. In
considering such arrangements, you
should deal with a reputable con.
cern, licensed or otherwise known to
be reputable, - or consult your at-
torney, Legal Aid Society, or Better
Business Bureau. Some credit bureaus
assist customers in arranging terms
on their accounts.

Promptly meeting credit obliga.
tions establishes a good credit rating.

First determine that you can meet
the credit obligations you are con-
sidering, Then, determine to comply
with your agreement. Otherwise you
shouldn't make such an agreement.
Don't sig a credit contract and then
decide' you cannot afford it.

A note- or contract for time pay.
ments may be transferred by the

tan provision for penalty or llqil,
date& damages of A certain amount
or percentage, if you fall or refute
to go through with your contract.
This may seem harsh, and sometime.
it is, and somedmeg 't is part of a
high pressure selling schetne. Under
certain circumstances, enforcement
of such a penalty might be prevented
by legal action, but the best way to
avoid such trouble is not t6- make
a contract you do not intend to keep,
or not to make a contract contain.
ing such a provision.

DEBT ADJUSTERS

VFAL WIT/ A REPUTAIF COCRN
-- OR CONSULT YOR A TTOrNEY,
£iMAI AID SOCIETY ORGETTER DV5$1SS
BUREAU iI/ "J.8ewaIsms

vxs -f

YOUR OBLIGATION
seller to a finance agency, whether
specifically mentioned or not, and
thereafter, you are obligated to that
agency for payments specified in
your contract. There is a difference
betweeut your contract with a con.
tractor or other seller and your ob.
ligaiion to a bank or finance agency
regarding the' same transaction. Fail.
ure of the contractor or seller'-to
fulfill his obligation to you does not
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release you from your obligation to
the bank or finance agency. (The
only exception would be in a case
when the finance agency had been
directly involved in and responsible
for the original transaction, or where
special statute provides that a finance
agency takes a consumer contract
subject to defenses of the consumer
against the original contractor.)

Similarly, for fulfillment of a guar-
antee or warranty, you must look to
the manufacturer, or seller, or con-
tractor or whoever gives it, not to
the bank or finance agency. Your
responsibility for payment to it con-
tinues.

Failure to make payments or fail.
ure otherwise to meet the obligation
of your contract or agreement makes
you liable to lawful collection pro-
cedure. The law provides effective
methods to enforce credit contracts.
Accordingly, one whose record is
not good, may expect close follow.up
in the event of delinquency. Those
who loan money or finance consumer
contracts depend upon prompt pay-
ments to operate successfully.

If you "-ake a valid contract for
credit a!., then fail or refuse to go
through with it, it is for the creditor
to decide whether to release you, or
attempt to enforce the contract or
collect damages. Whether or not a
deposit is refunded is dependent on

the policy or willingness of the cred.
itor. The reason for a deposit or
down payment is to validate a con.
tract and as assurance that you really
mean to go through with it. You
may feel justified in refusing to go
through with a contract, but if you
do so without adequate legal cause,
or without agreement by the other
party, you are liable.

Goods in your possession under a
time payment contract should not
be moved from one address to an.
other without permission of or no-
tice to your creditor. (In some states
it is a serious offense to do so.)
Notify your creditor of any change
of address.

In any transaction, as in home re-
pairs and remodeling, wherein a
completion certificate is required, do
not sign such certificate unless, in
fact, the work is completed. Do not
sign for any other reason.

Don't sign as a co.mp.ker or as
a co-signer, in any transaction, nor
buy in your name for somebody else
not eligible for credit, unless you
are ready, willing, and able to as.
sume the obligation of the contract.
A friendly gesture in signing as a
co-maker or co.signer may become
a serious obligation if the principal
maker or signer becomes disabled or
dies, loses his job or moves away,
or for other reasons, is unable to pay.

OF

IUR

MEET hfAA1r NOTIFY YOUR
ALL TERMS 4LL CREDITOR OF

IN YOUR PAYMENrS 1.0 CHANGE
CONTRACT PROAf P71 Y ISE

11!:F
OF ADDRESS

PAN MAW J4 'PIN
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CONSULT YOUR CREDITOR

If any difficulty or emergency in.
terferes with your credit obligation,
the best policy is to notify your cred.
itor immediately. Give him the facts.
Generally, reputable loan, finance and
other credit concerns are willing to
co-operate in reasonable emergency
arrangements - and can provide
sound advice and guidance.

Some people think that if they
spread their -redit obligations among
several different sources, their obli.
gations are lessened, or that by jug.
gling one against the other they can

The following are recommendations
to advertisers by Better Business
Bureaus but they will help you in
understanding the advertising of
credit on consumer goods.

When advertised credit terms are
dependent on customer obtaining a
"side loan" in order to pay cash to
the advertiser, such fact should be
disclosed in advertising. Such ex-
pressions as "Easy terms arranged"
should not be used if a "side loan"
is required.

"No charge lor credit," "No car-
rying charge," or similar expressions,
should mean same price on credit
as for cash, no charge whatsoever
for credit and no discount for cash.
"Pay As you Please," "Your Own
Terms," - such expressions are
usually inaccurate.

No figure or percentage should be
advertised as a rate unless it accu-
rately states the time period to which
it refers.

take on more obligations than they
should. It doesn't work that way; it
is not a wise use of credit, and it
can be more costly.

ADVERTISING OF CREDIT
ON CONSUMER GOODS

If terms per week or month are
advertised, the fact of down pay.
ment, if required, should also be
mentioned.

"No Down Payment" should mean
no charge of any nature before de.
livery of the goods (and, in case of
automobiles, should also mean no
trade-in required and no advance
payment except license and transfer
fees).

Advertising of terms per week or
month without disclosure of "bal.
loon" note at end of time period, is
misleading.
" Reputable sellers or dealers will

not ask you to sign a blark con-
tract.

" They will have the contract filled.
in completely before you sign it.

" They will let you read and under.
stand each paper before you sign.

" They will give you a copy of what
you sign.
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Ask Your Better Business Bureau for list
of other FACT Booklets available
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* Better Business Bureaus cannot give legal advice
or assistance, but there are various ways they
can help by factual information, or otherwise,
in reference to credit problems.
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FOREWORD

In December 1961 the Housing and Home Finance Agency was
requested to prepare some materials on financing charges and fees
assessed against the borrower in connection with consumer and mort-
gage credit transactions for the use of the Production and Stabiliza-
tion Subcommittee in connection with hearings on S. 1740, the truth-
in-lending bill. (See correspondence which follows.)

During the spring of 1962 the Housing and Home Finance Agency
prepared for the use of the subcommitee (1) a compilation of provi-
sions of State laws which pertain to the requirements of State laws
similar to the requirements of S. 1740, and (2) materials on charges
and fees permitted to be charged to the borrower under various FHA
mortgage insurance programs.

However since the compilation of the provisions of State laws
which HHFA prepared was so extensive and would have been costly
to print, the Banking and Currency Committee decided that it would
serve the purposes of the subcommittee to publish summaries for com-
mittee use of these provisions of State laws in lieu of a detailed com-
pilation of the actual provisions of these laws.

Part I of the following materials on consumer and housing credit
contains summaries and tabulations of a number of characteristics of
State laws which are concerned with credit transactions.

Part II of the following materials contains summaries of laws, reg-
ulations, and data on housing credit and housing credit costs.

A complete table of contents for this special section of financng
charges and fees follows.

These materials were prepared in the winter of 1961-62 and the
spring of 1962 and were accurate as of April 1962. The committee
has not made any attempt to update these materials since that time,
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LETTERS CONCERNING THE COMPILATION

U.S. SENATE,
COMMIrEE ON BANKING AND CURRENCY,December 21,1961.

Hon. ROBERT C. WEAVER,

Administrator, Hou8ing and Home Finance Agency,
Washington, D.C.

DEAn DR. WEAVER: I anticipate that early next year the Production
and Stabilization Subcommittee of the Senate Banking and Currency
Committee will be holding further hearings on S. 1740, the truth-in-
lending bill. As you may recall, the central purpose of this bill is to
require all lenders and sellers on credit to fully disclose costs of credit
to all borrowers by requiring the disclosure in writing prior to the
consummation of a credit. transaction of the total dollar costs of the
credit extended and a translation of those costs into a simple annual
percentage rate on the outstanding or unpaid balance of the obligation.

The Housing and Home Finance Agency, in a letter to the commit-
tee dated July 13, 1961, strongly supported the principles of this bill.
Also, you may recall we discussed the possible application of these
disclosure principles to FHA-insured loans and mortgages during
your appearance before the committee on the 1961 housing bill in April
of this year.

After reviewing the printed record of the hearings last summer on
S. 1740, it has become evident that the committee has received very
little detailed information concerning the possible application of the
requirements of this bill to mortgage and other "housing" credit,.

It would be very helpful to the Production and Stabilization Sub-
committee if the Housing and Home Finance Agency could provide
detailed information to the committee on the following aspects of
"housing" credit:

1. S. 1740 requires the disclosure by all lenders of the total finance
charge expressed in terms of dollars and cents. The term finance
charge is defined to include interest, fees, service charges, discounts, and
other charges incident to the extension of credit..

It would be very helpful if your staff would prepare for the com-
mittee a digest of State laws as they apply to housing credit, includ-
ing-- (a) A compilation of all fees or charges in addition to the

interest charge permitted to be assessed against the borrower on
"housing" credit transactions;

(b) An explanation of the purpose of these fees or charges;
(c) An explanation of to whom these fees or charges assessed

against the borrower are paid (i.e., are they retained by the lender
or paid to a third party?); 2
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(d) An identification of which fees and charges are required
to be assessed against the borrowers by State laws and which fees or
charges are merely permitted to be charged to the borrower by
State laws;

(e) An identification of such fees or charges FHA permits lend-
ers to charge on FHA-insured loans and mortgages and any re-
strictions on the amount of such fees or charges;

(I) An explanation of any affirmative disclosure requirements
which exist in State laws comparable to the information required
by section 4 of S. 17410, in regard to mortgage and housing credit;
and

(g) A compilation of any provisions included in State law to
prevent "misleading and deceptive" statements of the cost of
'housing" credit, particularly prohibitions against the use of
add-on or discount percentage rates which the Federal Trade
Commission regards as "'misleading and deceptive."

2. An analysis of the scales of fees and/or other charges levied by
lenders against borrowers which are involved in a housing credit
transaction, including, if information is available, information con-
cerning differences in the cost of fees in different parts of the country
and over different time periods. (For instance, do such fees or charges
other than the stated interest rate increase or decrease with swings or
changes in general credit conditions throughout the Nation or in
general credit condit ions in the mortgage industry?)

3. Are there significant differences in the types and costs of fees
and charges levied by different types of institutions extending housing
credit-for instance, by insurance companies, savings and loan asso-
ciations, commercial banks, and credit unions? If so, what are the
differences ?

4. In terms of the broad definition of the finance charge included
in S. 1740, which fees or charges paid by the borrower on a "housing"~
credit transaction should be regarded as incident to the credit trans-
action and which fees or charges sh6uld not be regarded as incident
to the credit transaction? (On p. 1309 of the recent hearings on S.
1740, there is a memorandum outlining some tentative guidelines on
this question.)

5. What steps has the Housing and Home Finance Agency taken,
or does it. intend to take, to implement the policy declared in regard
to full disclosure of mortgage credit costs as described by Commis-
sioner Hardy during his testimony before the committee on the 1961
housing bill?

I certainly realize that this is both an unusual and difficult series of
requests to fulfill. However, I would hope the information developed
would be as beneficial to HHFA internal operations as it would be to
the committee in the consideration of S. 1740, the truth-in-lending bill.

Faithfully, PAUL H. DoUGLAS,

Chairman, Subcormnittee on Production and Stabilization.
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HoUsING AND HomE FINANCE AGENCY,
OFICE OF THE ADMINISTRATOR,

Washington, D.C., June £0,196£.
11on. PAUL H. DOUGLAS,
Chairman, Subconm ittee on Production and Stabilization,
Comm ittee on Banking and Currency,
U.S. Senate, Washington, D.C.

DEAR SENATOR DoUoLAS: This is further reply to your letter of De-
cember 21 asking us to furnish information on mortgage credit and
State credit laws to assist in answering certain questions relating to
your truth-in-lending bill (S. 1740).

The com p ilation of State loan law provisions referred to in question
1 of your letter was placed in the record at the hearings on the bill
on May 15. Also placed in the record were tables summarizing the
disclosure requirements in the State laws as compared to the require-
ments in the April 21, 1962, committee print of S. 1740. Another
table summarized the provisions in State farms with respect to charges
permitted under those laws to be imposed upon borrowers in addition
to finance charges.

Enclosed is the 'following additional material requested by your
letter:

1. "Charges and Fees Which Lenders are Permitted To Collect
Under the egulations Governing FHA Home Mortgage and Home
Improvement Programs."

2. "Charges and Fees Vhich Lenders are Permitted To Collect
Under the Regulations Governing FHA-Insured Multifamily
Projects."

3. "Summary of the Tabulation on False or Misleading Advertise-
ments or Statements."

4. "Tabulation of the Provisions in State Laws that Prohibit False
or Misleading Advertisements or Statements."

5. "FHA Loan Closing Cost Information."
We hope this material will be helpful to your committee in its con-

sideration of this legislation.
Sincerely yours,

ROeIM C. WEAVER, Administrator.
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PART I

CHARGES (IN ADDITION TO FINANCE CHARGES) PERMITTED BY STATE LOAN LAWS
TO BE IMPOSED ON BORROWER AS OF MAY 1962

Expenses of making loans Insurance

>bv *

Banks and trust companies
Savings and loan associations x x X x K X xx

45
0q

K K K K

Tax Se, -

r-t

4S j

K x
Small loans x x 3

ALASKA
Installment loans x x 3
Retail installment Sales_ x x x x x
Small loans x x x 3

ARIZONA
Bank installment loans x 3
Bank check loans x 3
Building and loan associations x x x x x x x x x x x x x x
Industrial banks 4
Small loans x x x x

ARKANSAS No provision found

CALIYORNIA
Credit union x x X 3
Industrial loan companies X x x x 3
Real property loans--applies to
first trust loans of less than
410,000 and loans of less than
$5,000 secured by Junior liens.

Rtail installment sales/ x x x x 3
Small loans x x X 3

OOLORADO
Retail installment salesyl x x x 3
Savings and loan associations A x x x
Small loans x 3
Small loans 41500 or less X x x x x 3

ONNDTICVT
Lenders, except banks and real No lender shall charge a borrower with any expenses of inquiry as to his financial responsibility or expense of negotiating loans

property mortGa6e loans of 45,000 unless interest agreed upon is 12% of the loan or l2ss.
Or more

Building and loan associations Pay collect such fees, dugs, fines, inte "eat and premiums on loans as may be provided in by laws. Insurance, taxes, and
0A6 savings banks -assessments may be charged to borrower.

Building and loan associations May collect such financing charges as authorized by FHA.
home repair loans

Credit unions 4
Industrial banks x x x x 3
Retail installment sales x K x
Small loans 4

DEJWRE
Building and loan associations
Retail installment sales
Small loans
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Expenses of making& loans Insurance
I 1 11

* U
H U

Srv-
Tax ii

r n rm

.3

FLORIDA
Banks, loans not in excess of

45,000
Building and loan associations
Discount consumer financing
Industrial savings banks
Retail installment Sales/

X x a
X a x

a 33
3

Small loans x x 3

GBDROIA
Building and loan associations X
Small loans Fee of not more than prescribed limit for making loan. x x 3

Recording in addition.

HAWAII
Building and loan associations x x x x x x x x x 8 x x x
Industrial loan companies x x x x x x 3
Retail installment sales_/ x x x x 3
Small loans x x x 3

IDAH)
All lenders On all loans where interest charged is less than 2.50 a minimum service charge of $2.50 may be made in lieu of interest.
All lenders x
Small loans x x 3

][I.NOIS
Retf i . installment sales_ x x x
Savings and loan associations x x x xx x
Smali loans x x 3

INDIANA
Building and loan associations x x x x x x x
Industrial loan and investment Department of Financial Institutions may prescribe maximum interest, discount, fees, or other consideration which may be contracted

companies for or received on any loan.
Installment loans - banks and x x x x x 3

trust companies
Retail installment sales x x x x 9
Small loans x 3

I04A
Banks - installment loans x x 3
Building and loan associations "All reasonable expenses" of making and closing loans. x x x
Small loans X 3
Savings banks x x x x x

KANSAS
Installment loans, except small
loan licensees

Small loans
Retail installment sales/
Savings and loan associations

On loans where interest charged is less than $1.50, a fea of $1.50 may be charged for costs of handling.
x x x x
x a x x

"All reasonable expenses" of making and closing loan or
a reasonable flat charge.

X a X

4)

I



Serv-
Imursance Tax Icing

4a

mI
KENTUCKY
Banks and trust companes -

Installment loans
Building and loan associations
Credit unions
Insurers
Loan and investment companies

Retail installment salegs-

Small loans

x (maximum charge prescribed for expenses
including items checked.)

x
of kingig the loan"

K x

LOUISWNA
Small loans x

Building and loan associations x x x

PAINE
Industrial or Morris Plan Banks x x x 3
Banks x
Building and loans All expenses "in 'connection' with the consummation of a loan." x x
Small loans X3

MARYN
Industrial Finance Comqanies x X x x x x 3

($1,500 or less)
Retail installment sales x x
Small loans ($300 or less) x x 3

MA62AQHWS
Cooperative and savings banks x x x xXX
Credit unions (mortgage loans) x x
Savings banks (personal loans) x 10
Small loans($1,000 or less) $5 for expenses of making and securing loan. 3
Junior home mortgage ($1,500 or less) x x x 3
Small loans x 10

MICHIGAN
Building and loan associations x X
Banks - industrial loans x x Maximum charge of $15 for expenses in connection with loans.
Banks - loans May make investigation fee or handling charge up to $3. 3
Small loans x 3

MINNESOTA
Banks - installment loans x x x x X x x 3
Industrial loan companies x x ,aximum charges prescribed) 3
SavirZs and loans association x x x x x x x x x x 8
Small loans 4

MttSSISSIPPI
Banks and trust companies -

small loans
Small loans

Expenses of nakinloas

"3

X X x



Expenses of making& loans -

LI E4

Serv-
insurance Tax icing

fr..

+31

la >8.

MISSOURI
Loan and investment ccxsparlies
Retail installment sales_/

K x (Maximum charge prescribed)

Small oans x x 3

MONTANA

Building and loan associations Total amount paid by borrower for interest, ccnmission, bonus, discount, and other similar charges, less deduction for
dividends, refunds and credit shall not exceed maximum lawful contract rate of interest.

Morris Plan companies May charge $1 for each $50 or fraction thereof loaned for expenses in making loan.
Retail installment sales x x 3
Small loans Xx 3

NEBRASKA
Bank and trust companies - x X 3

personal loans
Building and loan association Fees, dues, interest, premiums and other payments made by borrower may not aggregate a greater amount than is allowed by

State law on contracts for payment of money.
Industrial loan and investment x 3

companies
Installment loans x x x 3
Retail installment sales/ x X

NEVADA
Building and loan associations Initial loan fees shall not exceed amount which, together with the first year's interest,-will exceed 12% of loan.
Installment loans x X x x 3

NEW HAWSHIRE
BuildinZ and loan associations x
Home loans x x x x
Small loans X x x x 3

NEW JERSEY
Banks - installment and home x x

repair loans
Banks - check loans x 3
Credit unionsX 3 11
Home repair loans X x x x 3
Retail installment sales x x x x 3
Savins and loan associations X1
Federal saln3s and loan a.ssociations x x
Small loans

NhW Kd1XICO
Banks - installment loans A x 3
Credit unions
Small loans x

NEW YOPX
Assignment of waGes
Banks and trust companies - x

installment loans
Credit unions
Foreign and National banks - personal loans x
Banks - check loans
Industrial banks Maximum charge of $5 ($Lo for $2,X) loan or over) for

investigation of borrower and other expenses.

x x

x x
x x

x 3

3
3

K 3
x 3

x x

i



expenses of na-kip loans
Serv-

Insurance Tu ici

NEWJ YORK (cont.)
Private bankers
Retail instalLment sales/
Savings and loan associations -

repair loans
Small loans

x x

x

.8

x x
Conditional J.salesx

NORTH CAROLINIA
Credit unions 3
Industrial banks Maximum2 fees prescribed for different size loans to cover expenses of making loan, including investigation of borrower.
Land and loan associations -2x x
Real estate Mortgage Ios Ms

-/  
May charge fee agreed upon for making or negotiating loan.

Small loans x 13 x 3

NORTH DAKOTA
Building and loan associ ions x
Retail installment sale:* x x 3
Snalloans x x x x 3

OHIO
BvAi-ng and loan associations x x x x
Credit unions 3 11
Retail installment sales x x x 3
Small loans x x 3
Societies for savings Require borrower as security to make periodic deposits with society with or without interest on deposits.

Building and loan associations x
Credit union 11
Small loans x 3
Trust companies x

OREfGON
Interest and usury x x x x x x x x x 3
Banks and trust companies, Authorized to make fim. charge up to specified maximum notwithstanding usury law.

installment loans
Credit unions x 13 x 3 LU
Industrial loan companies x My charge for "service actually rendered the borrower." 3
Small loans x
Mutual sawingsbanksL/- x x x x x

real estate mortgage

YNSYLVANIA
Banks and trust companies, installment loans x xx 3
Real estate mortgage x x x x x
Building and loan associations x x x x x x x x
Credit unions x x x 3 U
Small loans ($600 or less) x x 3
Snall loans ($2,000 or lees) x x 3

RHODE ISLAND
Lon and investment companies x x x x x x
Small loans x 3

SOM CAROLINA
'nstalizen Mans, except real estate

Building and loan associations
Insurers
Small loans

Lenders may charge fee up to zaximum prescribed in lieu of
insurance may be required on loaws of $100 or less.

interest or add-on charges.* No accident, health or property

x x
x x x x X x

C, 4)



Sery-
Expenses of making loansInuac

V 54

.5

SOUH DATA
Interest loans

0
q-4

X x
Small loans x 3

TENNIESSEE
Credit unions Charges for a loan other than interest may not exceed 1% per month on unpaid balance.
Industrial loan and thrift
companies x x x x x x

Retail Installment Sale6s/ x x X 3
Savings and loan associations x x x x x x x x x 15 x
Small loans x x x x 3

TEXAS
Interest and usury Any actual and necessary expense, permitted and authorized by law, shall not be considered interest.
Banks x x x x x x x x
Building and loan

associations x x x x x x x
Credit unions x 3
All lenders X X

UTAH
Interest and usury A loan, except a small loan, made by licensee, may provide for a service charge up to 4% of principal of loan.
Building and loan

associations x X X X
Conditional sales of

personal property x x.3
Small loans x 3

VERMOWT"

Interest and usury Except as provided for banks and trust companies a lender shall make no charges incidental to making a loan, other investigation
other than interest authorized.

Banks and trust companies x x x x x x x X X
Building and loan

associations x X X x
Credit unions x x x 3
Small loans x 3

VIRGINIA
Banks, brokers, industrial

loan association May charge investigation fee not exceeding A of amount of loan (min. charge 41). x 3
Real estate loans Lenders engaged principally in making real estate mortgage loans for res&le may make an initial servicep investigation or

processing charge not exceeding 1 of amount of loan on loans with 10-year or more terms.
Savings and loan associations May charge fee to cover costs of investigating and processing loan and items checked below:

x x X x x x X x x x

Small loans 4

WASHINGTON
Conditional sales
Industrial loan companieI6/
Small loans
Mutual savings bank-I/
Savings and loan associationsU/

x 33

X X

Insr ance,



Sory-
Expenses of making loans Insurance Tax icing

434

WEST VOIRGINIA
Banks - installment loans May charge reasonable amount to cover expenses in procuring repo rts respecting loans and value of ana title to property

offered as security.

Industrial loan companies x x x x
S llloans 4

WIS(CONSINSecured loans Service fee equal to 4 per annum of loan for time of loan, disregarding part payments, but not to be computed for a period

exceeding one year, may be taken in lieu of all charges for examinations, views fees, appraisals, coanissions and charges
of ay knd for procurring and maing and transacting business connected with loan.

Savings and loan associations x x
Small loans x x x 3

WYOMING

Building and loan
associationsX

Dominion building and loan
associations x x x

Permanenda plan building and
loan associations

Small loans x x x3

FOOTNOTES FOR TABULATION OF CHARGES (IN ADDITION 1O FINANCE CHARGES) PERMIIED BY STATE LOAN LAWS TO BE IMPSED ON BORROWER

. Includes such items as costs of inspectors, engineers, architects and other services provided by lender, fees paid to a public officer, atatutoryxes.
B charge for collecting from brrower monthly.
~/Other charges prohibited except those indicated.

No other charge permitted.
21Finance charge by statutes is designated as "service charge", "time price differential', 'charge" ann other terwa. Som lews specify£ the chcrgc includesinterest and other items.

6J The t"cash price" or "cash sales price" may include taxes and costs for accessories and for installation, delivery, servicing, or repair of the goods. Thesecharges are not listed as a charge on this tabulation.
P/m Investigation fee or service charge may be made of not more than of amount of loan and not on a per anm basis.

Other charges in connection sth loan, including costs of inspectors, engineers and architects. In lieu of initial charges a reasonable service charge may
be imposed.

inDepartment ,jr Financial Institutions fixes maximum finance charge.

g/State smaL. loans Regulatory Board determines maximum rate of charge.trAdmissitn fde or membership fee.

~/Applies to 11 named counties.
Nonrecording or nonfiling insurance.
Statute required borrower furnish items checked, except abstract of title may be in lieu of title insurance and attorney fees are to cover checking of such abstract.
Service charge withinn prescribed maximum) may be imposed only on borrowers of "direct reduction loans" and a y be in addition to actual expenses of making, securing
and closing the loan.
Company may require borrower to purchase and pledge as security for loan, an investment, certificate in an aount not exceeding 1/5 more than the amount of the loan.

14 Statute requires borrower furnish either of first 2 items checked, or a duplicate certificate of ownership issued by a registrar of titles.

This column includes provisions in laws authorizing "official fees" to be charged to borrower and generally defined as including fees required to be paid to a
public officer to perfect a lien or security. /



PF6OVSIOZ4S IN STATE WAN 1AYSM'O DIWSCIURES
SMKIAR TO DISCLOSURE RMfJ3RDOMT IN

"TFUTZH IN LENDflM BlLR
(s. 174o, April' 2, 1962, Comittee Print)

I. No State law contains all th6 disclosure requirements of S. 174o.

It. STAR. WITH DISCIOS.M RMMUXENTS FOR ALL IDNS AND IMUM

New faltxzhire (statement to borrower expressed in dollars, rate of interest,
or monthly rate of charges, or a combination thereof)

Vermont (statement in doUars on loan instrument of total amount of
interest a of each other charge)

II. STATES WT DISCLOS'R Rai4J rs FOR REAL PROPERTY HDIOAGT E LOAN

Alabame
California
Havaii
Vryland
Massachusetts
New Hamshire
Ohio
Pennsylkmnia
Vermont

Aunlicable-to:
building and loan associations
lst trust - $10,000 or less - Junior lien of *5,000 or leces
building and loan associations
purchase price of dwellings $15,000 or less
over-occupied dwellings valued not over 25,000
all loans
building and loan associations
building and loan associations
all loans

ZV. STATES VA RE=M DISCLMOJ OF BDTH "nAIUNT" AND "RATE" 1/ OF FINANCE CHAFE

ftssachv- ',ts

Ve mnt
Wisconsin
Wyoming

Conditional Industrial Retail Sual
Sales Loan Conies Installment Loans

X

None cf the foregoing State laws requires the rate to be disclosed as required
in S. 1740.

For purposes of this table rate considered required to be disclosed if statute
requires that section of law prescribing maxizms charge be printed on the statement fur-
nished to borrower. None of the laws requires the rate to be disclosed in the mnwer
required in S. 1740. Massachusetts, Wisconsin and Wyoming require the "rate of interest"
to be disclosed and Vermont requires the "agreed rate" to be shown.
2. lave surveyed are principal loan laws and do not include laws regulating loan
made by pawnbrokers and fiduciaries.

1205
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1206 TRUTH IN LENDING-196
3 - 6 4

V. Sw'ATM THAT flE i DISCLOJR OF A"AMM- OF 7ISIK CEARM

Bank
Inrtallmet Retail

loans Installment Sil loans Otter

x
x
x
x
x
x

x (or rate)

x (or rata)
x
x
x
x

,california
Colorado
icmecticut
Delavsre
Florida
Ceorgis
Yavaii
Idaho
Illinois
ILiana
Kansas

entuckly
Maryland

Massachusetts
Kissouri
Montema
lebrasaka
Nevada
Nev Hampshire
Rev Jersey
Nev York
North Dakota
Ohio
S&ixteh Dakota
Tennis see
Utah
Vermont
Wisconsin
Wroming

Real property
Savings banks

Cond. sales

x
x

X or rt

X or rate

X (or rate)
x

x
x
x

Real prop. ani indutloan coqJnies
Cond. sales

All other
Hoe repair.

Bldg. and loan

Cond. sales
All other

x
x
x

x (or rate) X (or rate)

x

Y xK



r. XAI TMAT RWIMUWOWMR OF CUM V O= TUAN FZIWC CHA1

X

TRUTH IN LENDING--i963-64

Aa.

uslif -

Dal.
ng.
Ms.
fli.

as
Ki.

Ioat.

I..

F.D.
Olo
Oka.
Pa.
S.C.

tah
t.

Bldg.
or SayA
& kan
x

X

Cond.
Sales

X

X

x

lIds.
Romn I ZL6"
Repair] Cos.

Real prop.
roome

Rot.

X
X
X
X

X
X

X
X
X

X
X

X
X
X

X
X

X

InX

x

Ioans
X

X

X

x

x

X

x

Other

All loas

1. Includes cblrges for insurance; official fees, such as recording and filing;
attorney's lv.'s, credit investigations, title charges, and appraisal fees,
and other charges not incident to the extension of credit.

2. S. 1740 defines "finance charge" to include interest, fees, service charges,
discounts, and charges "iLwident" to the extension of credit.

3. Limited to first trust- loans of $5,000 or less, and loans of $5,000 or lees if
secured by junior liens.

4. Mortgages of less than $1,000 an household furniti e.

. "land installment contracts" for purchase of dw Ilings vith $15,000 or less
purchase "price.
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Item 1 Noneredit
Cash Don Less Charges
Prie Paymnt Item 2 Itemized

Total Fing a Charae

!r1 outst. IML

X x

X 2

ALASKA
Inst. Sales

let. Inst. Saleel
/

Smil Loans

ARIZONA
Check Loans

Any advertising which contains amount or rate of charge ball contala
% rate either per month or per year on declining balances, or equiva-
lent anmul .
X X X X X X or 6

4 10

Written check loan agreement signed by borrower required, containing
provisions agreed upon. is land

agreed rat4

No provision found

CALIFORNIA
Industrial loan Con'r ol Cox
Copanies stated, to b

Peal Prop. Losz./ X
0,000 or less if first trust

r,000 or less if junior lien
Ret. Inst. Sales X X
Small Loans

COLORADO
Inst. Sales X X
Say. & loan
Small Loans
Smell Loans ($1,500 or less)

s. may require rates of charges or discounts, if
e stated fully a nd clearly"in manner he deem necessary.'

X x X 5

X X X
X 4 7 and &geed

rate

X X X XX
9 9

X X 8 and or avrd
rate

* See footnotes at end of Tabulation for explanation of wushers.

TRUTH IN LENDING-1963-84

TARLION OF
STATE LAO LAW DISCOURE REIRDUMS

(oTMH TMKA B 0LVING CBZDIT LAMS)
BDUIA TO DI8CLOSMR PVIOVIIONS IX

"TNTH IN U. DIB 3ILL"
(S. 1740, April 21, 1962, comttee Print)

VII.

Sttae

AIABAXA
Stv. & l0an 1*& indicate k

detail charps
& fees

state Price Fkyzent Item 2 Itemized



TRUTH IN LENDING-1968-64

Item I loncrdit
Cash Down iets Charges

state Price Ptsymnt Item 2 Itemized

pet, Inst
savings Bank
ESll Loans

X x

Total Finance Charge
Financed A-1 .1b onaver-

st outat. ba.

IC X X
x x x

flARE
bt. nst. Saol s .- x X X X X
bill Loans Copy of obligation to be given borroe r if he so requests.

FRIfDA
cattel Mbrtg ge Mortgage
(less than $i0) secured

Diswcunt Financing
Bet. Inst. Sales X X

Sol Loans

l

218. & loan

Inustrial Loan Acl
Rtail Inst. Sales
Ban Loans

Wolitional Sales

ltallment Loans

SMU Loans

NM!lIS
Retail Inst. Sales
cinp and Loan

hail loans

InLutrial Loan &
Ivetment Cos.

Retail Inst. Ses
al Loans

t

shall state separately and distinctly
as principal, interest and fees.

4

x

x

X X

the several amounts

X or 12
1 and 13

X

indicate in
detail charges

& fees
14

I or 15
10 and agreed
rate of charge

%y agree in writing" to add or deduct in advance from principal
of loan discount interest charge in lieu of interest charge.

ko andlO

X X X X X
Each loan, and any ageement for securing
by one or more written instruments.

I'

x or 15
sae, shall be evidenced

13 and agreed
rate

All instruments taken evidencing any loan of money shall clearly X
state the rate of interest, discount, fee, charge or other
considerat ion therefore.
x x x 16 x x

17 4 and 1

1209



TRUTH IN LENDING--1963-64

Item 1 Noncredit
Cash Down Less Charge s
Price Payment Item 2 ItemizedState

Total Firance Char
Financed_ FA.i ont_. 1a.

IOWA
Bldg. & Loans

Inst. Loans by
Banks

Szall loans

Note evidencing loan shell specify amount, rate of interest, terms
of repayment, and may contain all other terms of loan contract.
An installment loan shall be a loan made by a bank upon a written
instrument, the terms of which contain an agreement or a promise
of repayment in installments at regulw intervals. Any statement
indicating total charge in dollars required for any loan sall also
state the percentage rate per year computed on declining balances
of original principal amount.

13 4 13 andagreed
rate

KANSAS
Retail Inst. Sales X X X

Small Loans

KEYIUCKY
Inst. Loans (baxjnd trust companies)
Ret. Inst. Sales X X X
Smll Loans

LOUISIANA
Loans with Col-
lateral security
(banks and trust
companies)

Small Loans

MAINE
Chattel mortgages

X X X "ratc of raxi.
mim" charge

X 28 X or agreed rate

18 x
x x x

4 'C or 20 & rate
of charge

Where banks make loans secured by collateral securities the securi-
ties shall be listed and described on the face or back of the notes
evidencing the loan %r in a separate instrument filed with the
lender and signed by the borrower.

41 and 13

A statement signed by the party to be bound, describing the parties,
and the personal property mortgaged and stating the date of the
mortgage, the amount reining unpaid, the terms of payment, whether
it is to secure future advances, whether it is to cover after-
acquired property and that it is a memorandum of mortgage of personal
property shall constitute a memorandum that can be recorded in lieu

-of a mortgage.

MARYLAND
Industrial Finance Co.'s X 4 X 10

(Loans *1,500 or less)
Land Inst. Contract Must be evidenced by instrument signed by all parties and
(dellIngs -$15,000 or containing all terms. Vendee shall give vendor a receipt show-
less purchase price) ing he has received copy of instrument, otherwise instrument

voidable at option of vendee. Contract shall disclose -
X X X X X X

1210



TRUTH IN LENDING-1963-64

Item 1 Noncredit
Cash Down Less Charges
Price Payment Item 2 Itemized* State

Total Finance rgme
Financed Ann'.7 on aver-"

ileas outst, bal.
YARYLAND (cont.)
Ret. Inst. Sales X X
Small Loans

ASSACHUSMErS
Conditional Sales
(inapplicable to
estate mortgages)

Cooperative Banks,
and Savings Banks

Trust Companies

X
real

x x x

X X

1 and 21

1X X

1. For every real estate loan there shall be a note and mortgage
which together shall contain the terms arA provisions of the
loen. Any change in terms of loan shall be evidenced by
instrument setting forth the change.

2. Corporation shall keep posted In a conspicuous place in its
banking rooms a notice containing the substance of section of
law which authorizes loans to depositors in anticipation of
dividends, and provides maximum charges for interest or dis-
count on the loans.

3. No fee, brokerage, commission, gift or other consideration
for or on account of loan, other than appears on face of note or
contract, shall be taken by bank, or officer or employee.

Same as cooperative and savings banks (above) except no provision
found relating to real estate loans (1 above).

eal estate mort- If any note secured by such mortgage and any such mortgage does
p6es of $15,000 or not among its provisions, specify as separate items the principal
3ore secured wholly sum, the rate of interest or its equivalent in money, the period
or partially by of the loan and the periodic due dates, if any, of principal
Noeroccupied and interest, the lender shall have no right to collect interest.
helping having X or I
usessed value of
oot over $25,000
and accomodat ions
for six or less
ouseholds.
Krtgages of less Such mortgage on which interest is charged at the rate of 18$

.ban T1,00O on or zore per anm= shall not be valid unless it states vith
cusehold furni- substantial accuracy amount of loan, time for which loan Is made,
hie. the rate of interest to be paid, and the actual expenses of making

and securing the loan.
X 1

NOTE: TWO ABOVE PROVISIONS ARE NOT APPLICABLE TO LICENSED SMALL
OAN L2IWLS OR TO PA , TRUST QOKPANIES, CREDIT UNIONS, AND

FEIEAL SAVINGS AND LAN ASSOCIATIONS.

KIR IoAN
22 andagreed rate

1211
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TRUTH IN LENDING-1963--64

aCash DoVn Item 1 |onceit 1 Total Vince Carge
Price Payment lees g Firanced Annual c

Item 2 Itemised $ & € average out.
standing tt

MQ rNEO
Installment
loans (banks)

At the tine of wnking installment loan, borrover
shall be furnished a copy of the note that he signed end
also a copy or statement of all charges made by bank on loan.

Savings, and Association shall,
bldg. & loan loan settlement statement
assocIatio'! In detail the charges and

obligated himself to pay,
person in connection with

small loans

XISSIBIPfl
small loans

Retail time
transactions

seen loans

MOYTAMA
Bldg. &
loan &Solna.

Retail inst.
sales

Small loans

on request of borrower, furnish
upon closing of loan, Indicating
fees the borrover has paid, or
to the association or any other
the loan.

23 and ag
annual rati

24 and agree
A

K K I X K X

29 "rate or amount of
interest" as contract
Wy provide

Where note or other vritten evidence of loan
requires payment in Installments, the note or other
vritten evidence of debt shall specifically state the
actual interest rate charge upon unpaid balance of
principal at each periodic payment ad when note or
other evidence of debt does not require Istllment
payments the 'nte or other evidence shall specifically
state the actual rate of Interest to be charge ed.

x x X x x x

x 28 amount or rate as
contract my provide

1212



TRUTH IN LENDING-1983-64

State CI

Personal loans
- banks & trust

I companies

Industrial loan
&investment

company
installment
loans

Itallment loans
(small loans

Installment sales

I item 1 Nonredit Finance Char e
Lh Down less Charges Total Annual i on
ice Payment item 2 Itemized Financed $ & ave. outst&nd-

I 1 12l balance

At time loan Ii made, bank shall give borrower a
copy of note or contract evidencing loan which shall state principal
amount of loan and rate of charge "plainly expressed as a
percentage per month computed on unpaid principal balance&t

At time loan Is made, statement in writing
shall be delivered to borrower showing amount of loan,
schedule of payments agreed to, nature of security, if
any, and the rate of charge computed strictly as simp
interest on the unpaid principal balance for the time
actually outstanding.

23 and reed
rate

X X X X X X

DYVADA
Installment loans Note must disclose date and amount of obligation,
(small loans) description of payments, 'ud the rate or aggregate amount

of agreed charges. In lieu of copy of loan obligation,
licensee may give borrower at time of making loan a
statement showing date and amount of loan, date of
maturity, nature of security If any, end description of
schedule of payments.

1W AMPSNIU
All lenders and Any person engaged in business of extending credit
all loans (in- shall furnish to each person to whom credit Is extended,
eluding residen- concurrently with consusation of agreement to extend credit,
tiel mortgages) a clear statement in writing setting forth the finance

charges (defined to include Interest, fees, service charges,
discounts, and other charges associated with the extension
of credit), expressed in dollars, rate of Interest, or
monthly rate of charge, or a coebination thereof, to be borne
by such person in connection vith the extension of credit as
originally scheduled.

1213



TRUTH IN LENDING-19063-64

item1 Mncreit ~alFinance Char ie
Item I Noneredt Total Annual o

State Cash less Charges FI- $ & | average out.[Price |PayWen |tem. 2 |Itelzed naced IW t~~i

M HAMOS count. )
Rome loans
(over $1,500
secured by mortgage
of real estate valued
at not over $15,000
vith accommodations
for 3 or less house-
holds). Does not

to first sort-
gages, nor to lenders
under supervision of
bank comissioner,
national banks, or
Federal savings and
loans.

Small loans

"w JIMSE'
Check loans

Hcme repair loans X

If any note secured by such
mortgage and any such mortgage does not
specify as separate Items the principal
sums, the rate of interest or its
equivalent in money, the period of the
loan and the periodic due dates, if any,
of principal and interest, the lender
shall have no right to collect interest.

X or

"charges contracted
for"

No check loan shall be made
except pursuant to a written contract
which may contain such provisions not
prohibited by law as the bank and the
borrower may agree upon. Contract shall
state rate of Interest not exceeding 1%
per month on unpaid balances of check-loans.

X X X X

X X X X

21 and
agreed rate

Any advertising which contains
a statement of an amount, or rate of
charge, shall also contain the percentage
rate, either per month or per year,
computed on declining balances of the
face-amount of the loan instrument and

1214

Retail Inst.
sales

Small loans

=1W MEXICO
Bank inst.

loans
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oncredit
Charges Total
Itaizad lrinaned

Finance Charge -

ual nn on
$&, ae. out-staL inau hal.

1ni MEICO count. )
Dank inst.
loan (cot.)

Small loans

-I YORK
Assignment
of earnings

Bank & trust
copanies
Personal loans

etael inst.
sales

Small loans

Uniform con-
ditional sales

CAROLIA

redit Unions

Small loans

such stated rate may be closely approximate,
rather than exact, if statement so indicates.
Foregoing not required if table of examples
is used in advertising.

22 and agred
rate on %per
month and %
per annum
basis

Assignment, either in its
text or in vriting permanently
attached thereto, shall identify
and describe fully the transaction
to vhich it relates, and section of
lav prescribing naximum charges
shall be printed on back. Copy to
be furnished assignor.

Applications and evidence of
debt shall state rate of charge as a
rate in dollars per annum discount.

I X z X X or X
1 and 22 and
agreed rate

X X or Simple inter-
est on unpaid
balance, pay-
able in in-
stallments.

Rate of interest and terms of repevment shall appear on each note.

X Licensee
shall "make

1215

Cash Domn
Item 1
Tloe~es

Itemized I Fin& ad standina bal.O LIN l [fAC! l EiliU5 l ASH Ia& &i Jib



Item I I Noncredit Finance Chare
state Cash DoU less Charges TotalAnnual on ave.

I Price Payment I Item 2 | Itemized Finaned k & outstandi 10

NOMH CAROLINA (coot.)
Small loans (cont.)

OHIO
Bldg. & loans

Retail intal.
sales

Small loans

OKLAHCO4A
Small loans

OP.WON
Small loans

P&.MYLVARIA
Bank inst. loans

Bldg. & loan
(mortgage loan.)

X X X X

X X X

Same as Nev Mexico, supra.

readily available
to borrower
schedule of char,

or simple interest
on unpaid bal.
frcu time to
time

Arznua4. simple
interest % equiL,
lent total charge

Show in detail
charges or fees

X or Rate if it does
not exceed 8% "
annum simple
interest

22 and agreed r*1

10 and agreed
interest ant
charges

Rate of interest
agreed upon or
consideration
cbargel

Show In detail
charges or fees

1216

NOMT DA&KOTA
Retail In-
stall, sales

Sma l loans

TRUTH IN LENDING-1963-64
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I I Ite~m 1 NcredI t Finance Charge
Stt i e I l~nn I 1t.2 ! t~z4 com~d * & d I € b1

'M3myVAJu (coat.)

(t60or less)

$Rau loans
($2000 or loe)

O=CV ISLAMD
halU loans

25and 1

Ii and such addition 1. informa-
tion as Secretary of Danking
my require.

26 and 1

Iall loans At time of ing any loan, licenee shil
deliver to customer a copy of the legal Instrument
evidencing the obligation, vhich shall disclose the
full details of the transaction

OM DAKNA
Wtallment At time of ming loan, borrower shall be
lons (not furnished a copy of Ay and all Instrument#
exceeding $3#000) evidening said loan and also a copy or statement

of Il charges made by lender for the loan.

Bell loans X or Agreed charge
expressed either
as aggregate
annual percent-
age or as an un-
aggregated com-
bination of
annual percent-
age rates.

bi nst.
Salts X I X X X

No provision fotnd.
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ItTta 1ime Mocedtar~
Stt ric Paymenat Item 2 Itemize nned $ &d out atanding bal.

Co ditlonal
Sales (Per-
sonal Prop.)

Sall loans

AL LOMS
MD LENr

Basll loans

VIMIMI

Omnloomsales (person-,
aI property)

SM, I Z Iwa

Small loans

or less a
bear ng interest
above #10 Upon
$100 for oe
year on de-
Clnin balance,

X x x x I x

23 an agreed rate

When a loan is made there shall appear
on the face of the Instrument evidencing the
loan a statement In type not smiler than ten-
point type setting forth separately in dollars
the tot*A amount of Interest on the loan and of
each other charge payable by the borrower If the
principal amount of the loan Is duly paid in
accordance with Its terms.

x 21 a agreed rate
Lender required to advise

borrower in term of dollars and cents
rather than In percentages the exact
cost to his for interest.

21 and agreed rate

Contract mst state terms and conditions,
mluding rat.e of intent and parchase price
(exclisi of interest, insuaeac d all other
chargee.

22 and agreed rate

21 and agreed rate

Statement to borrower nat set forth
all of the terms of the transaction including
interest stated either in terms of sbple
interest rate ocaGuted on declining principal
balance or actual coot in smey.

Xor I

1218
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I I Pav ant

Item 1 IsNcredit
les Charges

Item 2 Itamize
ua I _ Finance t A , e

WISCOISI (cont.)
except loans
to corporations
if not made by
permittees under
smll loan 12V.

small loans

WYOHMJ

Statement must show amount and
date of note, its mturity, nature of
security, If any, amounts of discounts
and service fee, stated separately, proceeds
of loan after deducting discount and service
fee, payment schedule, default charge, and
percentage per ann of interest charged.

Note or bond must specify &mont loaned, rate of interest,
and premium.

X X

1219

State I Price I Pavmant item 2 Iteolzed FinLwed I A 4 d I
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P0OO FOR TABLE VI1

1. Rate of interest.

2. Disclosure must show cash advance and amount of note.

3. Act approved April 18, 1962 and is effective January 1, 1963 (SB 233).

I. Amount of loan.

5. The requirement is not applicable to a loan secured by first trust deed where princivi
of loan is $10,000 or more, or to loan of $5,000 or more secured by Junior lien.

Disclosre must show -

(1) expenses of making loan, including
a. appraisal fees
b. escrov fees
c. title charges
d. notary fees
e. recording fees
f. credit investigation fees

(2) omission of person negotiating loan

(3) liens against real property

(1) amounts to be paid by borrover, including
a. fire insurance premiuma
b. amounts due on prior liens, including interest or other

charges arising in connection with removal of prior liens
c. amounts due other creditors
d. assumption, transfer, forvarding and beneficiary statement fees

(5) estimated balance of loan fund to be paid to borrower after
deducting the total of 1, 2, and 14

(6) principal amount of loan

(7) interest rate

(8) term of loan, number of Installments, amount of each installment, amd
appr- izate balance due at maturityi

(9) name of real estate licensee negotiating the loan

(10) statement that licensee Is not the lender

(11) trns of prepayment privileges and penalties, if any.
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FOOTNOTE FM TALE VII (Cotlnued)

6. "Rate" means percentage which, when multiplied times outstanding monthly (or
periodic) balance, yields amount or charge for such month or period.

7. Charges and Interest on loans shall be computed and paid an a percentage per
month of the unpaid principal balance or portions thereof, sod shall be so
expressed In every obligation signed by the borrower.

8. Statement to borrover must have printed on it section of la prescribing
maxima charges permitted.

9. Statement must show rate and mount of interest. No greater rate of interest
upon any loan or unpaid balance may be charged than 2% per month on actual
amnt of loan, "and this charge shall corer all expenses, demAnd, and
services of every character, Including notarial and recording fees and charges".

10. Statement to borrower must have printed on It section of l which prescribes
maxisma interest rate and charges permitted.

11. Banks must furnish to borrower a "repayment schedule getting forth the costs
of such loans" wa the Ccoelssioner of Banking may regulate the form of.
the schedule.

12. Statement must shov "amount or rate of time price differential", vhich does not
include amounts charged for insurance premiu-, attorney's fees, or official
fees. Maximum rate of time price differential provided by statute in terms of
dollars per one hundred dollars per year computed on the principal balance of

ach traosactlon. Principal balance equals cash price, less dovn payment,
plus, if any, official fees and Insurance.

13. Statement to borrover must have printed on it section of law vhich provides
maximum interest rate and prohibits additioNl charges for makIng bon except
filing or recording fees for security.

14. Statement shall give "the agreed rate of all charges and the actual effective
rate of interest per annum".

15. Finance charge my be stated as a percent of the monthly unpaid balance to
accrue, if such charge Is not capitalited or stated as a dollar amount in any
of the documents connected with the transaction.

16. Fees and other charges not required to be disclosed but instrument evidencing
sale "may evidence, in addition, any agreements of the parties including
agreements for the payment of delinquent charges, taxes and fees, including
attorney's fees.

17. Statement to borrover must show so much as Is required by Department of Financial
Institutions of section of lay th..'t provides that mazxium rate of interest or
charges shall be fixed by Department.

23-902 0 - 64 - pt. 2--35
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rOMwOM M TAM Vi1 (Continued)

18. Original principal uait of loan stated exclding any charge. go fees or
charges permitted over axlmm prescribed in statute, except filing, recording
or releases of security.

19. Act effective Ta=ar 1, 1963.

20. Statute contains formuala for mxism charge and provides that no further charges
are permitted for examination, service, brokerage, commission, expense, fe, or
bonus, except lawful fees paid out by lender for filing, recording, or releasing
security, the charge or premium for insurance, or fees for noting or releasing
a len on or transferring a certificate of title to security.

21. Statement tc borrowed must have printed on it section of 2 vhich prescribes
maim= interest rate and prohibits "further or other charge, or amount vhatsoeyer
for any oamation, service, brokerage, comisslon or other thing, or otherwise"
to be contracted for or received.

22. StateAent to borrower mat have printed on it section of law which prescribes
maxian charges and prohibits say fA rther or other amount whatsoever to be
charged except the lavful fees, If any, paid out by licensee to any public officer
for filing or recording or releasing security.

23. Statement to borrower mat have printed on it section of law which prescribes
maximam charges &nd prohibits any further or other amount to be charged.

24. Statement to borrower mst have printed on It section of law which prescribes
maxiamm interest rate and service charge, or charge in lieu of interest, and
prohibits any further interest or discount or service charge or other charge by
way of compensatlon for the use of the money.

25. Statement to borrower must have printed on It section of lav which prescribes
axian interest rate and provides that "no fees, fines, or other charges either

in additlon to or a par of the" specified interest shall be charged.

26. State ant to borrower maust hae printed on it section of law which prescribes
maxizm interest rate.

27. Statement to borrower mst have printed on It sections of law vbich prescribe
milxm interest rate and other charges permitted, method of computation of
charges, and the limit on aont of obligation to licensee.

28. Amount of loan, excluding charges.

29. Principal saoant of loan, excluding interest.
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VIII STATE REVOLViI- CREDIT IAW

S MARY OF PROVISIONS FOR DISCLO)6US
SIKIIAR TO DISCLOSURE REQUIRDIM-8

1N "TRUM 0N LENDING BILL"
(S. 1740, April 21, 1962 Comittee Print)

The following 16 States have revolving credit laws:

Alaska Florida Yaryland New York
California Hawaii Meisouri North Dakota
Colorado Illin)is Nebraska Ohio
Delaware Kentulzok New Jersey Tennessee

None of the laws conta-ins all the disclosure requirements of S. 1740.

None of the laws r!qxireq disclosure of the finance charge in terms of
"simple annual pereentege rate" as required in the bill either initially
or in the monthly or periodical statement to the borrower, except North
Dakota. hat State requires the monthly statement to show the amount of
charges for the month and the percentage annual simple interest equivalent
of the amount of the charge. New York required the amount of the charge
or the annual percentage on outstanding balances to be disclosed initially
under its add-on provisions in the Retail Installment Sales Act but does
not so require in the provisions for retail installment credit agreements.

The following 10 Stateas require the monthly finance charge to be stated
in Collars and cents in the monthly statement:

Alaska Missouri
Cslifornia New York
Deilaws-re North Dakota
Fiorida Ohio
Xantucky Tennessee
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)92I LY 6TTT
Simple-

Finance Annual
Outstand. A4'1 Ai't Charge Outstad. %age rate
balance Credit & Paid in $ & 0 balance EVal to
beg. of Des- During for end of Charge
Month crip. Month Month Month Imposed

4 x

x x

x x x X

COLORADO
Inst. sales
(add'l purc M es)

DUAWARE
Inst. sales
(add'l purchases) 5

Bet.inst.acct. 6

Evolving acat. I

HAWAII
Bet.inst. sale s
(add']. purchase.)

Bequires same statement as for initial installment agree-
ment giving balance due upon prior contract and consoli-
dated finance charge.

Memo shall set forth cash price of add'l purhcase, dovn-
payment, difference between cash price and dovnpayrent,
amount for insurance, amount of official fees, unpaid
balance, unpaid time balance, amount of service charge,
and consolidated time balance vhich is sum of unpaid
tim balance and amount of service charge.

X x X x X

Ix x x

Memo to buyer shall (a) describe additional goods, (b) show
consolidated total indebtedness, (c) state finance charge
either as (1) the additional eaount on the subsequent pur-
chase, (2) the total amount on the consolidated contract,
or (3) a per cent of the monthly outstanding balance, and
(d) state revised installment payments.

TRUTH IN LENDING-1963-64

RWOLVIJS CREDIT IA1
TABULATION OF DISCLOBGn flQIPODMiT

BIXLAR TO PROVISIONS IN
'TmM IN LVDI G BILL

(a. 17O, April 21, 1962 C ittee Print)

State Simple
Annual

fage rate
to be

Charged

AtASKA
Bet. Inst.

2

CALI FMIA
Bet. Inst.
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EVOLVINO CMWIT LAW

st-ate simple
Annual

%age rate
tobe

ILLINOIS
Ret.inst.sales
(*dd'l purchases

Ret~inst.sales
(add'l purchases
get. charge
agreement

Ret.inst.sales
(add'l purchases

Ret. chstges
agreement

WRASXA
Inst.Sales Act
(add'l purchases

Revolving charge
agreements,

N

Bet instalsales
(add'l purchases

,) 7

WMTLY STTEMENT

Finance Annual
Outstand. Add'l Am't Charge Outstand. %age rate
balance Credit & Paid in $ & 0 balance Equal to
beg. of Des- During for end of Charge
Month crip. Month Month Month Imposed

Memo to buyer shall (a) describe additional goods, (b) show
consolidated total Indebtedness, (c) state finance charge
either as (1) the additional amount on the subsequent pur-
chase, or uo (2) the total amount on the consolidated con-
tract, and (d) state revised installment payments.

Am't Me.-to uer containihell information required in initial
)fstallment sales contract.

/ K.x X x X X X

Statement at tim of add'l purchase mwst s1W balance due
) on original agreement, amount due after nev Wrchase, pay-

ments agred to be made thereafter, and nimbe, of additional
m-nths to Jay. This statevnt in addition to foration
vidth respect to adhitogl purchase whIch Is n4qired for
intitia ilment purchase agreement.

An't
or I /: X xRate -V

wano %f additio4ai p4tses shall be delivered to the
)bvyer 'wich desbrlhis sjddi tiocal goods sold and gives same

Information retired $6r (nitlal Installment sales agree-
mRent; thQon ol tM t , ire price balance; and revised
payments.

Am't
or Every agreement 'shall be+ in vriting, signed by the buyer,
Rate and a copy delivered to buyer. Agreements sh ll state

amount or rate of servicA charge. Rate can be not more
than * per aonth ccmputid. & not more thai unpaid balance

K at the beginning of period for which statement is rendered.

N..

N Statement shall contain all infortkion with respect to
) Ne tiorAl purchase required _&inltial contract and an

addUpgal statement skwint amount dug on initial agree-
ment prlof'taewlfcliase, amount duj qIlet new purchase,
payments agreed to be made thereafter fA nu mber of addi-
tional months required to complete payits.



Simple
Annual

%age rate
to be

TRUTH IN LENDING-1963-64

ENYOLVING CRMIT LAW

nMMHLY S KTh ETD-f Simp'le

Finance Annual

Outstand. Ad'l Az't Charges Outstand. %age rate
balance Credit & Paid in * & f balance Equal to
beg. of Des- Dring for end of Charge
Month crip, Month Month Month Imposed

ia YORK
Bet.inat, sales
"ad-on"

Ret.inst.credit
agreement

NORTH MAKOTA
Revolving charge

ccts.

OHIO
Rat.instaales
Revolving budget
agreement

TEN WES
Bat. Charge
aggreements

Ain't At time of each succeeding purchase seller shall give buyer
or statement containing same information re subsequent parche.
X as is required for initial purchase. Original contract

shall state amount or rate of the maxima credit service
charge applicable to purchases under the contract.

8 x x x x

AmI't &
rate of
so. %age
on bal.

from time
to time

Ix x A't of chargand annual a'
ple interest
equivalent of
a't of ch"r

x X x

£A't or
method
of cal-

culating

X X X

1226

State
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Footnotes for Tabulation IX

1. Shall state amount of, or method of calculating, time price differential, or that
a time price differential not in excess of that permitted by law will be charged.

2. Act is effective January 1, l3.

3. Seller shall advise schedule or rate of charge on outstanding balance for each
month.

'Rate" means the percentage which, when multiplied times the outstanding monthly
(or other periodic) balance yields the amount of the service charge for such
month or period.

In the event of subsequent purchases being consolidated into Initial retail
installment contract seller must furnish to buyer all items of information fur.
nished at time of entering initial contract and a memorandua setting forth out-
standing balance of Initial contract, smont of indebtedness for new purchase,
total samnt of Indebtedness to seller, and revised Installments.

4. Amount shall be inserted into consolidated installment contract computed as
provided in law.

5. At rate specified in initial contract which is stated within maxima amMnt
prescribed by formula in law based on 5/6 of 1% of first $1,O00 and 2/3 of 1%
over $1,000.

6. Application form for revolving account shall state "Service charges not in excess
of those permitted by law will be charged on the outstanding balance from month
to month. '

7. Iby be stated as a percent of the monthly unpaid balance to accrue thereafter,
if not capitalized or stated as a dollar samont.

8. Seller my in agreement contract for and receive service charge within maxima
mAnt provided by law. If agreement so provides service charge amy be com-
puted on a schedule of fixed amounts.
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x

8 U)4ARY OF
STATE CORSTITMIOMAL RESTRICTIOlM

ON IIFREST RATES

Maximum Prescribed:

Arkansas - Contracts 10% , lezal rate 6% per annum.

California - Contracts 1A% legal rate (5. Prohibits additional charges or
fees that would permit lender to receive more than 10% from
from borrower upon loan. Except building and loan associations,
Industrial loan companies, credit unions, pawnbrokers, State
or national banks, and nonprofit agricultural €noperatives from
maxima and authorizes Legislature to prescribe maxima for them.

Tennessee - Conventional rate cannot exceed 10% per annum. Legislature
shall fix the rate of interest, and the rate shall be equal
and uniform.

Texas In the absence of legislation fixing maxima rate of interest
the maximum is 10% per annum, and in contracts here no rate
of interest Is agreed upon, the rate shall not exceed 6%
per annum.

F!ull and Uniform Requirement

Kissouri - No law Is valid that fixes rates of interest or return for any
particular group or class of lenders. Rates of interest fixed
by law shall be applicable generally to all lenders.

Tennessee - Interest rate established by Legislature shall be equal
and uniform.

Legal Rate Fixed But Legislature Can Change

Maryland - Legal rate shall be 6% per annum unless otherwise provided
by the General Assembly.
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STATE CONSTTUTIONAL PSTRICTIONS ON IN"ST BATE

Arkansas
Article 19, Sec. 12. All contracts for a greater rate of interest

than 10 per centum per annum shall be void, as to principal and interest,
and the General Assembly shall prohibit the same by law: but where no
rate of interest is agreed upon, the rate shall be 6 per centum per annum.

California
Article XX, Sec. 22. The rate of interest upon the loan or for-

bearance of any money, goods or things in action, or on accounts after
demand or Judgment rendered in any court of the State, shall be 7 per
cent per annum but it shall be competent for the parties to any loan
or forbearance of any money, goods or things in action to contract in
writing for a rate of interest not exceeding 10 per cent per annum.

No person, association, copartnership or corporation shall by charg-
ing any fee, bonus, coeission, discount or other compensation receive
from a borrower more than 10 per cent per annum upon any loan or for-
bearance of any money, goods or things in action.

Exceptions:
Building and loan associations
Industrial loan companies
Credit unions
Pawnbrokers
State or national banks
Nonprofit agricultural cooperatives

The Legislature may from time to time prescribe the maximum rate per
annum of, or provide for the supervision, or the filing of a schedule" of,
or in any manner fix, regulate or limit, the fees, bonus, cocnissions,
discounts or other compensation which all or any of the said exempted
classes of persons may charge or receive from a borrower in connection with
any loan or forbearance of any money, goods or things in action.

MylaA
Article III, Sec. 57. The legal rate of interest shall be six per

centum per annum unless otherwise provided by the General Assembly.

Missouri
Article 3, Sec. 44 provides that no law shall be valid fixing rates

of interest or return for the loan or use of money, or the service or
other charges made or imposed in connection therewith, for any particular
group or class engaged in lending money. The rates of interest fixed
by law shall be applicable generally and to all lenders without regard
to the type or classification of their business.

Oklahoma
Article 14, Sec. 2 provides that the legal rate of interest shall

not exceed six per centum per annum, in the absence of any contract as
to the rate of interest, and, by contract, parties may agree upon any
rate not to exceed ten per centum per annum, and, until reduced by the
Legislature, said rates of six and ten per centum shall be, respectively,
the legal and the maximum contract rate of interest.
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Tennessee
Article 11, Sec. 7. The Legislature shall fix the rate of interest,

and the rate so established shall be equal and uniform throughout the
State; but the Legislature my provide for a conventional rate of interest,
not to exceed ten per centum per annum.

Texas
Article 16, Sec. 11. The Legislature shall have authority to classify

loans and lenders, license and regulate lenders, define intp.'est and fix
maxi-um rates of interest; provided, however, in the absei'ce of legisla-
tion fixing nsximc rates of interest all contracts for a greater rate of
interest than ten per centum (10%) per annum shall be deemed usurious;
provided, further, that in contracts where no rate of interest is agreed
upon, the rate shall not exceed six per centum (6%) per annum. Should
any regulatory agency, acting under the provisions of this Seution, cancel
or refuse to grant any permit under any law passed by the Legislature;
then such applicant or holder shall have the right of appeal to the courts
and granted a trial de novo as that term is used in appealing from the jus--
tice of peace court to the county court. As amended Nov. 8, 1960.



MDWM OF TASVJXON OF TAT= LAWJS

OR ZASK IX OCIMU w7M JAV ZM

1'U Imm ~ AW$~in I~C W=~ IMAL PIIM%= WMS

LZoN. for zrcbi

xNew Twk

Wisoina

x (alao probiit also satatwt~.)

28 OMPBEMBMS PAWE AWI -1- ARID =AM

Ale"a
C.1±z31

I-tori
Clado

sis Nm

SI

x W00or 2mm)

x (per..)

room. for
Purdkumo or

TnMatrial
Lom

932M



zoom 9br
Fcrft or

§Kn

Industrial
low

2 . -
zoo"] Imat Ada&4

m & Ism
anu
Igmx

x
Ruth cXrOLUM
MID
OkLwmm
n- qdpn
Raft z8bad
South Dakota
utda

"Xsb"
WfAlbJlab=
Waft virst3da

z

14 am= , I I IAZC & m

'Alcut.

loft
MWASS

maim
Iftemssim
watem
lb - Flo
xm vat
ft"m
Tamossom ,
wemblvst"
wisemm"

x cimt.)

Beez lelau

&299= h" bluo"



x1l IAMULMN OF SMM IAWS MUS PRO==
FAZAR OR U&SWUM Oft STASUGM IN COJU=f= W= SAM

loom fw V
Pkwcb or

vor-TIM ham hm salffim
AiMr. A&.&A. Adv.Stm. Adr. Sta.
lb pmvlalau fMmd.

ID&wt.
14m
92-

A&. Stct.

Croft%
im-

Adv.Stzt.
am

Abdom
Mada
Arlsom
Allmn
(WjfbLmda
C*Iazlwb

ql te It
valsomm
Flarift
alwata
Awme"
ZamaIn]-.Mf

sdatudw
Loolslans
*AIM
AU71md

NLdWWW
ftmosoft
VR=41wmw
asomm
Ybutim
Imbnkdm
NAV419k
Now vmvddm

x

x

x x x z

1 1
lb pwisim fbtmd.

2 2
z x
x
x
x x
x

x x

x
x x

x x
lb pwisim roucd.

C*

x x

lb ptaflaun ftma.

Plot -
p4ml &Mau mut. Imt.
prm. toin Liam

AdW.



North Ddat
Ohio~at

UCbk=

Im-

waft T~IM&
Wisconsin

OMMI for

AMv. 3ba.

G Matta

Mv8 Imv3 MM.M~

x x

5, prlaa fm 2

got.
son lInt.

x x
x x
x
x x

x

]bpowsa 15V51C ml.

I3. laa of #5,000 or ime.
2. PrOWAeb.d admrts~na- or Iuoldlz tbawis out to be & buk or trust ~
3. motuma 20101.

ft himl lam.s
s. 8to Bsa~vtM7 of ft~f an -f rales an zeg2at1a g~sran ad=ertIfr6o n aott at 21cmmem.

6.If 2m *ans n selfl jpdSbtm of tales stamts;s but da rabhbt the ta~~of mW int or prad to
]W tht 4ow va acozt*4 a t m1 as en berm of the loon, the 1w Is cewked &s contai.ning a probibitio of
Maim ststo.
7. Ob1.1tiamm*x '3 to, the sml. cc ftsmln' of r1n lestafte, smInteis or sevias.
8. Cbsm inrtee no notamn mnt.ww u~~z s S I mssm cc the wblaotof mooy

-Iedb bmm - Ww1~od I BwL 11~ loJw md eropt for imt at z'.oedlzW Omm.

Imot.

Ma
lost.

0-4

z

Co

x 2
x 2

x x

x x
x

z x
x x
x x
x x

x x



PART II

1. Charges and Fees Which Lenders Are Permitted To Collect Under
the Regulations Governing (I) FHA Home Mortgage and Home
Improvement Programs

The FHA regulations limit the charges and fees which lenders may
collect from mortgagors and borrowers. They do not control the
charges fees, or discounts which may be collected by a mortgagee or
lender from sellers of property, from builders, or from other parties
connected with the mortgage transaction.
A. Closing charges under sections 203, 220, 221, 222, 283, ar4 809

The permissible charges and fees which may be collected at the time
of the closing of the loan from mortgagors by mortgagees are the
following:

(a) The FHA application fee, which is $20 in cases processed by the
FHA in the regular manner. The application fee is $10 where the case
is processed under the certified agency program. A processing fee of
$10 is also charged in connection with an application for insurance of
an open end advance.

(b) A charge to compensate the mortgagee for expenses incurred for
originating and closing the loan. This charge is limited to $20 or 1
percent of the original principal amount of the mortgage, whichever is
the greater. However, a charge of $50 or 23 percent of the original
principal amount ef the mortgage, whichever is the greater, can be
collected where the mortgage is on property under construction or to
be constructed where the mortgagee makes partial disbursements and
inspections of the property during the progress of the construction.

(c) Reasonable and customary amounts which vary according to
the practice in the particular community for any of the following items:

(1) recording fees, recording taxes, or other charges incident to
recordation;

(2) credit report;
(3) survey;
(4) title examination or title insurance; or
(5) such other reasonable and customary charges or fees as are

authorized by the FHA field office director acting on behalf of
the Commissioner.

(d) Reasonabl3 and customary chargs in the nature of discounts
may be collected from the mortgagor in cases where:

(1) the mortgagor is a builder constructing houses for sale and
he executes the mortgage in his own name;

(2) the mortgagor is constructing a dwelling for his own occu-
pancy;

(3) the mortgagor is refinancing a prior mortgage on his prop-
erty; or(4) the mortgagor is purchasing the property from a govern-

mental agency or municipal corporation which is precluded by
statute from paying the discount.
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B. Closing charges under section 218
The mortgagee is not required to pay an application fee and, there-

fore, may not collect one from the mortgagor. The mortgagee may
however collect:

(a) A charge to compensate for the expenses incurred in origi-
nating and closing the loan. This charge is limited to $20 o
1 percent of the original principal amount of the mortgage,
whichever is the greater.

(b) The charges listed in (c) of paragraph A may also be col-
lected from the mortgagor.

C. Charges during the life of the mortgage-all home mortgage programs
except section 222

The amounts the mortgagee may collect from the mortgagor are
governed by the following:

(a) The current maximum permissible interest rate is 5% percent.
The mortgagee is required to collect this interest in monthly install-
ments on the principal then outstanding.

(b) The mortgagee is required to collect amounts to be held in
escrow for the payment of ground rents, if any, taxes, special assess-
ments and fire and other hazard insurance premiums.

(c) The mortgagee is permitted to obtain reimbursement from the.
mortgagor for certain FHA insurance premiums and charges. These
premiums and charges are as follows:

(1) The annual mortgage insurance premium of one-half percent
of the outstanding principal obligation for the 12-month period pre-
ceding the date on which the premium becomes payable without
taking into account delinquent payments or prepayments.

(2) In the case of an open-end advance, an open-end insurance
charge which is collected annually by the FHA in addition to the
regular mortgage insurance premium. This charge is in an amount
equal to one-half percent per annum of the original principal obliga-
tion of the open-end advance.

(3) If prior to the due date of the 120th scheduled monthly pay-
iment the mortgage is prepaid in full or the mortgage insurance con-
tract is voluntarily terminated, the FHA charges an adjusted premium
charge or termination charge, as appropriate, which is computed on
the basis of 1 percent of the original principal amount of the mortgage.
There are a number of exceptions to these requirements which are
clearly set forth in the following provisions in the regulations.
§ 203.287 Prepayments excepted from adjusted premium charge.

No adjusted premium charge shall be due or payable to the Commissioner in
the following instances:

(a) New insured mortgage. Where the insured loan is paid in full with or from
the proceeds of a new loan on the same property which is insured by the Com-
missioner; or

(b) Acceleration by partial prepayments. Where the final maturity specified
in the mortgage is accelerated solely by reason of partial prepayments made by
the mortgagor which do not exceed in any one calendar ycar 15 percent of thE
original face amount of the mortgage, plus 15 percent of the original face amount
of any open-end advances; or

(c) Acceleration by payments for damages. Where the final maturity specific
in the mortgage is accelerated solely by reason of payments to principal to comn
pensate for damage to the mortgaged property; or

(d) Acceleration by partial release. WVhere the final maturity specified in thl
mortgage Is accelerated solely by reason of payment to principal to compensate
for release of a part of the insured property approved by the Commissioner; or
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(e) Acceleration by application of escrow funds. Where the final maturity
specified in the mortgage is accele.'ated solely by reason of application of funds
applied on the indebtedness ag required by the Commissioner pursuant to an
approved escrow; or

(f) Payment involving condemnation proceedings. Where the final maturity
specified in the mortgage is accelerated solely by reason of payments to principal
to compensate for the conveyance of the mortgaged property pursuant to con-
demnation proceedings or in lieu of condemnation proceedings; or

(g) Payment involving foreclosure. Where payment in full is made of a delin-
quent mortgage:

(1) On which foreclosure proceedings have been commenced; or
(2) For the purpose of avoiding foreclosure, if the transaction is approved

by the Commissioner; or
(h) Payment under court order. Where payment in full is made pursuant to

a court order; or
(i) Sale of property to veterans. Where payment in full is made within 60

days after the date the mortgage is endorsed for insurance, provided the mort-
gagee submits to the Commissioner a certificate signed by the mortgagor certify-
ipg that such payment was made in connection with the sale of the property to a
veteran for his occupancy as a home; or

(j) Where payment in full is made after the due date of the 120th scheduled
monthly payment, without taking into account delinquent payments or pre-
payments.
§ 203.298 Exception from voluntary termination charge.

The insurance contract may be voluntarily terminated without payment of a
termination charge if:

(a) The mortgage is delinquent and termination of insurance is for the
purpose of avoiding foreclosure provided the transaction is approved by the
Commissioner; or

(b) Foreclosure proceedings have been instituted; or
(c) The request for voluntary termination of the contract of insurance is

received by the Commissioner after the due date of the 120th scheduled
monthly payment, without taking into account delinquent payments or
prepayments.

(d) A late charge may be collected not to exceed 2 cents for each
dollar of each payment more than 15 days in arrears to cover the extra
expense involved in handling delinquent payments. These charges
are required to be separately charged to and collected from the
mortgagor and cannot be deducted from any aggregate monthly
payment.

(e) Although not specifically provided in the regulations, mort-
gagees are permitted to make charges for miscellaneous services ren-
dered to the mortgagor during the life of the mortgage. In these
cases, the FHA takes the position that various charges, if any, for per-
forming services in connection with events not considered as a part
of the mortgage transaction shall be determined by the parties in-
volved in accordance with local practice and applicable local statutes.
It is expected that any fee so charged will be reasonable in amount,
distinctly identified, and collected from the mortgagor and will not
be charged against or deducted from the escrow account. In determin-
ing the reasonableness of charges, consideration should be given to
the work involved, the nature of the services performed, and the charge
customarily made in the area.
D. Special provisions under section 222

With respect to home mortgages insured under section 222, the
items listed in subparagraphs (a), (b), (d), and (e) of paragraph C are
applicable. During the period of ownership of the property by a per-
son in the active military service, the FHA mortgage insurance pre-
miunus and adjusted premium charges are paid by the Department of
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Defense and the mortgagor is not held responsible for reimbursing
either the Department of Defense or the mortgagee for such premium
payment. If the mortgage insurance is voluntarily terminated, the
mortgagee is required to pay a termination charge which can be col-
lected from the mortgagor.
E. Closing charges under sections 203(k) and 220(h)

With respect to home improvement loans insured under section
203(k) or 220(h), the lender is permitted to collect from the borrower
the following charges and fees:

(a) An application fee of $20;
(b) A charge to compensate the lender for expenses incurred in

originating and closing the loan not exceeding $20 or I percent of the
original principal amount of the loan, whichever is the greater and

(c) Reasonable and customary amounts for any of the following
items:

(1) recording fees or recording taxes or other charges incident
to recording the security instruments;

(2) credit report;
(3) title examination or title insurance; or
(4) such other reasonable and customary charges or fees as

may be authorized by the Director of the field office acting on
behalf of the Commissioner.

F. Charges during life oj loan under sections 203(k) and 220(h)
The lender may collect from the borrower the following:
(a) The current maximum permissible interest rate is 6 percent.

The lender is required to collect this interest in monthly installments
on the principal then outstanding. The lender is charged an annual
insurance premium of one-half percent of the outstanding principal
obligation for the 12-month period preceding the date on which the
premium becomes payable without taking into account delinquent
payments or prepayments. There is no adjusted premium charge or
termination charge in the event the loan is prepaid or the insurance
is terminated.

(b) A late charge may be collected in an amount not to exceed 2
cents for each dollar of each payment more than 15 days in arrears to
cover the extra expense involved in handling delinquent payments.
These charges are required to be separately charged to and collected
from the borrower and cannot be deducted from any aggregate
monthly payment.

(c) Although we do not have a specific provision in the regulations
and specific instructions have not been issued, it is presumed that a
lender will be permitted to make charged to the borrower for miscel-
laneous services similar to the type of charges which we permit in the
home mortgage programs. If permitte:' such .charges will be limited
to those made in accordance with local practices and applicable local
statutes, which are reasonable in amount, distinctly identified and
collected from the borrower by a payment which is distinct frqm the
loan payment.
G. Charges and jees under title I

In transactions involving home improvement loans insured under
title I, a lender is limited by the regulations to charge amounts that
can be collected for *interest, discount, and fees of all kinds in connec-
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tion with the transaction. These regulations define the permissible
amount of charges and fees on the basis of the class of loan involved.
For this reason, it is first necessary to identify the classes of loans
insured under title I. They are as follows:

(a) Class 1(a)-a loan for the purpose of financing the repair
alteration, or improvement, of an existing structure or of the real
property in connec.lon therewith, exclusive of the building of new
structures.

(b) Class 1(b)--a loan made for the purpose of financing the altera-
tion, repair, improvement, or conversion of an existing structure used
or to be used as an apartment house or a dwelling for two or more
families.

(c) Class 2(a)-a loan which is for the purpose of financing the con-
struction of a new structure which is to be used exclusively for other
than residential or agricultural purposes.

(d) Class 2(b)-a loan which is for the purpose of financing the
construction of a new structure for use in whole or in part for agri-
cultural purposes, exclusive of residential purposes.

The permissible-financing charges are clearly defined in the regula-
tions. For this reason, we are not attempting to paraphrase the
provisions in the regulations. The applicable provision is section
201.4, which is quoted as follows:
1 201.4 Financing charges.

(a) Maximum charge. The maximum permissible financing charges, exclusive
of fees ana charges as provided by paragraph (b) of this section which may be
paid or collected for interest, discount, and fees of all kinds in connection with
the transaction, shall be computed as follows:

(1) Class I and class 2 loans, having a principalamount, exclusive of financing
charges, not in excess of $2,500 and having a maturity not in excess of 7 years
and 32 days, may have a financing charge not in excess of an amount equivalent
to $5 discount per $100 original face amount of a 1-year note, to be paid in equal
monthly installments, calculated from the date o( the note.

(2) Class 1 and class 2 loans, having a principal amount, exclusive of financing
charges, in excess of $2,500 and a maturity not in excess of 7 years and 32 days,
may have a financing charge equivalent to the total of (i) an amount, with respect
to so much of the net loan proceeds as does not exceed $2,500, equivalent to $5
discount per $100 original face amount of a 1-year note payable in equal monthly
installments, plus (ii) an amount, with respect to any portion of the net loan
proceeds in excess of $2,500, equivalent to $4 discount per $100 original face
amount of a 1-year note to be paid in equal monthly installments, calculated from
the date of the note.

(3) Class 2(b) loans having a maturity in excess of 7 years and 32 days, shall
not have a financing charge in excess of an amount equivalent to $3.50 discount
per $100 original face amount of a 1-year note, to be paid in equal monthly in-
stallments, calculated from the date of the note.

(4) Such charges correctly based on tables of calculations issued by the Federal
Housing Commissioner are deemed to comply with this section. An increase in
the ratio of the charge to the average amount outstanding on the debt over the
maximum provided in this section, which increase results from the first payment
falling due less than 30 days after the date of the note, shall not be deemed to be
in conflict with this section.

(b) Permissible additional charges. If the insured takes security in the nature
of a real estate mortgage, deed of trust, conditional sales contract, chattel mort-
gage, mechanic's lien, or other security device for the purpose of securing the
payment of eligible loans, the insured may collect from the borrower, in addition
to the maximum permissible financing charge as provided in paragraph (a) of
this section, the following expenses actually Incurred by the insured in connection
with the transaction: Recording or filing fees, documentary stamp taxes, title
examination charges, and hazard insurance premiums, provided that such costs
or expenses are not paid from the proceeds of the lo.n or included in the face
amount of the note. Such costs or expenses shall not be included by the insured
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as a portion of a claim under the contract of insurance and if such costs or expenses
are assessed against the borrower, proper evidence thereof shall be in the file.

(o) Dealer reserve accounts and guarantees. Reserve accounts to assure
against losses on loans reported to the Commissioner for insurance are prohibited.
A dealer or other person may be required to endorse or guarantee payment of
notes so long as no reserve account is involved, but any such guarantee must
cover the full amount due on the note. The provisions of this paragraph shall
not be interpreted to apply to agreements between insureds as to the transfer of
loans already reported for insurance.

(d) Repayment rebate. If a note is paid in full prior to maturity, the insured
shall make a rebate at a rate not less than 6 percent per annum of the amounts
so paid in advance of their due dates, if the maximum permi sible financing charge.
in connection with the transaction is in an amount equivalent to $5 discount as
provided in paragraph (a) of this section. If a lesser charge has been taken, the
rebate shall be at not less than a proportional rate.

The title I note may provide for a late charge not to exceed 5 cents
for each $100 of each installment more than 10 days in arrears. No
late charge on a ast due installment may be accrued in excess of $5.
In lieu o7 late charges, notes may provide for interest on past due
installments at a rate not in excess of the contract rate in the jurisdic-
tion in which the note is drawti.

II. Charges and Fees Which Lenders Are Permitted To Collect
Under the Regulations Governing FHA-Insured Multifamily
Projects

The FHA regulations contain limitations on the charges and fees
which lenders may collect from mortgagors on loans insured under
the multifamily programs. The following requirements are contained
in the regulations governing all of the multifamily programs:
A. Clos-ing charges a mortgagee may collect from the mortgagor

(1) The application fee computed at the rate of $1.50 per thousand
of the face amount of the mortgage loan applied for;

(2) The commitment fee computed of an amount which when added
to the application fee will aggregate $3 per thousand of the face amount
of the mortgage loan as set forth in tie commitment;

(3) An initial service charge for the cost, of closing the transaction
in an amount not to exceed 1) percent of the original principal amount
of the mortgage;

(4) Any additional charges shall be subject to prior approval of
the Commissioner.

If the FHA rejects the insurance application before it. is assigned
for processing, or in such other instances as the Commissioner may
determine, the entire application fee or any portion thereof may be
returned by the FHA to the mortgagee. If, of course, the mortgagee
has obtained reimbursement for this fee from the mortgagor, it will
be expected that the refund will be turned over by the mortgagee to
the mortgagor.

Because of the supervision exercised by the FHA over rental
housing projects during the life of the mortgage, any' fees or charges
imposed by the mortgagee will be directly scrutinized and approved
by the FHA.
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B. Inspection fee
The FHA may require the payment of an inspection fee in an

amount not to exceed $5 per thousand dollars of the mortgage amount
stated in the commitment: Where such fee is paid by the mortgagee,
reimbursement can be obtained from the mortgagor.
C. Charges during the life of the mortgage--all multifamily programs

except sections 21 (d) (8) and 220(h)
The amounts the mortgagee may collect from the mortgagor are

governed by the following:
(1) The current maximum permissible interest rate is 5% percent.

The mortgagee is required to collect this interest in monthly install-
ments on the principal then outstanding.

(2) The mortgagee is required to collect amounts to be held in
escrow for the payment of ground rents, if any, taxes, special
assessments and fire and other hazard insurance premiums.

(3) The mortgagee may include in a mortgage a provision for a pre-
payment charge as may e agreed upon between the mortgagor and
the mortgagee except that no such charge shall be made for a prepay-
ment which does not exceed 15 percent of the original principal
amount of the mortgage in any one calendar year.

(4) The mortgagee may also collect a late charge not exceeding
2 cents for each dollar of each payment to interest or principal more
than 15 days in arrears.

(5) The mortgagee is permitted to obtain from the mortgagor an
amount which would compensate for mortgage insurance premiums
paid to the Federal Housing Commissioner. These premiums
amount to one-half of 1 percent of the outstanding principal obliga-
tion of the mortgage without taking into account delinquent pay-
ments or prepayments.

(6) A mortgagee is permitted to obtain reimbursement from the
mortgagor for certain prepayment and premium charges. These
charges and the exceptions to their payments are clearly set forth in
section 207.253 of the FHA regulations which states as follows:
§ 207.253 Adjusted premium and termination charges.

(a) All rights under the insurance contract and all obligations to pay future
insurance premiums shall terminate on the following conditions:
(1) Payment to the Commissioner of an adjusted premium or termination

charge computed as follows:
(I) Two percent of the original face amount of the mortgage when the mortgage

is prepaid in full or the contract of insurance is voluntarily terminated within
5 years from the date of the initial endorsement for Insurance; or

(ii) One percent of the original face amount of the mortgage when the mortgage
is prepaid In full or the contract of insurance is voluntarily terminated after 5
years from the date of initial endorsement for insurance; or

(iii) The relevant percentage as set forth In subdivision (i) or (ii) of this para-
graph applied to the difference between the original face amount of the mortgage
and the aggregate face amount of a new mortgage or mortgages, if at the time of
prepayment:

(a) The insured mortgage is paid in full with or from the proceeds of a new
insured mortgage, or mortgages having an aggregate amount less than the original
principal amount of the mortgage on the same property.

(b) The Commissioner has accepted an adjusted premium charge under an
agreement providing that if new insured mortgages are placed on part or all of
the property, within a period of time not to exceed 1 year from the date of prepay-
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ment, the adjusted premium charge previously collected will be refunded in whole
or in part. In the event of the acceptance of such agreement the refund, if any,
shall be computed only after the termination of the agreement or after the sale of
all property or properties, whichever occurs first, and no refund shall be made
prior to such computation.

(2) Notice within 30 days after prepayment in full or of a written agreement
consented to by the Commissioner between the mortgagor and mortgagee volun-
tarily terminating the contract of insurance arid

(3) Such further evidence of prepayment in full or voluntary termination and
cancellation of insurance as the Com'iissioner may require.

(b) In no event shall the adjusted premium charge or termination charge ex-
ceed the aggregate amount of premium charges which would have been payable
if the mortgage had continued to be insured until maturity.

(c) No adjusted premium charge shall be due the Commissioner In the following
cases:

(1) Where, at the time of such prepayment, there is placed on the mortgaged
property a new insured mortgage or mortgages for an amount equal to or greater
than the original principal amount of the prepaid mortgage; or

(2) Where the final maturity specified In the mortgage is accelerated solely by
reason of partial prepayments made by the mortgagor which do not exceed in any
1 calendar year 15 percent of the original face amount of the mortgage; or

(3) Where the final maturity specified in the mortgage is accelerated solely by
reason of payments to principal to compensate for damage to the mortgaged prop-
erty, including loss by condemnation or conveyance In lieu of condemnation, or a
release of a part of such property, if approved by the Commissioner; or

(4) Where payment in full is made ofa delinquent mortgage:
(i) On which foreclosure proceedings have been commenced; or

if) For the purpose of avoiding foreclosure, if the transaction is approved by
the Commissioner; or

(5) Where, at the time of such prepayment, there is placed on the property a
new insured mortgage or mortages less than the original principal amount of the
prepaid mortgage: Provided, That the Commissioner finds that the collection of
such charge would be inequitable under the particular circumstances of the
transaction.

(d) No termination charge shall be due the Commissioner where the termina-
tion of insurance is:

(1) In connection with a delinquent mortgage on which foreclosure proceedings
have been commenced; or

(2) For the purpose of avoiding foreclosure, If the transaction is approved by
the Commissioner.

ke) At the time of prepayment or voluntary termination of the mortgage
insurance contract, the Commissioner shall refund to the mortgagee for the
account of the mortgagr an amount equal to the pro rata portion of the current
annual mortgage insurance premium theretofore paid, which is applicable to the
portion of the year subsequent to the date of (1) the prepayment, or (2) receipt
by the Commissioner of a request for voluntary termination.

(f) At the time of prepayment, the Commissioner will refund to the mortgagee
for the account of the mortgagor an amount equal to the pro rata portion of t' e
current annual mortgage ir.surance premium theretofore paid, which is applicable
to the portion of the year subsequent to such prepayment.

In addition to the exceptions to the payment for the adjusted and termination
charge as set forth above, there is also no adjusted or termination charge under
the cooperative housing programs except the investor-project cooperatives where
the mortgage is paid in full prior.to maturity or the mortgage insurance is ter-
minated after the 10th anniversary from the date the mortage was first endorsed
for insurance.

D. Special provisions under section 21 (d)(8)
Mortgages endorsed for insurance under section 221'(d)(3) may bear

interest at the rate of 3i percent. Also no mortgage insurance
premiums or adjusted premium or termination charges are collected.

In addition to the initial charges, the mortgagee may collect 1/2
percent of the original principal amount of the loan.
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2. An Analysis of the Scales of Fees and/or Other Charges Levied by
Lenders Against Borrowers Which Are Involved in a Housing
Credit Transaction, Including, if Information Is Available, Informa-
tion Concerning Differences in the Cost of Fees in Different Parts
of the Country and Over Different Time Periods. (For Instance,
Do Such Fees or Charges Other Than the Stated Interest Rate
Increase or Decrease With Swings or Changes in General Credit
Conditions Throughout the Nation or in General Credit Conditions
in the Mortgage Industry?)

Data on FHA-Insured Loans
Loan closing costs (or incidental costs), as defined by FHA, exclude

prepaid items such as real estate taxes, special assessments, ground
rents, and hazard insurance premiums, which are clearly not incident
to the credit transaction. The prepayment of the FHA mortgage
insurance premium from the date of the closing of the loan to the date
of the first monthly payment is also excluded, since this represents a
pre ayment of the continuing mortgage insurance premium. The
exclusion of these charges does not mean, however, that the remaining
charges, as indicated by the FHA figures discussed below, are all
incident to the extension of credit as that term is used in the definition
of "finance charge" in S. 1740, the "truth in lending bill." For a
discussion on this point, reference should be made to the information
presented in answer to question 4.

Table 1 (p. 1247) presents average estimated loan closing costs, as
defined above, on mortgages insured by FHA under section 203 in
each of the ears indicated. The loan-closing cost data are limited
to loans made to finance the purchase of one-family homes. Annual
averages are shown for new and existing homes for the period 1953-61.
Similar figures are not available for years prior to 1953. However,
data available for a sample number of mortgages on new one-family
homes insured during the period September to December 1939,
show average closing costs of $124.57, equal to 2.31 percent of the
average property value. ' (See "American Housing," The Twenteith
Century Fund, 1944, App. G, table 42, p. 422.)

Table 2 (p. 1248) shows how loan-closing costs (or incidental costs)
vary by property value classes, for mortgages on one-family homes
insured by FHA under section 203 in 1961. The percentage distribu-
tions of loan-closing costs, also presented in this table, indicate the
variation in closing costs within each property value class.

The loan-closing cost data presented in tables 1 and 2 above are
aggregates of the estimated closing costs on individual loans as esti-
mated by local FHA personnel in processing these individual loans
for insurance. The estimates are made to determine whether the
particular borrower involved has adequate resources to close the home
purchase transaction. However, the data presented in tables 3, 4,
5, and 6, discussed below, are based upon special surveys made by
PHA of the actual closing costs obtained from the settlement state-
iuents prepared at the time the loans were closed.

Table 3 (p. 1249) provides data on loan closing costs on mortgages on
one-family homes insured by FHA under section 203 in each of 12
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selected FHA insuring office areas. Two insuring office areas were
selected from each of FHA's six zones whicb cover the United States.
In each such FHA zone, the two insuring office areas selected repre-
sented roughly the insuring office areas with the highest and the
lowest average loan-closing costs. The data were obtained from
a special survey made by FHA which provided for listing the actual
loan closing costs on all section 203 mortgages on one-family homes,
insured during the period, October 1-20, 1961.

The table also presents data, for these same insuring office areas,
which were taken from another special survey of actual loan-closing
costs covering similar mortgages insured during the period December
12-30 1955. Average loan-closing costs, as well as the range of
loan-closing costs for the individual cases involved, are presented
separately for proposed construction (that is, new homes), for existing
construction (existing homes), and for proposed and existing con-
struction combined (new and existing homes).

Table 4 (faces p. 1250) shows the average for and the range of
.each of the individual items of loan-closing costs on mortgages insured
by FHA during the period October 1-20, 1961, for the aforementioned
12 FHA insuring offices. The figures in this table are for proposed
and existing construction combined, cover the same cases as those in
table 3 above, and represent actual closing costs. The averages and
ranges presented in table 4 for each of the individual items of closing
costs are based upon those cases which reported a charge for the
particular item. In interpreting these figures, it should be noted
that practices vary among communities in the way that particular
items of closing costs are itemized. Apparently, several items often
may be combined under one charge or fee. For example, a single
charge may be reported in some cases for attorney's fees, which may
include title search, if conducted by the attorney, and possibly the
preparation of documents. Since these charges appear on the settle-
ment statements in this form, they cannot be subdivided readily.

Tables 5 and 6 (faces p. 1250) present the detailed figures from which
the data in tables 3 and 4 were derived.
Comparative Data on FHA-Insured, VA-Guaranteed and Conventional

Loans
The above data relate to FHA-insured home mortgages. Similar

comprehensive data are not available, to the best of our knowledge
for conventional home mortgages. However, comprehensive data ar(
available for conventional, as well as FHA-insured and VA-guaranteec
mortgages, for one area-Jacksonville, Fla. This is a one-time stud3
made in 1950. Enclosed is a copy of this study entitled "Closin
Costs and Settlement Payments in the Jacksonville, Fla., Mortgag(
Market, February 15-August 15, 1950." The study presents sta
tistical data for, as well as an explanation of, each of the individua
fees and charges.
Data on construction loans

Table 7 (p. 1250) summarizes information on service charges or fee
on construction loans as reported by members of the National Associ
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ation of Home Builders. The survey was made late in January 1960,
at the request of the Subcommittee on Hous ng of the Committee on
Banking and Currency, House of Representatives.. The data for the
cities reporting have been tabulated by geographic divisions as defined
by the Bureau of the Census.
Data on savings and loan associations

Table 8 (p. 1251) shows data on initial fees, commissions, and charges
on conventional loans as a percentage of conventional loan vol me,
for larger insured savings and loan associations. The series was re-
cently inaugurated by the Federal Home Loan Bank Board. Separate
figures are presented, on a national basis, for the construction of
homes, and for the purchase of newly built and existing homes. It is
our understanding that no geographic breakdown of these figure3 is
available.
Differences in loan-dosing costs ove- different time periods

Data are not available to measure adequately how fees and charges
vary over different time periods. The FHA data presented in table 1
show that while average estimated loan-closing costs have increased
substantially from 1953 to 1961, these average oan-closing costa as a
percent of average property value have not increased materially, and
have not varied appreciably for the years for which data are available.

It is to be expected that in periods of easy mortgage market condi-
tions, when mortgage lenders have ample mortgage funds available
and are eager to mate loans competition for loans may force them to
absorb some or part of the charges they would ordinarily receive from
the borrower, such as for example, the mortgagee's initial service
charge. However, it is unlikely that variations influenced by mort-
gage or money market conditions occur with respect to charges that
are not under the control of the lender and are not collected by or for
him, such as for title search, revenue stamps, recording fees, etc.

Converse y, when mortgage market conditions are tight, mortgage
lenders have insufficient funds to make all the loans offered to them.
Consequently, they become more selective in their credit terms and
may seek to obtain the maximum charges possible.

Initial fees, commissions, and charges on construction loans, to the
extent they inure to the benefit of the lender, also are apt to vary
with mortgage market conditions.
Geographic differences in loan-dosing costs

Average loan-closing costs and the range of loan-closing costs for
individual cases presented in table 3 show that there are substantial
differences among the six selected FHA insuring office areas with the
high-average-closing costs and the six with low-average-closing costs.
An explanation for much of these differences is provided by the data
in table 4, which shows the charges reported for individual items of
closing costs for those cases where such charges were reported, and

-in table 5, which shows the number of cases where charges for par-
ticular individual items were reported.

As indicated previously, practices vary considerably among these
areas as to the particular items of loan-closing costs which appear on
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the settlement statements. Evidently, charges for several items often
may be combined under one item. However, in some areas, par-
ticularly those with low-average-closing costs, charges for certain
individual items were reported rather infrequently or not at all.
Individual items in this category were mortgagee's appraisal fee, title
search, title abstract, Torrens certificate, preparation of deeds and
documents, attorney fees, escrow fee, mortgage tax, revenue stamps,
title transfer tax, closing fee, notary fees, and broker commissions.
Individual items of closing costs for which charges were generally
reported in most of these areas were FHA examination fee, mort-
gagee's initial service charge, credit report, survey, photos, title,
insurance, recording fees, and the interest adjustment.
Mortgage discourdns

The information and statistics discussed above do not include any
data on mortgage discounts. The reason for this is that the FHA
regulations prohibit the mortgage lender from collecting from the
borrower any fees and discounts, except certain application fees and
other charges intended to compensate for expenses incurred in origi-
nating and closing the loan. However, charges in the nature of dis-
counts may be collected from the mortgagor in certain cases, such as
where the mortgagor is constructing his own home, or where the
builder is also the mortgagor. (For greater detail on this point,
reference should be made to the information presented in answer to
question 1 ().)

Discounts, which vary with mortgage market conditions, may not be
collected from the mortgagor (except as indicated above), but may be
collected from the builder, real estate dealer, or other seller of the
property. It is recognized that these discounts, which tend to reduce
the builder's or other seller's profit, or the dealer's commission, also
tend to increase the prices of homes generally. However, the discount
charge itself is not passed on to the home buyer except indirectly to
the extent that a builder or other seller can obtain a higher price for
the house under the competitive local market conditions prevailing
at a given time. In the case of VA-guaranteed home loans, the VA
appraised value constitutes the maximum purchase price. In the
case of FHA-insured mortgages, the FHA does not control the sales
price, but the FHA appraised value must be made available to the
home buyer for his information prior to the time that he is committed
to buy the house. The FHA appraised value also determines the
maximum amount of the loan which the FHA will insure.
She/ houses

Little information is available on the financing charges for shell
houses. Some firms charge d discount rate of 6 or 7 percent, or an
effective interest rate of about 14 or 15 percent, for generally 5- or 7-
year periods. Tho notes taken on sales of shell houses usually are
sold to consumer finance companies, although a fe~v of the larger
shell house producers have been selling stock publicly to obtain funds
to help finance sales of their shell houses.
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Question 2, table 1-Awterage estimated loan closing costs on mortgages on 1-family
homes insured by PHA under sec. 03 in the years indicated, 1953-61

New homes I Existing homes

Mortgages insured Loan closing costs Loan closing costs '
during FIIA ap- FIIA ap-

praisal value praisal value
(average) Average Percent of (average) Average Percent of

value value

1961 -------- $15, 167 $301. 48 2. 0 $13, 705 $282. 81 2. 1
1960 -------- 14, 899 289. 12 1. 9 13, 304 276. 81 2. 1
1959 -------- 14,650 281.29 1.9 13,236 261.02 2.0
1958 -------- 14,394 313.00 2.2 13,069 313.00 2.4
1957 -------- 14, 464 301.00 2. 1 13, 028 306. 00 2. 3
1956 -------- 13, 399 284. 00 2. 1 12,756 283. 00 2. 2
1955 -------- 12,118 254.00 2.1 12,047 277.00 2.3
1954 -------- 11,120 200. 00 1.8 11.934 234. 00 2.0
1953 4 ....... 10,357 174.00 1.7 11,419 210.00 1.8

' Includes estimated costs to the morgagor for items incidental to financing the
purchase of property, but excludes prepayable expenses such as taxes and hazard
insurance premiums. The averages are based upon loan-closing costs as estimated
by local FHA personnel in the processing of individual loans for insurance.

2 Does not include loan closing costs on construction loans.
3 For home purchase transactions only.
'Similar data not available prior to 1953.

Source: HHFA annual reports.



Question 2, table ,-Incidental coeis by property alue, 1-family homm,' ee. 203, 1961
F1JA em emte of pmpedty value PerMntap e ind a hPtal Lehtoan $100

dISdbUUAn coSta ____
ss LethaoSO $10Dto$190 $200to Vw Sm 0to sa $mtog slC a t o $1wSto$ "m00to7SQ s t0oremm

NEW HOMES

Less than $8,000 ------------------------------- 0.1 $252.08 11.8 13.7 47.1 17.6 7.8 2.0 ------------------------------
$8,00 to $8,999 ................................ .6 228. 29 11.3 22.9 55.9 9.5 .4 ... . .... .................... ..........
$9.000 to $9,999 --------------------------------- 3.2 266.94 1.2 20.5 42.2 34.2 1. 3 .5 0.1 ----------..........
$10,000 to $10,999 ------------------------------ 4.5 264.53 1.3 18. 2 47.2 24.5 & 3 3.3 .2 --------------------
$11,000 to $11,999 ------------------------------ 7.8 277.44 2. 0 13.7 44.3 28.1 9.5 L D .5 ----------........
$12,000 to $12,999 ------------------------------ 10.1 280.16 2:8 11.4 44.6 27.5 9.4 3.3 .9 (2) 0.1
$13,000 to $13,999 ------------------------------- 11.7 279.01 3.4 8. 9 47.7 26.7 10.8 1.9 .4 0.2 ()
$14,000 to $14,999 --------------------------- --- 13.1 289.59 2.8 9.0 42.6 27.8 14.7 1.9 .7 .4 .1
$15,000 to $15,999 ------------------------------ 12.4 299.47 3.3j 6.6 40.3 30.1 15. 7 3.1 .5 .3 .1
$16,000 to $16,999 ------------------------------ 10.9 309.28 2.4 9.0 35.9 28. 4 1. 9 3.6 .9 .2 .7
$17.000 to $17,999 ------------------------------ 8.2 320.96 1.5 6.1 36.6 27.6 22.1 4.5 1.0 .1 .5
$18,000 to $18,999 ------------------------------ 5. 9 340.42 .9 5.2 32.2 29.0 21.5 8.5 1.8 .2 .7
$19,000 to $19,999 ------------------------------ 3.4 352.94 .9 4.3 29.7 28.4 21.3 13.0 1.9 .3 .2
$20,000 to $21,999 -------------------------------- 4.1 373.84 .5 3.0 25. 4 28. 4 27.9 11.3 2.4 .6 .5
$22,000 to $24,999 ------------------------------ 2.7 41& 13 .4 2.8 16.8 25.3 26.3 24.1 2.9 1.0 .4
$25,000 and over -------------------------------- 1.3 478.32 .2 1.0 6.0 27.3 19.8 3& 0 4. 6 1.9 1.2

Total ----------------------------------- 100.0 29&3:. 2.3 &.9 39.2 2& 0 15. 3 4.9 .9 .2 .3

EXIBTINO HOMES

Less than $8,000 -------------------------------- 4.0 222.35 2.4 39.3 37.1 18.6 2.5 .1 ..............................
$8,000 to $8,999 -------------------------------- 4.9 223.26 1.3 39.0 41.8 13.8 3. 9 .2
$9,000 to $9,999 -------------------------------- 6.8 237. 29 1.1 32.3 44.6 16.9 4.8 .3 ---------- ---------- )
$10,000 to $10,999 ------------------------------ & 8 254.22 1.0 24.2 45. 7 21.6 6.2 1.2 .1 .---------- (
$11,000 to $11,999 ------------------------------ 9.5 265.59 .7 18.0 47.7 25.5 5. 9 0 .2 (-)
$12,000 to $12,999 ------------------------------- 10. 8 271.39 .8 1M7 46.8 276 6.7 2.1 .3 ()
$13,000 to $13,999 ..--- - , .1. 0 276.25 .8 2. 1 48.6 25.9 9.6 2.3 .6()
114,000 to $14,999 ---------------- 9.7 286.08 .8 9.4 46.2 24.5 14.9 3.4 .7 .1 (')
$15,000 to $15,999 --------------- 8. 6 297.73 .6 8.5 41.8 25. 7 16.0 5.5 1.6 .2 1
$16,00O to $16,999 --------------------------------- 7.2 309.15 .5 7.0 40.2 24.8 18.9 6.4 2.0 . I.1$17,000 to $17,999 ........------------------------ 5. 7 331.82 .4 5.0 35. 9 27.3 20.1 . 3 2.3 .5 .2
$18,000 to $18,999 ------------------------------ 4.1 346.90 .4 4.1 33.4 25. 9 21.0 10.7 3.7 .6 .2
$19,000 to $19,999 ----------------------------- 2. 5 359.69 .5 3.9 29.7 26. 6 20.1 14.3 3.7 .8 .4
$20,000 to $21,999 ----------------------------- 3.2 370.04 .5 2.4 26.1 30.0 21.0 14.6 3.8 1.1 .5
$22,000 to $24,999 ------------------------------ 2. 3 388.82 .5 2.1 20.7 30.0 16.3 22.3 5.1 1.8 1.2
$25,00 and over ------------------------------- -. 9 394.19 .3 2. 0 1& 2 31.3 16.1 22.6 6.1 1.2 2.2

Total ------------------------------------ 100.0 279. 96 . 15.4 42.2 24.3 11.4 4.5 1.1 .2 .1

In this table data are based on purchase transactions only.
I ema than 0.05 percent.
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Question 2, table 5-Average and range of loan losing costs on mortgages on 1-family homes insured bJ FHA under sec. 203 in selected areas, Ot. 1-20, 1961, and Dec. 12-30, 19551
.. . . . . ... . ..

Locality

FHA Zone I:
High- Jamaic ,. N.Y -------------------------
Low- Purlingta, Vt ------------.............

FHA Zone Ii:
High--Ne ark, NJ --------------------------
Low-Wilmington, Del -----------------------

FHA Zone III:
High-Knoxville, Tenn -----------------------
Low-Columbia, S.C -------------------------

FHA Zone IV:
High-Grand Rapids, Mich -------------------
Low-Indianapolis, Ind

FHA Zone V:
High-St. Louis, Mo -------------------------
Low- Houaton, Tex --------------------------

FRA Zone VI:
High-Reno, Nev .................
Low- Boise, Idaho ---------------------------

Avers Rangs of total closing costs

Propod etnstuctlion Otistlng ometniton Total Proposed coostructiofl'_Ef tstng obstruction Total

$228
(2)

414
215

219
(2)

210
218

239
197

246
213

1961 I g SS

$432
(1)

343

462
167

657
146

350
102

378
164

$263
(2)

395
280

216
280

210
158

197
165

(2)
131

1 519

$451
72

500
350

272
161

705
219

318
155

343
136

1555

$241
(2)

396
228

217
272

210
179

211
181

2.35
161

iwi1

$447
73

500
349

316
164

692
198

330
137

356
141

$54-5

362-462
37-732

149-287
(2)

69-303
107-317

121-427
39-360

35-438
95-450

1081

$65-569
(,)

(8)

330-350

65-900
1-409

21-1,621
10-355

10,'-568
3-389

220-673
29-230

$60-430
(2)

20-1,334
224-307

142-295
234-320

113-303
56-463

33-422
59-268

(3)
33-276

$20-748
28-88

117-819
68-501

140-594
9-386

164-1, 725
10-403

9-668
5-365

244-572
24-285

$54-523

20-1,334
37-732

142-295
234-320

69-303
56-63

33-427
39-360

35-438
33-450

$2O
28

117
61

6

2

2

0-748
8-98

7-819
1-501

1-409

1-I, 725
0.-403 0

1-389 -

)-673
4-285 e!D

I Does not include loan closing costs on construction costs.
2 Number of ca.es reported too small to compute a meaningful average or

range.
No cases reported.

NorE.-This table provides data on loan closing costs for FHA sec. 203 insured
home mortgages in each of 12 selected FHA insuring office areas. 2 insuring

office areas were selected from each of FHA'n 6 zones which cover the United
States. In each such zone, the 2 insuring office areas selected represented roughly
the insuring offices with the highest and lowest average loan closing costs. The
data were obtained by listing every sec. 203 case insured during the period Oct.
1-20, 1961. Data for th same areas were taken from a survey made covering
mortgages insured during Dee. 12-30, 1955.



Question 2, Ta le 7.-Distribution of local areas by geographic division and prevailing service charges or fm on cOnrt rios loans, January 1960'

Nuwbet of moss mlrtlag wie. cre. or fern m as paotaMe of the eonstruetlon lan amount

G e Oo ap~ htC d vls lcsi 
O h r I N o n ic t d (

Gaftmhicdv~si
Total 0 0tol' 1 ito2

1  
2 2+ OthrI NotIndicjad

New England ------------------------------------- 26 1 1 6 3 3 ------------ 2 ..

Middle Atn tli .----------------------------------- 34 2 2 9 12 5 2 62 -------------

Mt North Cen 
1 33 -

2

West North Central --------------------------------------
18------------ ------------18 

2..

37 1----------- I 4 6 7 6 74L
South Atlantic ------------------.----------------- 17 2 3 2 2

Est South Cant -------------------------------------- 3----------------- ------ i 6 321 03 . . .. . .-- - -- - - ------- ---- 
9

West South Central ------------------------------ -18 2.------------- -1 5 1 6--------- 3

Moukitain -------------------------------------------------- 15
Pacific 1------------------------------------------ 25 6

Total araw --------------------------------- 
211 9 6 39 41 27 28 24 37

Am e d by local office of NAHB in reply to a wire by the president of I case with 1 to 2. percent: 1 case with 0 to 4 percent p.w percent if exceeds

11 B, aahinKton, 120 days; I case.with I to 3%i percent; and I case with 0 to 2 percent.

Includes individual rates as well a smaller ranges within the indicated larger '2 cases with 1 to 2% percent

range. v I case with I to 2ki percent.

a1 case with I to 6 percent. 01 case with 3% percent plus $25 appraisal fee; I case with 0 to 4 p recent

'1 case with i percent Of unpaid balance; I case with $50 construction finance 1 ease with to 2 percent;to 2 percent; 2 cases with

charge; I case with $100; and I case with I to 3 points. percent.

'1 c.ae 2-er ent construction fee and 2-percent closing fee; and 1 case with Source: "Current Discounts on FHA and VA Home Loans," staff report to

1 percent or r percent per month. Subcommittee on Housing of the Committee on Banking and Currency, House of

I case with l% to 2% percent plus additional charge of about $50 to $100; Representatives, 86th Cong., 2d mesm., Feb. 5, 1960.

I c se with I to 3 percent and I case with I to 5 percent.





Question 2, Table. Average oRange f InTdividual Items of Loan Closing Costsa on Mortgages on 1-Faily NsvandExisting Hss Inrared by FKA Under Section 203 in Selected Areas. October 1-20 1961

1 1 C1I D I9 N T A L 0 0 S T S
Mort-

gageIe's Mort- Prepare-
FRA Initial gagee's Title Torrons tion of Attor- Title Broker's

Locality and Item sazina- Service Appraisal Credit Photo- Title Insur- Title Certi- Deed and nay'l Escrow Nortgae Revense Transfer Closing Notary Record- Ccwol- Adjusted

____________ tton Fee P f ree na tsSurvey Or&a sSearch amce Abstract ficate Documents Fees ree.. Tax Stws Tax Fee ..fsLA&..0,2!!$ion Interest Othbor

* rrMvf t -(rUi7T- tFI -7-T - n) (0) =P -R= =s)T7_ I _V) -_ =1Y)
IRA Zome I

t-,,,- m rcs a N.Y.

Range

Average
Rane

iHA Zone I1
_K-rci N.J.

Average
Range

Average
Range

M Zone III

Low- 6 ..
I rage
Range

10-105 45225

2046.

14P 3-15 10-85 2 8-170 18-158 J 20-35 20-206 23-113 / 2 4 / 1-26 2 / 3-65

35-60-

21 152 22 5 45 / 191 79 28 "'38 2 167
204P. 76-225 20-4.5 5-6 5-65 1 0-6, 5-130 15412 2- 6lo-0

20 100 5 7 30 4 125 28 3/ 20
20-20 68-153 5-5 4-15 25-35 2-5 95-159 21-4.5 10-70

2522510-33

15-20 1-hs

2-72

13 /15 8
10-20 3 331. 5-1D

28 107 5 26 3 / 62 3 / 3 25 112 0 10 3 21 2 36 / 16
2O-85 57-196 3-13 15-40 2-3 / 10-97 2 1.0-5 10-60 29-307 ,-iS 20-2 23-74. 2-7 13-225

20- 1 0 6 7 4 2 103425,1 8-
2 20 6 175-0 2-519-39 641?--515

F" Zone IT
gl 4 ao 26 130

Ruage 20-65 85-185
Low - Iyn&anpoli, I,m 20 124

Range 20-25 14-222

isi Zone V
Hih-I.Lois N.

Low - Houston Tx

Range

20 134.
20-20 73-225

18 106
11-20 5-225

18 5 31 l 6 73
8-20 3-1. 20-70 1-6 2-15 33-

20 5 13 4 11 47 10 18 19 33 16
4.-31 3-10 10-25 3-10 9 -15 25-67 3-26 15-20 10-35 254&.0 11-30

4. 33 1is 53 71211 550 1-7 15-153 30-110

6 20 .5 3/ 23' 6
3-11 5-30 3-8 2 3-133 6-6

.25-35

130 3- 2! 325

3-35 2-15 34 /

a 6912 3/ 333-11 130-13) 53-122

12 14] * 26 1?
U-5 59-182 3.46 5-37

2 15 145 18 5
1-4 1-32 95-320 1-73 1-28

2-31 3-16

Fr Zme vi

Hih 1,NT" go 22 193 51 81~8 ~ ~ l7 ~ ~ ~ 22 13-25 2]

Ran20-0 105-518-178 22 -2
Lay - Boise, rdaho106

-is rj2 o a122 4 3/ , 21 3,,103 16

Range 60-197 3-13 3-3 -io6/9-15 o0-3L

3, Ote ot r o uhitm scriiaeo-ccpny iclaeu eriefesvrcags

Note. The averages end rarses preented in this table for each-of the individal items of closing costs are beaed
upon those ecasoe wich reported a charge for the particular individual item. The figures B ,s are the
combined figures for nw hoes (proposed c€Atrution) and existing homes (existing contruction). The
12 areas for which data are preseated are selected M insuring office areas. Tw insrig office areas
were selected from each of MA's 6 sones which covsr the United States. In each such Lone, th 2 inaurirg
office areas selected represented roughly the insuriag offices with the highest and loemat avenge of total
loan closirg costs. The data were obtained by li ting every section 203 case insure)du i g the period
October 1-21, 1961.

/Otwr costrs are for Path Items&ascertificate of occuparwy, ni"neu service fees, sewer cliarg s,conveyance fee, entry bonad, brokers' expense , utility h.crge.

2. Number of cases reported too aal to copute a meaningful average or rnge.

/ No cases reported.

7? 20
IT-205 224a



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN ,T'.MAICA, N.Y., HOUSINo AREA,* SEC. 203 MORTGAGES

Question 2, table 6, Oct. 1-20, 1981, zone I, high

Incidental costs

Mort- Mort- Prela-
FHA gae'~s gagee's Title Torrens ration Attor- Mort- Rev- Title Record- Broker's Ad-Items exam- nt ap- Credit Survey Photos Title insur- Title certifl- of dred ney Esco w gage enue trans- Closing Notary tag commis- Justed Other Total

nation service pralsal reports search ance abstract cate and fes fee tax stamps fertax fee fees fees sion inter-fee charge fee docu- estmne ts

(d) (e) ( (g) (b) (i) ) (k) (1) (m) (n) (0) (p) (q) (r) (s) (t) (u) (v) (w) (x) (y) (a)

Proposed construction:
(a) Average for all cases.........$55 $140:....... $4 $45 ........ $5 $59-----------------$4- ........ $66................ ........ $13 .......................... $432
(b) Number of cases reporting... 125 124 ........ 110 112 ........ 19 100 ................ 15 98- 115 ................. ........ 112 .......................... 126
(c) Averageforcams reporting... $M $142 ......... $5 $50.---- $31 $74-........ ........ $35 "1 .- $n2------------------------------ $14..........-................
(d) Range of charges reported .... $45-l0 $90-220-.. ...... $4-8 $34-76---- $-20- $35-95- - ........ $35-35 $50.7 ........ $45-110 ................-- ...... ..- $6-20-- ..------------------------ $W-569

Existing construction:
(a) Average for all cases.......... -$20 $147 $1 $3 $28 ........ $6 $70 (1) ........ (1) $102 () $--------- $10-------------------$1 $451
(b) Number of cases reporting... 491 485 27 293 257 ........ 33 378 2 ........ 2 423 1 417 1........-........-........ 410 .......... 1........ 39 01
(c) Average for cases reporting... $20 $149 $19 $5 $53$........ 83 $91 $26........ $20 $118 $125 $74 $70 ........................ $13..........-........ $9 $41
(d) Range of charges reported .... $10-W $45-22 $10-40 $3-1 $I0-5........$8-170 $18-158 $1-33 ........ 0-20 $20-6 $125-125 $23-113 $70-70 ................-........ $4-26 ..................- -$20-748

Proposed and existing:
(a) Average for all cases .......... $27 $14 $1 $3 $31 ........ $5 $68 () ........ $1 $89 () $63 ()----------------------- $11-------------------$1 $447
(b) Number of casesreporting.. 616 609 27 403 369 ........ 62 478 2 ........ 17 521 1 32 1........-................- 22 .................. 39 18
(c) Averageforcaesreporting... $27 $147 $19 $5 $52........ -$64 $87 M ........ $33 $106 $125 $73 $0---------------.-------- $13..........-........ $9 $447
(d) Range of charges reported.... $0-lOS $45-225 $1014--8$-......-------- 8170 $18-158 $1&-33.--------20 $20-2 $125425 $23-113 $70-70.................... $4-26.------------........-$20-743

1 Less than $0.60.
* New York City, and Nassau, Suffolk, Orange, Putnam, Rockland, and Westcbester Counties.

Question 2, table 5, Dec. 12-30, 1955

Proposed construction:J0 7078
(a) Averageforallcases.......... $45 $31 $4 $1 $16 () $7 $7........-........ $3 $1s-......... $22.................. . .........- $ ) ........ $74 $228
(b) Number of cases reporting... 171 69 24 61 65 2 31 31 ................ 2D 3 . 7................................ 80 4 ........ 78 171
() Average forcasesreporting... $4 $78 $28 $4 $41 $4 $39 $39-----------------$24 $47------.....------------------------------- $7 $21----------$162 $228
(d) Range of charges reported.... $45-45 20-199 $I-66 $2-5 $93-75 $3W 530-62 $3042 ................ $20-40 2-100-.-. $8-9........-........................ $4-18 $7-48-........$$ $4-523

Existing construction:
(a) Average forall cases .......... $20 $55 $4 $1 $13 ........ $24 $27........-........- $1 $30-........ $4 ................................ $I0 $6 ........ $27 $
(b) Number of casesreportng..., 96 5 14 27 26 ... 38 335----------------- 48 ........ 80................................ 79 2 ........ 13 06
(c) Average for cases reporting... $20 $97 $27 $4 $4-........ $62 $73........-........ $30 $60-........ -$54........-........................ $12 $3 -........- $199 $263
(d) Range of charges reported .... $20-20 $50-209 $7-90 - $2-10 $20-75..... $30-126 $30-167........-....... 50 $30-100 -........ $25-100 ................................ $5-20 $75-7 ........ $121-350 0-430

Total proposed and existing:
(a) Averagefor allcases..........W$ $40 $4 $1 $15 () $3 $14........-........ $2 $20-........ -$30................................ $6 $2........ -$57 $241
(b) Numberofcasereportlng... 267 124 38 88 91 2 69 ",66........-........ 25 101 ........ 156........-........................ 159 6 ........ 91 267
(c) Average forcasereporting... 3 $85 528 $3 $44 $4 $58 $57-62................................$9 $110 ........ $168 $241
(d) Range of charges reported.... $20-5 $20-209 $7-90 $2-10 $20-75 $5 $30-126 $30-167.............. $20-S0 $25-100 - $W-100-.......................... $4-20 $7-537 ........ $0-M0 $-523

I Less than $0.ft



SURVEY OF CLOSING COST PAID BY MORTOAGORS IN BURLINOT6N, VT., HOUSING AREA,* SEC. 203 MORTGAGES

Question 2, table 6, Od. 1-20, 1961, zone I, low

Incidental costs

Items

Proposed construction:
(a) Average for all cases..........
(b) Number of ceases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....

E sting construction:
(a) Average for all cases.........
(b) Number of cas reporting...
(e) Average for cases reporting...
(d) Range of charges reported ....

Proposed and existing:
(a) Average for all cases ..........
(b) Number of cases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....

FHA
exam-
ination

fee

(d)

$45

$46
$45-45

$20
19

$20

$21
20

$2'
$20451

Mort-
gam 0's
initial
srvice
charge

(e)

(a)

$8

Mort-
gagee's

ap-
piaisal

fee

(M

Credit Survey
r ports

Photos Title
I search

Title
insur-
ance

(k)

Title

abstract

0)

Torrens
certifl-

cate

(M)

Pra o

of deed
and

docu-
ments

(n)

Attor-
ney
fees

(0)

Escrow

fee

(n)4

Mort-
gage
tax

(q)

Rev-
enue

stamps

(r)

Title
trans-
fer tax

(s)

Closing

fee

(M)

Notary
fees

Record-
Ing

fees

(v)

Broker's
oommLs-
slon

(w)

Ad-
lusted
inter-

est

(x)

Other

(y)

Total

Wa
i-I 1- i~ I I-1-----------1 *1-i I *i***'-*-*---~i 1 I-i--i 1. .1 -

$45-45
j

17
$48

18

$8

19'

$911

1

$72
19

$73

$73

* Crittenden County. I Less than $0.60.

Question 2, table 5, Dec. 1.-80, 1955

Proposed construction:
(a) Average for all cases ......... $20 $3-...... -$2............... $15......................$7......................................$3 ..........................
(b) Number of cases reporting... I I I................ I................................................................... 1.........................1
(c) Average for cases reporting.. $20 $3 $2...............$15.......................$7.... ........................................ $3 .......................... $50
(d) Range of charges reported .... $20-20 $3-3--------$2-2 ........ ........ $15-1s........7................$7-7.... .................................. $.......-.....................$0-s

Existing construction:
(a) Average for all cases ......... -$20. ............... $2. .$18................... ................................................ $7 r,.........$747
(b) Number of cases reporting.. I............... ..1....................... ........................................................................ ................ I
(c) Average for cases reporting... $20. - ....... . ........$2.......... ........................ ................................................ $7 $700................ $747
(d) Range of charges reported .... $20-20..........-.........$2-2.................$IF-l8.. ................ ................................................ $7-7 $700-............... $747-747

Proposed and existing:
(a) Average for all cases ......... $2 $2.. $2............. '$17...................... $4............... ........................................ $6 $350 ........ . . . $99
(b) Number ofcases reporting- 2 1 2...... .............................................. ........ ........................ 2 1 ,* ........ 2
(c) Average for cases reporting.' $20 $3 2......... $2........ ......... $.................... 7.................................... $5 $M.9........... $
(d) Range of charges reported.... 20-20 t3-3........$22...... $ .............. .$7-7..................I........................ $------- ..........$37$700-........ ..... $50-747

-1-1-1

I-

$4 8 ........ ... o ........ ... .................... ...

. ...... o............ ,........



SURVEY OF CLOSING COST PAID BY MORTOAGORS IN NEWARK, N.J., HOUsING AREA,* SEC. 203 MORTGAGES

Question 2, table 6, Oct. 1-20, 1961, zone II, high

Incidental costs

Mort- Mort- Prepa-
FHA gagee's gagee's Title Torrens ration Attor- aort- Rev- Title Record- Broker's Ad-

Items exam- Initial pm-s Credit Survey Photos Title insur- Title ertifl- ofdeed ney Escrow gage enue trans- Closing Notary fig commis- Justed Other Total
nation service pralsal reports search ance abstract cate and fees fee tax stamps fer tax fee feea fee s lon inter-

fee charge fee docu- est
mnents

(d) (e) (f) (g) (b) () () (k) (1) (m) (n) Co) (p) (Q) (r) (s) (t) (u) (v) (w) (Z) (y) C()

Proposed construction:
(a) Average foar s------es- .......................s.........................................................................................................................................................................
(b) Number of cases reporting.........--- ....-- ......................--------.--------.--------.--------.------------------------------------------ ----------.---------- ------------------ -----------------------------------
(c) Average for cases reporting ..................................................................................................................................... ..................................................
(d) Range of charges reported ...................................................................................................................................... ..................................

Existing construction:
(a) Average for all cases----------$21 $134 $4 $33 (1) $163 $64 $1 ........ $4 $44 $4------------------------ $2 ........ $12-----------$t3 ........ $500
(b) Numberofcasesreporting .... 121 107 20 19 89 2 103 98 4 ........ 13' 26 3 --........-........-.........- ---- . 101.---------- ----63 -- 121
(c) Average for cases reporting... $21 $152 $22 $ 5 $ 45 $3 $191 $79 $28---------$38 $205 $167-----------------------$1001--------. $1,s ..........- $26 -$500
(d) Range of charges reported.... $20-40 $76-22,5 $20-45 $ 5-6 $2- 110-30 145-130 $15-42.-----.$20-401$2&-4865100-M0-----.----------------125-225 ........ $10-33 .......... $2-72-.........$117-819

Proposed and existing:
(a) Average for all cases.........-$21 $134 4 4 I 133 (1) $163 $64 $1-........ $4 $44 $4]-------.----------------- --- --$2. $12.-----------$13 ........ $500
Cb) Number of casesreporting... 121 107 20 19 89 2 103 98 4 ........ 13 26 3-------------------------3 ........ 101 .......... 63 -------- 121
(c) Average for cases reporting... $21 $152 $22 $5 $45 $3 $191 $79 $28........ -$38 $205 $167i--------------.-------- - -- --$100 . $15------------0$26......... 0
(d) Range ofcharges reported.... $"20-40 76-225 $20-45 - 6 2-3 $10-3M0 $45-130 115-42 --------.$20-40 $25-488100-300.-----.---------------$25-225--------$10-33----------$2-72 --------. $117-819

*Essex, 'Morris, and Union Counties. 1 Less than $0.50.

Question 2, table 6, Dec. 12-30, 1955

Proposed construction:
(a) Average for all cases-----------$45 $62 - $11 110-$8-17 $4------- $81 $71 $4- -9....-........ $96-----.-------.-------------------------------- $14 ..................-........ $414
(b)Numberofcasesreporting .... 4 2 1........ 4....--. .2 4 1.--------.--------- .----------------I--------.---------------.-------- 4--------------------------- 4
(c) Average for cases reporting.-. $45 $124 $5 1------- 40---------$163 $71 $17................. $128---------------------------------------- -$.......................... $414
(d) Range of charges reported.- 5-45AS1103-145 1S---.... -0-------1150-175 152-87 $17-17 ------- -------- 8$35-175 ------------ -------- -------- -------- -------- 1$10-15-------- -------- -------- 838-462

Existing construction:
(a) Average for all cases .......... $20 $32 $1 $1 $21 (1) $70 $45 $1-..... $2 $105........ $2------.------------------------$111 179 -------- $6 $395
(b) Number of casesreporting... 124 39 5 37 so 1 84 g.6.. 9 83 1 -........ ------------------- 99 s ........ 14 124
(c) Average for cases reporting... 120 1102 819 4g $33 $5 $136 $61 $14 18 15-1..-$26 $---------............................... 14-------- 44 39
(d) Range of charges reported - 20-20 3-147 $2-S $1-75 5-, 13-250 26-185 $10-27 -.... $20-49$118-375---------19-21-..........----------------- --- 100-1,100--------.$1-275 $20-1,334

Proposed and existing:
(a) Average for all cases.......... -$21 $33 $1 $ 1$23 (') $70 $16 $1 2 105........ $2------.------------------------ $11 $77 ........ $, $396
(b) Number of cases reporting... 128 41 6 37 84 1 66 94 7 ........ 9 86 ------------------ -------.---------------- 103 1s....... 14 128
(c) Average for cases reporting... $21 $103 $21 $3 13 $) 136 1 82 20........ $28 $156---------$17-........-........................$14 --------- 144
(d) Range of charges reported.... $20--45 $3-147 -30 $2-5 1-7 5-5 3-250 $26-I $10-27........$20-49$18-375........ 9--21........................$--3100-,00 ........ $1-275 20-1,334

Sess than $0.50,



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN WILMINGTON. DEL., HOUSING AREA,* SEc. 203 MORTGAGES

Question 2, table 6, Oct. 1-20, 1961, zone II, low

Incidental costs

Mort- Mort-°Prepa-
FHA ge e 's Title Torrens ration Attor- Mozt- Rev- Title Record- Broker's Ad-Items exam- initl gap- Credit Survey Photos Title insur- Title certifl- of deed rney Escrow gage enue trans- Closing Notary ing commls- Justed Other Total

nation service pralsal reports search dance abstract cate and t-es9 f4* tax stamps fer tax fee fees fees sin inter-
fee charge fee docu- est

ments

Proposed construction:
(a) Average for all cases......----.-------- $103 ........ $7 $25 I $131 $31----------------- $10------------------------------------ $15 $2 $14.......... -$4 ........
(b) Number ofcases reporting....-........ 4 ------- 4 4 1 4 4--------------------------------------------------------- 3 4 4 .......... 4 4
(e) A verage for cases repor ting----..... $13-------- $7 $23 $5 $131 31--------- -------- $10------------------------------------..... $20 $2 $14 -------- 9--------P3a
(d) Range of charges reported----------$90-107-------$.WS $25-25 $5-5 $130-135 $29-35---------------$10--.. ------------------------------ $20-20 V2 $1414----------$3-14- -$330350

Existing construction:
(a) Average for all cases.......... -$10 $100 $1 $1 $29 $3 $119 $27-----------------$20------------------------------------ $16 $2 $13-.........- $4 $1 $350
(b) Number of casreporting .. 12 24 6 Is 23 15 23 23--------- -------- 22 .... ........ ........ 0 2 3------------------------2 0 2 6 3 24
(c) Average for cases reporting... $20 $100 $ $ $7 $124 $28-$22---------------------$20 $2 $13-.........-$18 $8 $3
(d) Range of charges reported .... $20-20 $68-53 $5-5 $4-i5 $25-35 $2-5 $95-159 $21-45---------------$10-70---------------------------------.$15-20 $1-4 *10-20-----------$3-34 $5- $68-501

Proposed and existing:
(a) Average for all cases.......... -$9 $100 $1 $6 $2 $3 $120 $27----------- -$18....................................... $16 $2 $13.----------- $4 $1 $349
(b) Number of casesreportlng.. 12 28 6 22 27 16 27 W7--------- -------- 26--------- *----- -------- -------- -------- 23 24.27----------8 31 28
(c) Aerage for reporting... $20 $10 $5 $7 $30 $4 $125 $28-................ -$20--------$20 $3 $13--$13 $ 85 $349
(d) Range of charges reported .... $20-20 $68-153 $- 4-5 2-35 $2- $95-159 21-45----------------------------------$15-20 1-4 $10-20..........0$3-34 $5- $68-501

*New Castle County.

Question ,, table 5, Dec. 18-80, 1955

Proposed construction:
(a) Average for all cases ......... $5 $63 -------- $3 $13 () $0 $14---------------- $8 $18 -------- $2........-................ $2 $12 $6-----------------$215
b) Number of cases reporting... 4 11 ........ 14 9 1 10 9.-......-........ 5 2 ........ 2 ........................ 6 16 1-........-........ - 16
(c) Average for cases reporting.-. $)20 $92...... $3 $24 $3 $111 $25 ................ $2.5 $143 ........ $17------------------------$4 $12 $100-........-........ $215
(d) Range of charges reported... $20-20 $42-160---------$2-5 $20-25 $3-3 $23-219 $22-38................ 1--$15-W00-186--------$15-19----------------------$2-li $11-15 $100-100----------------$37-732

Existing construction:
(a) Averagefor all cases ......... $6 $ ........ $2 $15---------$153 $30---------------- $13................................................ $1 $11------------------------- $280
(b) Number of casesreporting.. 1 2 ........ 2 3 4 3 ................ 2 ................................................ 4 3 .......................... 4
(c) Average for cases reporting.. $20 $100 ........ $4 $20$163 $40--------.---------$25................................................ $1 $15 .......................... $280
(d) Range ofcbarges reported .... $20-20 $99-100 ........ $2-6 $20--20- $103-197 $23-56--------------- $25-25................................................ $1-2 $-19 .......................... $224-307

Proposed and existing: d
(a) Averagefor all cases......... -$5 $61 ....... $3 $13 () $86 $17.-----------------$9 $14 ........ $2........-................ $1 $12 $5---------------- $228
(b) Number o cases reporting... 5 13 ........ 16 12 1 14 12.........-------- -7 2 ------ 2 ........................- 10 19 1------------------20
(c) Average for cases reporting. 20 $93........ $4 $22 $3 $123 $29........-........ $2 $143........ -$17------------------------ $3 $12 $100........-........ $228
(d) Average of charges reported.. $20-20 $42-10 ........ $2-6 $29-25 $3-3 $23-219 $22-6-6 ................ $15-30 $100-186--------.$15 --1-9...... .$1-11 $8-19 $100-100---------------$37-732

I Less than $0.60.



SURVEY OF CLOSING COST PAID BY MORTOAGORS IN KNOXVILLE, TENN., HOUSING AREA,* SEC. 203 MORTGAGES

Question ,, table 6, Oct. 1-20, 1961, zone IlI, high

Incidental coss

Mort- Mort- Prepa-
FIIA gae's gagee's Title Torrens ration Attor- Mort- Rev- Title Record- Broker's Ad.

Items exam- initial a Credit Survey Photos Title insur- Title certt- deed ney Escrow gage s'kue trans- Closing Notary Ing commls- ousted Other Total
nation service praisrs reports search ance abstract cate and fees fee tax sraps fer tax fee iees fees Sion inter-

fee charge fee docu- e
ments

(d) (e) (f) (g) (b) (i) (J) (k) (1) (m) (n) (a) (p) (q) (r) (s) (t) (u) (v) (w) (x) (y) (a)

Proposed construction:
(a) Average for all cases ......... $53 $123 ........ $4 $23 $1 ........ $70 ................................ $97 ........................ $3 ........ $39------------------ $49 $462
(b) Number of cases reporting... 13 12 ........ 12 12 3 ........ 12 ................-................. 11 ........................ 2 ........ 12 .................. 4 13
(c) Average for cusesreporting... $53 $133 ........ $4 $25 $3.----------$75-.......-........-........-........ - $11......................... --.------------------ $161 $462
(d) Range o. charges reported.... $45-M 9-196-........-$3-5 $15-40 $2-4 ........ f-97-................................ $34-307--------------------- 20- ........ $32-74..................113-- 5 $65-0O

Existing construction.
(a) Average for all cases ......... $21 $97 ........ $5 $2 6 $1........ $55-----------------$1 $2 US........1 1........ $1 ........ $34 .......... $3....--- $272
(b) Number of cases reporting... 44 42 ........ 43 44 9 42------------------10 4 10 ........ 3 ........ 3 ........ 44.......... -33 ........ 44
(c) Average for cases reporting-.. $21 $102 ........ $6 $26 $3---------$58-----------------$3 $25 $110.........$10.---------$22---------$34.......... -$4 ........ $272
(d) Range of clrges reported.. 20--40 $57-183 ........ $3-13 $19-3 $.-......... $10-% --................. $10-10 $10-60 W 29-292........ 4-15........ 20-25 ........ 23-6 .......... $2-7 ....... $140-594

Proposed and existing:
(a) Average for all cases.........- $28 $103 ........ $5 $25 $1 ........-........-......... () 2 $41 ........ $I ........ $2----------$3-----------$3 $13 $316
(b) Number of cases reporting... 57 55 ........ 65 56 1 ........ 54-----------------10 4 21 ........ 3 ........ 6 5........ 5.------------33 4 57
(e) Average for cases reporting... $2W $107 ........ $5 $26 $3 $62------------------$3 $25 $112 ........ $10 ........ $21----------$,M........... $4 $161 $316
(d) Range of charges reported --. $2D-5$57-196........-$3-13 $15-40 $2--3... $10-97--------------. $10-10 $10-M $29-307---------$4-15. -.. -25-- .$23-74.......... $2-7$113-225 66-0

Less than $0.50. * Anderson, Blount, and Knox Counties.

Question 2, table 5, Dec. 12-30, 1955

Proposed construction:
(a) Average for all cases.......... -$21 $97 ........ $2 $21.........-....... 2-----------------23 $18................................................ $9------------------------- $219
(b) Number of cases reporting.... 11 15 ........ 9 1i........-........ 8 ................ 1 6 ................................................ 15 ................... is
(c) Average forcasesreporting.... $29 $97....... $3 $21 ................ $52 ................- $23 $4.--------------------------------------------$9------ ---------------- $219
(d) Range of ehges reported.. $20-45 $6641 ........ W33 $20- -......... $35-62 ................ $4-39 $35-62 ................................................ $7-10 .......................... $149--287

Existing construction:
(a) Average for all cases .......... $19 $96 ........ $3 9 19 ........ $4 $8................. $23 $21 ................................................ $9 -------------------------- $216
(b) Number of cases reporting ._. 34 36 ........ 29 35 ........ 3 Is ........ ........ 85 is ........ ........ ........ ........ ........ ........ 'M .......... ........ ........ 3

(c) Average forcases reporting .... $20 $96........ $3 $20 ........ $4 $51........-........ $23 $37 ........................................... $9 .......................... $215
(d) Range ofcharges reported .... $20-20 $49-144 ........ $-5 $15-25 ........ $1-5 $22-74................ - -42 $30-8................................-........-........ $6-17..............-........ $142-295

Proposed and existing:
(a) Average for all cases .......... $20 $96 ------- $2 $20)........ $26---------------- $23 $18 ................ ................................ $9.......................... $217
(b) Number ofces reporting ... 45 51 ........ 38 60 ........ 26................ 560 24 ........................................... . 0..........-................. 61
(c) Average for case s reporting... $22 $96 - $3 $206$39 ................................. ............ ........... ...... ...........- $217
(d) Range ofcharges reported .... $20-45 $49-144.........$3-5 $15-30.........$1-S $22-72 ........-........ $4-42 $30-62-.........................................--------- $6-17...........................$142-296



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN COLUMBIA, S.C., HOUSING AREA,* SEC. 203 MORTGAGES

Question 9, table 6, Oct. 1-20, 1961, zone III, low

Incidental costs

NMort- Mort- Prepa-
FHA gagee's gagee's Title Torrens ration Attor- Mort- Rev- Title Record- Broker's Ad-

Items exam- initial ap- Credit Survey Photos Title insur- Title certifl- of deed ney Escrow gage enue trans- Closing Notary Lag commis- ousted Other Total
nation service pralsal reports search ance abstract cate and fees fee tax stamps fer tax fee fees fees ston inter-

fee charge fee docu- est
ments

(d) (e) (f) (g) (h) (i) (J) (k) (1 m) ( n) [ (o) (p) (q) (r) (s) (t) (u) (v) (w) (x) (y) ()

Proposed construction:
(a) Average for all cases.......... $9 $ .3 $3 $15........-........ $14.......... .......... .. $53 ................ $2 ........................ .$2........... $17 ........ $167
(b)Numberofcasereporting... 5 ....... 5 5 ................. ........................ . ................ 8 ........................ 5 .......... 9 ........ 11
(c) Average for casesreporting... $20 $116 ........ $6 $33- ........ $3...............$........$116........ .$......................... $4 ..........$$21......... $167
(d) Range of charges reported...-- $20-20 $99-139......... $5-10 25-................ 2-37 ........................ $99-139................ $4-6 ........................ $2-S.......... $1-55........ $1-409

Existing construction:
(a) Average for allcaes-----------$5 $51 ........ $2 $19................. $14........................ $51................. $2 .. $3 ........... $15........ $161
(b) Number of cases reporting... 3 7 ........ 5 7.................. 7....................... 7 ................ 7 ........................ 7 .......... 12 ........ 13
(c) Average for casesreporting.-. $20 $94[ ........ $6 $35-$26 ........................ $94........ ......... $4........................ $5........... $16 $161
(d) Ranges of charges reported--- $20-20 $64-147......... $-8 $35-35 ................ .$19-39....................6$64-147................$3-6 ........................ $4-51.......... $3-32......... $9-386

Proposed and existing:
(a) Average forallcases........... $7 $52.. . $2 $17.................. $14....................... .$2................. .$2........................ $2-......- $16........$164
(b) Number of cases reporting8... $8 121........ 10 12..................12........................12........ ....-... 2 :.............. ........ 121.......... 21 ........ 24
(c) Average for cases reporting. $20 $103 ........ $6 $34................. $28 ........................ $103 ................. $4........................ $5 .......... $18 ........ $164
(d) Range of charges reported .. $20-20 $64-147......... $5-10 $2-35.................$19-39 ..................... V4-147.................$-6.......................$2-5 .......... $1-5.........$1-409

•JLexington and Rlihland Counties.

Question 9, table 6, Dec. 12-30, 1955

Proposed construction:
(a) Average for all cases................. $96................ $28................ $24 ........................ $96........ $4 ................................ $3.......................... $248
(b) Number of cases reporting............ ........ ........ I....1.... ........ I....... ........ ........ ........ I......... ........ ........ ...... 1........... ........ ........ 1
(c) Average for casereporting-............$96................ $2.........$........$$24.........................$96-$4................................$3..........................$248
(d) Range of charges reported ............ $96-96 ................ $25-2................$24-24...............-.......96$6-........4-4 ............................. $3. ....................... S248-248

Existing construction:
(a) Average for allcass .................. $110 $........ $$2 25- ........ $........................$105 $4 ................................ $4........................... $280
(b) Number of casesreporting ........... 3 ........ 2 3 ................... 3. ................ 3........3............................... .3 ........................... 3
(c) Average for cases reporting ........... $110 ........ 44 $25................. $30....................... $105 ......... 4..................$4..........................$280
(d) Range of charges reported .......... 6$87-126 ........ $3-4 $25-26 ................ $24-34................ ........ $87-126......... $3-5..............................$4. ....................... $234-320

Proposed existing:
(a) Average for all cases .................. $107 ........ $2 $26................. $29........................ $103 ........ $4 ................................ $4.......................... $27
(b) Number of cases reporting........... 4 ........ 2 4 ................. 4........4. ................ 4 ........ 4 ................................ 4........................... 4
(c) Average for eases reporting.......... $107 ........ $4 $25................. $29....................... $103 ........ $4 ........................ 4...........*- -............... $272
(d) Range of charges reported ........... $87-126......... $3-4 $25-26-...............124--41........................$87-126......... $3-5 ................................ $3-4..................$234-320



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN GRAND RAPIDS, MICH., HOUSING AREA,* SEC. 203 MORTGAGES

Question 2, table 6, Oct. 1-20, 19061, zone IV, high

Incidental costs

Items

Proposed construction:
(a) Average for all cases .......
(b) Number of cases reporting. -
(c) Average for cases reporting...
(d) Range of charges reported._.

Existing construction:
(a) Average for all cases .......
(b) Number of cases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....-

Proposed and existing:
(a) Average for all cases .........
(b) Number of cases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....

FIIA

Nation
fee

(d)

$21
7

$34
M2-85

$14
18
$23

$2045

$16
2.5

$26

Mort-

service
charge

(e)

$134
10

$148
$811-18M

$116
28

$124
88-74

$121

130
$2 65 88-185

Mort-
gagee's

ap-
praisal

fee

(f)

$5
3

10
$6

$820

13
$18

W820

Credit Survey
reports

$4
10

$5
-14

$4
40

$5

W314

(h)

$27
10

$30
$20-M5

$31
29

$32
$25--70

$30
39

$31
$20-71

Photos Title
search

()

Title
Instr-
ance

$77
10

$84
$74-102

$84

28
$69

$33-I

$68

31

$33-11

Title
abstract

Torrens
certifl-
elteI

(1) ( )

$1
2

$11
$6-If

$1
2

$11
$6-If

Prepa-
ration

of deed
and

docu-
ments

(n)

Attor-
ney
fees

(o)

Escrow
fee

$56
9

$21-205

$56

21
$WO

$17-196

$56
30

$77
$17-205

Mort- IRv-
gage enue
tax - stamps

.. .. .. ........ .

$4.

$131.
$131-131.

Title
tra-fer tax

$3
4

$20
$1241

$2
4

$20
$1241

Closing

fee

(t)

$13

131

$10
$13

813-13

(I)
2

$10
8-13

Notary
fees

Record-
tag
fees

Broker's
coinmis-

son

( ) (v) (w)

$7
9

$8
88-10

$8
3O
$8

$3il

$8
39
$8

$3-Il

$313
4

$80
$39-I, 221

$369
17

$61
$130-1.33

21

$130-I.33

'Kent County. Less than $0.50.

Question 2, table 5, Dec. 12-80, 1955

Proposed construction:
(a) Average for all cases ......... $24 $98 ........- $2 $22 $1 $21 $5 (1) $7 ............................... ........ () ............... $7-..........................$210
(b) Number of cases reporting... 8 13 9 12 6 1 13 1 14 ................................ ........ 1................ 14...........................14
(c) Average for cases reporting.- $42 $105 $3 $26 $3 $17 $60 $4 $8-......................................... $4 ................ .$8.......................... $210
(d) Range of charges reported .... $20-45 $85-120 ........ $3- $20-30 $2-4 $17-17 035-71 4-4 $417........................................ $4-4 ................8417 ....................... $h-121

Existing construction:

(a) Average for all cases......... $11 $109 $2 $27 $1 .........$12 $1 ............. $1 ......................... $8.......................$21(
(b) Number of cases reporting.. 7 15

i 
........ 8 14 6 ........ 13 2 ............. 2 ......................... ....................... 15

(c) Average for cases reporting-- $24 $109 $3 $29 $4.........$59 $10...................................................... $..........$21
(d) Range of charges reported,...- $2045 $49-166..........82-3 $15 $3-5.. 28-83 $4-8 ................ $10-10.................. ........................ W7......................$113-303

Proposed and existing:
(a) Average for all cases......... $15 $104 ....... $2 $23 $1 (1) $53 (-) $3 81....... .. *...............(........$......................... 21(
(b) Nwnber of cases reporting... 15 28 17 28 12 1 26 3 14 ........ 2 ................. . ................. ........................... 29
(e) Averageforcasesreporing.. $34 8101........ $3 $27 $3 $1 $60 $8 $8......... $10......................... 84..................-.........................$210
(d) Range of charges rpoted.... $20-45 $49-166.........$24 $15-45 $2--5 $17-17 $28-83 $4-8 4-17........ $10-10 .................. .4-4 ............... 4--17........................ -30

3 Less than $0.50.

Ad-

inter-
est

(z)

Other

(y)

$8

4
$23

21

$3-122

$20
25

$33
$83-122

Total

(g)

$657
11

$21-i 621

$705
30

$705
1I4-1,725

41

821-1 725

I p q r s



SURVEY OF CLOSING COST PAID BY MORTOAGORS IN INDIANAPOLIS, IND., HOUSING AREA,* SEC. 203 MORTGAGES

Question 2, table 6, Oct. 1-20, 1961, zone IV, low

Incidental costs

Items

Proposed construction:
(a) Average for all ca ..........
(b) Number of cases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....

ExIsting construction:
(a) Average for all ca ..........
(b) Number of cases reporting...
(e) Average for cases reporting...
(d) Range of charges reported ....

Proposed and existing:

(b) Number of cases reporting...
(c) Average for cases reporting...
(d) Range of charges reported....

FHA
exam-
Ination

fee

(d)

$7
13

$20
$20-20

$9
41

$20
$20-23

$9
54

$20
$20-25

Mort-

bitial
service
charge

(e)

$44
12

$131
$40-200

$23

53
$122

$68-22

$64
65

4124
$40-222

Mort-
gae'sap-

praisers
feeI

Credit
reports

(I (g)

$1
6

$20

$4-31

$1
5

$20
$4-31

$2
15
$4

$3
48
$5

12
61

13--10

Survey

(h)

$7
17

$14
$10-15

$11
76

$13
$1 1-25

I C

$13
$10-25

Photos

(1)

$1
7

$4

$2
39
$5

$3-10

$2
46
$4

$3-10

Title

search

()

$1
2

$10
$9-40

"C,)

2
$13

S0-15

C')
4

$11
$9-I5

Title
insur-
ance

(k)

$335
26

$49
$35-45

$42
81

$4w
$2"?6

$40
107
$47

$25-67

Title

abstract

0)

$2
7

$2
$3-17

$2

$11
13-26

$2

23

$3-26

Torrens
certifi-

Cate

CM)

Prepa-
ration
of deed

and
docu-
ments

(n)

$1

2
$20

$20-20

C')

2

$16-15

$1
4

$18
$11-20

Attor-
ney
fees

(o)

$4
11

$13
$12-20

$4
16

$23
110-35

$4
27

$19
$10-5

Mort-
EsCrow gag

fee tax
() 

(q)

$7
8

$34
$25-38

$16
43

$33

$14
61

$33
$25-40

$3
7

$18
$12-30

$4
26
$15

$11-24

$4
33

$16
$11-30

Rev-
enue

stamps

(r)

(2)

114
$14-14

(I)

$14
$14-14

Title
trans- Closing Notary
fer tax fee fees

(a) Wt) (U)

$1

3
$30

$25-aM3
$30

*Marion County. Lss than $0.50.

Question 2, table 5, Dec. 12-30, 1955

Proposed construction:
(a) Average for all cases.........-$47 $88 $2 $1 $8 $1 $7 $44 $2........-........ 2 $2 $1........-........................ $11................... $2 $218
(b) Number of cases reporting... 26 21 4 7 23 6 3 221 4................. 4 2 2............................... 25................... 3 25
(c) Average for cae reporting... $47 $109 $11 $3 $9 $4 $82 1$52 $13................. $13 $25 $20..............................$12..................$16 $218
(d) Range of charges reported... $45-eS $25-149 I10-15 $1-5 $3-25 $2-5 $2-97 25-87 .$3 -........-........$12-15 $2,5-25 $19-20............................... 9-16 .................. $12-20 $107417

Existing construction:
(a) Averagefor allcases ......... $20 $63 $2 $2 $6 $2 $3 $35 $3................. $3 $1 $2..........................$10 $5 ........ $1 $158
(b) Number ofcases reportLng... 48 35 11 17 33 7 9 38 10................. 11 3 4................. ........ ........ 47 1........ 2 48
(c) Average for cases reporting... .$20 $87 $10 $4 $8 $12 $18 $45 $16................. $12 $2.5 $18.............................. $10 $245$..........23 $18
(d) Rangeofchargesreported... $20-2 $25-178 $6-I $1-5 $7-25 $2-,M $3-70 $10-135 .$56................$10-12 25-25 4-23............................. $2-13 $245-245........ $20-26 $56463

Proposed and existing: F

(a)Averageforallcases......... $29 $72 $2 $1 $6 $1 $5 $39 $3.................. $2 $2 $2................. $o $3 ........ $1 $179
(b) Number ofcasesreportin .. 74 66 14 24 56 12 12 60 14................. 15 a 6 ........ ................. 1........72 1 5 74
(c) Average for cases reporting. . $29 $95 $11 $4 $8 $9 $29 148 $15................ $12 $25 $19 ........................ , ..... $11 $245......... $19 $179
(d) Range of charges reported ................................... . .............................................................................................. ........... ........ ....................................

Other I otal

I "' I ~

Record-
iag
fees

(v)

28
$12

$11-13

$11
78

$12
$11-15

$10
106
$12

$11-16

Broker'soommls-
dion

(w)

$10
2

$176
$169-182

$2W
22

1119
$59-170

$24
24

$124
$59-182

Ad-

ter-est

$12
17

$26

31
$26!

$10
48

$26

$2
3

$22

$1

$165

1

$17

$5.37

$146
36

$146
$t0-55

$219
89

$219
110-403

$198
si0-40

.1'.-I-



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN ST. Louis, Mo., HOUSING AREA,* SEC. 203 MoRTGAoS

Question 2, table 6, Oct. 1-20, 1961, zone V, high

Incidental costs

FHA Mot- Mort- Prep-
A e gagee's Title Torrens ration Attor- Mort- Rev- Title Record- Broker's Ad-

Items exam- I ntial ap- Credit Survey Photos Title insur- Title ertifi- of deed nay Eseow gage enue trans- Closing Notary ing commis- Fisted Other Total
nation se.uvice pralsal reports search anoe abstract cat and fees fee tax stamps fer tax fee fees fees uon Inter-

fee charge fee docu- eat
w,.ents

(d) (e) (f) (g) (b) (I) (j) W (k) 1) (mn) () (o) (p) (q) (r) (s) W ( (u) (v) (w) (Z) (y) ()

Proposed construction:
(a) Average for all cases---- -$18 $145 .. 4...... 8........30.$2.$73 $53-- - -- --..-.......... ------------............. .i )$12-.........., $12 (1) 8w
(b) Numberofcasesreporting... 82 88 ........ 87 83 44 ............................................... ........ 1 25 8 .......... 49 13 89
(c) Average for eases reporting $20 $147 4 3 4-........ $-12$ 7........,-........-........-....-...-................... ........ 1 " '25 $3 $12--$ 3 $3 $
(d) Range of charges reported .. 820-20 $79-225 ......... *37 W80....$3- .- 440-153 t37-85-----------------------------------------------. .......$25-25 $1-4 $13i.----------S-7 $2-4 8104-M5

Existing construct Ion:
(a) Average for all cases...........1 $13 S20 3 2 *---------$3 21 2..... $28 $74------------------------------------------------ ....... (1) (1) $16 $29 $11 $1 $318
(b) Number of casesreporting _ 90 138----------103 g0 74.... 126 131----------------------------------------------------1..... I 30 141 29 96 21 144
(c) Average for cases reporting. $20 $133.... $4 $3 4 ........---$33 $81--------------------------------------------------....... $33 $1 $16 4210 116 $6 $318
(d) Range of charges reported.$20-2D 473-220--------- $2-11 *5-40 $1-7 -8.... 15-81 830- ......-------- -------- ------- -------- -------- -------- 8$3-35 111-2 #1-32 $95-320 $1-73 81-28 69-W6

Proposed and existing:
(a) Ave.age for all classes.......... 1 $130 ... $3 $24 $2......... t43 868.................................................(1) (1) f14 118 611 $1 8330
(b) Number of cases reportlng... 172 226........ 190 173 118......... 209 214 ................................ ........... ........- 60 65 226 29 145 34 233
(c) Average for cases reporting... $2 134 4$1........ 14 33 $4........ $153 $71..................................................I 130 $2 15 $145 $18 $3 8330
(d) Range of charges reprted 2- 20 $73-225 ......... 82-1 5-50 81-7. 15-153 $30-110........ ................ ........................ $25-35 $1-4 81-32 $95-32D #1-73 81-28 $9-M

"St. Louis City and St. Louis, Jefferson, and St. Charles Counties. I Less than $0.60.

Question 2, table 5, Dec. 12-30, 1955

Proposed construction:
(a) Average for allicases......... $20 $115 $2 $2 $17 $1 $ $31 ........ t....................... $I............................ ).................C() $239
(b) Number of cases reporting6... 54 52 3 42 36 16 34 32.............................. 3 ................................ 5 52................... 2 64
(c) Average for casesreporting... $20 $,119 834 #3 t $ $4 $61 $52 ................................ $15 ................................ $1 $12.................. $3 $239
(d) Range of charges reported .... $20-20 $77-200 $20-42 $2-6 $21-3 $3-5 842-108 30-100................................ 8$9-19 ................................ $1-1 $3-13 ....... .. $2-4 121-427

Existing construction:
(a) Average for all cases......... $20 $101 () 81 $10 $1 $29 $20................. $1 ........ 2 (1) ... . . . ..... () $12................. () $197
(b) Number of cases reporting... 104 101 1 42 34 23 5 52.................. 6 1........................ 15 97.................. 6 104
(c) Average forcasesreporting$... $20 104 $21 $3 $31 $3 $55 $40................. ..............$269$11......................... $1 $12.................. $5 $197
(d) Range of charges reported .... 8$20-20 $10-170 $21-21 $2-8$3-100 $1-S $12-100$ 20-117 ................ $7-25........$14-34 $11-1........................ $1-3 $10-17 ........-.......... 20 $33-2

Proposed and existing:
(a) Average for all cases.........$20 $106 $1 $2 813 81 $32 $24.................()... . . . . .. () S11.........(I) $211
(b) Number ofcasesreporting... 158 1F3 4 84 70 38 89 84.................. 3. 9 1........................ .20 149 ........ 8........ 8 158

(c) Average for cases reporting... $20 8109 $31 13 28 $3 $57 $45................ $19......... $22 111 .................... $1 812.................. 811 $211
(d) Range of charges reported .... $20-20 $10-200 $20.42 $2-6 $3-100 $1- 8$12-10 $20-117 ................ $7-25........ 9-34 $11-ll........................ $1-3 $3-17............... $2-20 $33-4

I Less than $0.60.



SURVEY OF CLOSING COST PAID BY MORTOAGORS IN HOUSTON, TEX., HOUSING AREA,* SEc. 203 MORTGAGES

Question R, table 6, Oct. 1-20, 1961, zone V, low

Incidental costs

Mort- Mort- Prepa-
FIIA gage 9s ggee's Title Torrens ration Attor- Mort- Rev. Title Record- Broker's Ad-

Items exam-Initial sp- Credit Survey Photos Title insur- Title certifl- of deed ne Escrow gage enue trans-Closing Notary ing commis- Justed Other Total
nation servicepraisers reports search ante abstract cate and fees fee tax stamps fer tax fee fees fees sion inter-

fee charge fee docu- eat
ments

(d) (e) (f) (g) (h) (1) 0) (k) W) (M) (n) (o) (p) (q) (r) (s) (t) (u) (v) (w) (x) (y) ()

Proposed construction:
(a) Average for all cases)..........4 ()3) $49 $)2........62-........$7-...$2..)$17................---. ................ 9.-----------$2 ........ $102
(b) Number of cases reporting... 1 24 1 30 19 1........ 29 3 ........ 20 ........ 13...................3....... 37 .......... 16 ........ 49
(c)Average for cases reporting... $2 $100 $21 $6 $17 $.---------$34 $6........ $18 ........ $ - - ................. 12 ..... ............ $102
(d) Range of charges reported...-. 20-20 $13-193 $21-21 $4- 25 3-8........$3-133 $6-6........ $3-25........ $3-10................. $3-3................ $&-15 .......... 3-16.........$3-3

Existing construction:
(a) Average for all cases .......... $1 $86 ..)..3 $17 $3................$13 ......... $3--)...................... ............. $15
(b) Number of cases reporting... 3 76 1 48 79 46........ .................. 69 .. 56 ................ ................... 84........... .47 .. 9
(e) Average for cacs reporting... $17 $108 $5 $5 $20 $5........ $19................. $18 ....... -5 ................. $4 ................. W .......... $5 ........ $155
(d) Range of charges reported..... $11-20 $5-225 $S $3-10 1530 $ - -........ $9-112 ................ $10-35......... 12-15................ 1$4-4 ................ *$2-31 .......... $3-15......... 5-365

Proposed and existing:
(a) Average for all case----------Cl) $73 (1) $3 $13 12........ $17 ) ........ $11 ................... (1) .................. $11........... $2 ........- $137
(b) Number ofcases reporting.... 4 100 2 78 98 64104 3 ....... 89 ........ 69.................. 4................. 121 .......... 63 ........ 144
(c) Average for cases reporting... $18 $106 $13 $6 $2 $5........ $23 $6......... $18 ........ $5 ................ $3................. $13.......... $6 ........ $137
(d) Range of charges reported.... $11-20 5-225 $5-21 $3-l 1 -30 $3 ... 13-133 1.........A3-35......... $2-15................ $3-4 ................ $2-311.......... *$3-16........ $3-389

*Harris County. I Less than $0.50.

Question 8, table 5, Dec. I-30, 1956

Proposed construction:
(a) Averageforallcases........... $2 $98........ $1 $13 $1 () $66 $1 ........ $4 $2 ........ (1) ........................-- $7 $1.........() $197
(b))Number of cases reporting-.. 3 61 ........ 19 58 8 1 52 6 ........ 20 12 3........................3 58 3 ........ 166
(c) Average for cases reporting... $45 $106 ........ $4 $15 $5 $16 $84 $8........ $13 $ ........ $3 ........................ $12 $8 $19........ $15 $197
(d) Range of charges reported.... $45-45 $58-149........ 3-10 $10-20 $2-7 $15-16 $15-123 $2-1 ........ $10-22 $10-26......... 3-4........................$12-12 $2-15 $17-21 ........ $15-15 $39-30

Existing construction:
(a) Average forall cases.......... $2 $83 (C) $1 $17 $1 $1 $38 $1 ........ $6 $7 (1) ()................................. $8-.........................$165
Cb) Number of cases reporting.. 5 0 1 16 62 13 6 62 6 ........ 32 25 1 2 ................................ 61........................... 65
(c) Average forcases reporting... . *24 $89 $$20 5 $18 $5 $12 $4 $6........ $12 $17 $12 $10................................ $9.........................$165
(d) Range of charges reported .... $2D-40 $65-131 $20-20 110 $15-25 2-9 - $5- $15-113 *3-18........ 3--20 $10-75 $12-12 $2-18 ................................ $1-15 .......................... $59-268

Proposed and existing:
(a) Average for all cases.......... $2 $90 (1) $ $18 $1 $1 $2 $1 ........ $5 $4 (1) (1)-...........................() $8 () .......- ) $181
(b) Number ofcasesreporting.... 8 121 11 & 118 21 7 7 11 12 ........ 562 37 1 a................i........ 119 3.1 131
(c) Average for cases reporting... $32 $98 20 $4 $17] * $12 "60 $7........ $12 $16 $12 $6........................ $12 $9 $19 ........ $15 $181
(d) Range of charges reported .... *20-45 -149 20- $3-10 $10-25 $2-9 *15$ 15-123 t2-15........ *$3-22 $10-75 $12-12 $2-18 ........................ $12-12 $1-15 $17-21........*$15-15 *39-3

Less than 105



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN RENO, NEv., HOUSING AREA,* SEc. 203 MORTGAGES

Question 2, table 8, 0c4. 1-20, 1961, zone VI, high

Items

Incidental costs

FTA
exam-
ination

fee

Mort-

service
charge

(e)

Mort-
gaee's

ap-
praisa

fee

(D

Credit Survey
reports

Photos

(i)

Title

search

0)

Title
insur-
ance

(k)

Title

abstract

(1)

Torrens
certIfl-

cate

(M)

Prepa-
ration

of deed
and

docu-
ments

(n)

Akttor-
ney
fee

(0)

Escrow
fee

Mort- Rev- Title Record- Broker's
gage enue trans- Closing Notary Ing ommls-
tax stamps fer taxi fee 1Ifees I fees sin

Ad-
Justed
inter-

est

(1)

Other

(Y)

Total

(S)

Proposed construction:
(a) Average for all cases .......... $2 $211 $3 $4---.............. $1 $81---..... $17 ........ 9........................$........ $378
(b) Number of casesreportng... 13 12 2 7----------------- 2 8........-............................................2 9.......... 9 ..... 13
(e) Average for case reporting_~ $25 $ $20 $7--------- -------- $8 $99------- -------- -------- --- ---- --------- -------- -------- -------- $2 $14----... 60-------- $7
(d) Rangeof charges reported .. 2-40$131-50D $13-25 $W10----------------$8-S $31-147----------------------------.....$33-70-----------------------------.... $2-2 .4 ...........- $11-224--------.$22D-673

Existing construction:
(a) Average for allcae........... $21- -$21$........ 3 $N.--------.----------------$--------32.-------- $1.---------------() $12-$43. $34
(b) Number ofca&sereporting... 21 20.../ 19 2 3---17-----................-................ 18 ........ 1---------------- 3 20---------- 19 21
(c) Average for casesreporting... $21 $172$7 $24 $24 $72 . ------------------------------- $38----....... $12........-........ - $2 $12----$47.$343
(d) Range of charges reported-.... $20-40i$105--225........|$5-10 $1- -- $184------------178.-..........-....._..-. -$21-70-$1212----------------$2-2 -21-.$5-i----------$244-72

Proposed and existing- I
(a) Average forallcases-----------$22 $182 $1 $5 $1-$3 $------------------------------$27---------(.).-.----------------...$11----------..-- -- $358
(b) Number of casesreporting-- 34 32 b25--2-----------........ ------------------ 23...---------------- 6 29 .34
(c) Average for cases reporting._. $2 $193 M $7 $24 $18$81--------$....----------------------$39---------$12.................-$2 $13----- -$4$35
(d) Range of charges reported$... 2-40 I$10t0 $15-25 $-0 $12- ........ $&-40 $18-178----------------------------21-70--------.$1212----------------$2-2 $3-32------.$5-224- -$220-M

'Wasboe County. I Les than $0.50.

Question 2, table 5, Dec. 12-30, 1955

Proposed construction:
(a) Average for all cases............... $169 (1) $3.............------ - $63 ....... ........................................................ $1 $10.......................... $24
(b) Number of cases reporting ........... 6 1 5-------------------7------- 7 .....-................-................-............. .. 7 ..................-........ 7
(c) Average for cases reporting-----------.$197 $2 $4-----------------------... $63............... ........ ........ ........ ........ ........ ......... $2 $10 .......... ........ ........ $246
(d) Range of charges reported ........... --- - - 300 .2-2 -$4 -. $18--1................................ ........................................-- 2-2 $8-11-- .-- ............... -$3,4

Existing construction:
(a) Average for all cases ................. $120 ........ $4...............-.........- $18........................................................................ $2 $11 .......................... $15
(b) Number of cas reporting--..........1......... I ................ 1........1................................................................ I I .......................... I
(c) Average fol' cses reporting'........... $120 ........ S$4............ . ........ $18........................................................................ $2 $11 .......................... $153
(d) Range of charges reported............$120-126........ $4-4................. ........ $18-18 ...................................................................... $2-2 $11-11 .......................... $1W1bS

Proposed and estting:
(a) Average for allcases ................. $163 () $3 ........................ $57 ........................................................................ $2 $10.......................... $235
(b) Number ofcasesreporting........... 7 1 6........... ......... 8................................................................ 8........................... 8
(c) Average for cases reporting ........... $188 $1 $4 ........................ $57 ........................................................................ $2 $10........................... $235
(d) Range of charges reported ............I -1 $22 $4-4.................... 1$18-12...............................................................$2-2 $8-l..........................

Less than $0.50.



SURVEY OF CLOSING COST PAID BY MORTGAGORS IN BoisE, IDAHO, HOUSINo AREA,* SEC. 203 MORTGAGES

Queastion 0, table 6, Oct. 1-20, 1961, tone VI, low

Incidental costs

Mort- Mort- F Prepa-
FHA = s gagee's Title Torrens ration Attor- Mort- Rev- Title Record- Broker's Ad-

Itemstexam' sve a& Credit Survey Photos Title nsaur- Title certifl- ordeed ney Escrow gage enue trans- Closing Notary. Ing comms- Justed Other Total
nation service pra reports search ance abstract cate and fees fee tax stamps fer tax fee fees fees Sion Inter.

fee charge fee locu- est
inents

(d) (e) () (g) (b) (1) 0) (k) 0) (m) (n) () (p) (q) (r) Cs) (3 ) () (v) (w) (X) (y) (s)

Proposed construction:
(a) Average for all cases----------$4 $120 ........ $3 ........ $2....... ................................................................................ $I........$164
(b) Number ofcasereporting- 2 9 9 34.8................................................................................. 8 .......... I ........ 10
(c) Average for cases reporting... $20 $134........ $4 ........ $3 ........ $33 .................................. .............................. .......... 10 ........ $164
(d) Range of charges reported... $20-20 $100190)........ U-8...... 3-3-........-- $10-40.................................. ....... ........ ................ ........ t$9-.......... $10-10 ......... 820-230

Existing construction:
)Averageforall es............... ........ $4........ ........ ...................................................................... .......... .................... $13

(b) Number of cases reportlng........... 36........ 39......... 24 ........2454...........4............................................................................. 4 ........4.4
(c) Average for casesreporting...-........ $120 ........ $5 ........ $3 ........ M ................................................................................ 1...........$17 ........ $136
d) Range of charges reported.............6-97 ......... 83-13.....................................................$9-15.......... 10-31.........$24-283

Proposed and existing: .... 6---- --- -------- -------- ------
(s) Average for all case ......... $4 $98 .... $4 .$21 ......... $z....... ................................................ $9...........11. $141
(b) Numberof cas . reportingg 2 .............. 2.......... ..... 68
(c) Average for cases reporting. $20 $122 ----- $4 ..... $3----- $7........ ........ ........ ........ ........ ........ ........ ........ ........ ........ $10........... $16 8.... 141

es eprtng.. 2 45 ........ 47 ........ 29 ........ 3 ........... ......
2---.........-

(d) Range of charges reported .... *20-20 $60-197........ $3-13...... .. $3,3...... .-. $10-I(....................................I...............------I $.................$ ....... 81041---------$"4-2M

*Ads County.

Question ,, table 5, Dee. 12-30, 1955

Proposed construction:
(a) Average forallcaes.......... $45 $112 ........ $2 $1 $1 $1 $27 $17 ................................ $2 ................................ $53.......................... $213
(b) Number of casesnreporting_. 8 6 . 1 2 1 3............................... I............................... 4........................... 8
(c) Average forcases report.. $4- 1.0, .. $3 $10 $2 $10 $4 $45-............................. 1................ ...... 0...........................$213
(d) Range of chargesreported.. 4-45$109-3M......... $3-4 10-10 $2-2 $10-10 $14-98 $19-87............................1.-1............................. $8-10.......................... -40

Existing construction: .
(s) Average for all cases.......... $20 $36.81..1.$1.$41$28.........$$12 ........ $4 $3 28)................. . . .$4................. ........ $131

(b) Number of rases reporting... 14 7 . 1I1..a 7................2 2 1 ............................... 7.................. ........ 14
(c) Average for cases reporting.. $20 $109. 83 810........ $15 84 $37......... ........ $28 818 $2 ............................... ........................... $131
(d) Range of charges reported .... $20-20 50-17......... --4 $10-10 ........ $15--15 8-77 5-Ill.................$2-38 $18-18 $2-2 ............................ $3-13 ....................... $33-276

Proposed and existing:
(a) Average for all cases.......... $29 17 ........ $2 $1 () $1 $19 $24................. $2 $2 $1I................................ $4 .......................... $181
(b) Numberofcasesreporting. - 22 131........ 12 2 2 2 10 10 ................. 2 2 2............................... 11........................... 22
(c) Average for casesreporting... $2 $128 ........ $3 $10 $2 $13 $42 ,3................ 8 $1 8 9...... ........................ $8......... ................ $181
(d) Range of charges reported .... 2-43 -305..........82-4..10-40 82-2 810-15 - $ill.... ............... $18- 812-16............................8-13......................833-450





I Based on a monthly survey conducted by the Federal Home Loan Bank
.4oard of about 200 largest insured savings and loan associations of loans made
- the first 10 days of each month.

' Monthly data are not strictly comparable because there Is slight variation
tom month to month of the identical associations reporting. However, the
ta for April 1961, and January and February 1962, are comparable as they are
sed on reports submitted by Identical associations.

3. Differences in the Types and Costs of Fees and Charges Levied
by Different Types of Institutions Extending Housing Credit

No information is available on the types and amounts of fees and
charges levied by different types of institutions in making mortgage
loans. It should be noted in this connection, however, that many of
the charges paid at the time of the loan closing are not under the
control of the lender and are not collected by or for him, such as for
title insurance, property survey, Federal and State stamps on deeds,
recording of mortgage and deed. Some of the other charges made
may reflect work performed by employees of the lender or by outsiders,
such as, the appraisal of the property. The mortgagee's initial service
charge, however, is under the control of the lender.

\Oedif Unions
? Credit unions are limited, under the Federal Credit Union Act, to a
Pnaximum interest rate of 1 percent per month on unpaid balances, and
this rate must include all charges incident to making the loan. We

-nderstand that Federal credit unions make very few mortgag- loans,
p.-Trobably because the maximum 6-year maturity permitted on loans
they may make limits theit operations in this respect.

The following information provided by the Bureau of Federal Credit
',,Unions, Department of Health, Education, and Welfare, explains the

specific charges which are included or excluded from the 1 percent
per month rate.

,'1
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LQ~sion e, tablo 8-Fee. commisa|ons and charge# on conent~onal loan, a peret

of conventional loan ou me, for larger insured. eafnge and loan ascialiosa I
! Fes, oe.. low, md tco- aBer~t
iii " ' " ~of envezt~o na )oe voue c [ -

Year and montb 1" purebw of homes
Construction

__ Newly built JExising
gel:A p ril ------ ----- -- --- -------- ---- -- --- 2 .1 1 1. 11 1. 1I

m ay ---------------------------------- 2.01 1.22 1. 2f
June --------------------------------- 2. 17 1. 14 1. 21
'July ------ ----------------------------- 2.36 .17 1.21
August -------------------------------- . 79 L 18 . 2(
September ----------------------------- 2. 03 .99 1. 21
October -------------- ----------------- 2. 07 1.23 1. 34
November ----------------------------- 2. 25 1.08 1. 2
December ----------------------------- 1. 84 .97 1. 11

1962:
January ------------------------------- 1. 85 .93 1. 14
February -------------- ---------------- 2. 23 .96 1. 2%



1252 TRUTH IN LENDING-1968-64

None of the following costs incident to making a loan may bi'
charged to the borrower if it results in a total cost of more than
percent per month (or 12 percent per annum) on unpaid balances:

1. Inspecting and appraising real or personal property.
2. Recording of chattel mortgages, real estate mortgages, or

other lien instruments.
3. Title search.
4. Bringing abstract of title to real estate up to date.
5. Attorney's opinion as to title and validity of credit union's

lien.
6. Title insurance.
7. Title certificate.
8. Preparing deeds of trust, mortgages, or other lien instruments
9. Chattel lien nonfiling insurance.

10. Credit investigation and credit reports.
11. Credit life (borrower's protection), disability, health, or

accident insurance.
12. Filing assignments of personal property such as life insurance,

policies, mortgages, etc.
Items of cost related to the following have been held to be outside.

the limitation of interest charges, and the borrower may be requirecl
to pay them:

1. Preparing release of mortgage or other lien instrument.
2. Recording release of lien.
3. Hazard insurance on the property, such as fire, theft, liability,

collision, windstorm, or other casualties.
4. Restoring clear title to borrower.

4. Fees or Charges Paid by the Borrower on a "Housing" Credit
Transaction Which Should Be Regarded as Incident to thic
Credit Transaction

While some of these individual items may be considered as incident I
to the credit transaction, and some may not, there are others whic'i
may fall in either category or be divided between the two categories
depending upon the particular circumstances involved.

The listing presented below represents an attempt to classify into th,
categories desired, the individual items of loan closing costs which
appear in table 4 in the information provided in answer to question !!,
It should be noted that many of these charges which are paid at the
time of loan closing, are not under the control of the lender and aic
not collected by the lender.

1. Items which may be considered as incident to the credit trans-
action: 1 , 1

FHA examination fee Photos -

Mortgagee initial service fee Mortgage tax (in the nature of a
Mortgagee appraisal fee stamp tax, etc.),
Credit report Survey (of property)
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2. Items which may not be considered as incident to the credit
transaction:
Title search.
Title abstract.
Escrow fee (usually a charge by an attorney to hold moneys involved

in the settlement, such as for pqyijg off -an existing second mortgage
or other liens, and thereby assures clear title).

Revenue stamps (on the deed).
Title transfer tax.
(Prepaid items, such as for real ,etate, tax4*' spial "sessment,-

ground rents, hazard insurance premiums, an the initial F.A mort-
gage insurance premium are excluded from these FHA data, as was
previously explained in the information presented in answer to
q u es t io n 2 .) . .. " • . I !
Title insurance. Where required solely for the benefit of the lender

and in amount equal to the mortgage amount,, the cliarge should be
included in category 1 above. Where the insurance is aso- provided
for the protection of the owner and may also be extended to cover his
equity in the property, part of the charge should be included in cate-
goy 2 above.

Preparation of deed and documents. Would include preparation of
the deed and mortgage, and therefore should be divided between
categories 1 and 2.

Attorney's fees. Practices appear to differ among communities in
the way this item appears on the settlement statements at loan closing.
In some areas, the attorney's fee may also include title search if con-
ducted by him and possibly preparation of the deed and the mort-
gage. Thus, part of this fee may be included under category 1 and
part under category 2, depending upon what items are covered.

Closing fee. Attorney services for the borrower at closing. Gen-
erally, this does not include preparation of deed and mortgage, but in
some cases may include this. Probably should be divided in some
manner between categories 1 and 2.

Notary fees (for mortgage and deed). Should be divided between
categories 1 and 2.

Recording fees (for mortgage and deed). Should be divided be-
tween categories 1 and 2.

Broker's commission. Under FHAlregulations this is optional with
the borrower. He may, if he so desires, negotiate with a broker to
arrange financing or to represent his interests at closing. This
charge occurs infrequently, but to the extent it does, it belongt in
category 1 or 2 depending upon the circumstances involved.

Adjusted interest. T is adjustment for interest is made to cover
the interest for the period between the time the loan is closed and the
date of the first monthly payment on the mortgage. This'represents,
in effect, a prepayment of interest on the loan and would represent
part of thetotal interest to be paid over the life of the loan.r

I 28-902-64-pt. 2- 87
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* AOINOY REPORTS .

DEPARTMENT OF AOesIuruax,
Wa iM o$ D.Q.O.,-Jy 19, 1963.

FQo. A. Wru.ie RoBOToui
OA44~se~ Omm4fe 6% e 4tking "ad 7urreaos,

VA. 8^06o, #o aftugoo, D.O.ofebur ,10,

Dmm, Ma. 01AImUANe ThiS -t in reply to your letter of February 8, 1963,
requesting a report on S. 750, a bill to assist in the promotion of economic stabili-
zation by requiring the disclosure of finance charges in connection With exten-
s ions of credit.
W- stftngly endorse the purposes of this bill and we afieared personally

before y6nt committee last Mimmer to express our support of S.' 1740, an earlier
version of this bill. Now, as then, we have the firm conviction that the pro-
-posed legislation can provide the cation and aiouse the kind of public
interest that will combat an orSM a ex on in the field Of credit. We
believe that It can low oduetion costs for farm nd raise living standards
for all. By promo a sound and constructive use o edit, it Wil contribute
to echonic go and tho general welfare.

_-_-The Breau the Bdget adv A"he enactment of s -lation along the
lines of 8? revised to plce a s a onsibility in e Federal Trade
Commissio would be In a with e Presi t's program.
'* gin rely yours,

H=& MuiRav, Aotin Seoretary.

GENERAL TII DEP mEN or Comm or.,

Ho. iuspajisN Woo ng~ D.0 Janunaryi 1964.
.Hon. . WILL s !l RTO,(

h n, jornnItflee Ba ji~7oj& iiren ,k.
U.S. tie, l iftgtott,

1) maR. C0 M.AN: Tb letter ia to your request for t Views
this Tnient c neernln 750, a I in tho promoting o0 economic
stabilt on by r in e eel of n'larges in cobn tion with
extens as of cred etto l a ce charge! ,

S..7 would req t o er t bo1 total fa e charge
Ineltiditi statement of annual Ii e rate. Penaiereprovld for under-
statemen of the rate, but. -jotfr ove e t I

Thee tient of ee up R.7I use It Is table for the
consumer because it'wll-b efit ecoli by stimula g efficiency in
distribution. 1-'. / - I
• Disclosure to. e purchaser -of thb a al rate for consume credit charges, as

'required b the Is th6 best conimod denoinator In p tce by which a con-
sumer may know h i1 paying for-freditt ancth compared with credit

--terms of other. ereb 'd lenders, Unless h he an l rate for credit,
he lacks. aluhblo knowledge

While disclosure of the maximum anu rate ean an vantage to
ohe buyer, the matter of making 'possible effectiveltrce toonln fo credit

1 dn be beneficial to the Amerlcan ewonotny and. Its growth. 'Te lever of c06-
sumer debt waS about $M billion atthe end of 196, 2.1ae lnC (asb toi this
figure, from $31 billion in 1946 and P8 billion in 1953, seems clearly to hat$
been a major factor in the growth of our economy. In view of the size of this
type of debt and its potential impact on the economy, it is obviously desirable
to have maximum disclosure of information about credit terms.
S. 750 is popularly known as "truth in lending." The Department recommends

the name "Full Disclosure in Lending Act" to be more accurate and appropriate
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and to avoid any. Implctkonof Wideaprekd, delibet truth in consumer
lending today. While thef1e undoubtedly exist Instances of such deception, which
tend to pull down the ethical practice of. other businessmen tO a '160r doM61*W
tive level than they would choose' 6f their own aeeotd, t1646Ae the ex ions.
Full disclosure will restore to -the consumer the ability to make- free WhOice ti
the marketplace. -3uli disclosure wills in pfactice, free the majority, of buoes.i.
men from competition from those making less than full, credit.Co4 dlaclosurete
It will encobtage a leaner,' healthelr, more eflkent system of distribution.

n. 750 is identical to s. 1740 of the last Congress. Tlh6 Departtaent reiterates
the two recommendations given In its testimony on that tamrlitr bill'- .(1) ,That
it be made clear, preferably in the bill, thatunsolilted prepaymet of an account
by the consumer does not subject the merchant or lender to the danger -of being
accused of charging a higher rate than be has specified - ahd (2)y that an advisory
group of merchants, lenders, and consumers be provided which will consult with
the agency administering the legislation to assure that the regulations an
interpretations will.be workable without being an unnecessary burden ori busi-
ness. It may also be desirable to strengthen the language of section .i(a) by a-
more clear-cut eclusiOn of credit tobusiness enterprises from the coverage of.
the bill. "

We are informed'that c reditors who have customarily used monthly percentage
rates may experience difficulty in expressing these rates In exact annual terms.
For this reason, We believe It would be desirable to permit the creditor as an
alternative to stAting the simple annual rate, to express the rate as-a certain
percent pex month on the outstanding, unpaid balance, but only if (1) fhe rate
is clearly so designated', and (2) 'the statement of monthly rate includes' a brief
guide (suqhWas a simple formula) which the customer can use to calculate-the
simple annual rate to the nearest percent. While such a calculation may not be
precisely accurate in a mathematical sense, it would provide an approximation
which is suficlently accurate to meet the objective of this legislation. Moreover,
such an amendment Would, In our opinion, alleviate some burden upon the
business &omufiity; at the same time it would preserve the principle that the
consumer should have readily available the data necessary for him to make an
Informed decision on credit transactions.

Finally, we' believe that the development and use of standardized charts and
tables will greatly lessen the burden upon businessmen. We recommend that
the bill specifically authorlze their use in satisfaction of the disclosure re-
quirement.

We have been advised by the Bureau of the Budget that there would be zuo
objection to the presentation of our report and that enactment of legislatli
along the lines of S. '750, revised to place administrative responsibility in the
Federal Trade Commission, would be in accord with the President's program.

Sincerely,
T.AwtEicE JoN,,E, Actfng General counsel.

COMPTZOLLE1 GENMAL OF THI UNrIn STATEs,
Washington, Febrary 15 1963.

Hon. A. WLus Ro zTsox,
7ha frman, Committee on Banking and Ourrepft, U.S. Senate.
DAW MIL CHaUMAN: Your letter of February 8, 19M3, requests our comments

on S. 70, 88th Congress. The purpose of the bill Is stated therein as being to
assist In the promotion of economic stabilizatton. To aVeomplish that purpose
the bill would require vendors and lenders to specify In writing.the amount of
finance ch argee in'tlved in credit transactions and the percentage that such
amount bears to the outstanding balance expressed In simple annual interest.

Whether teaetment of the bill would be In the pubie interest appears to be a
matter for the Congress to determine. Consequently, and since 1t6 enactment
would -not Wffeet thb funetions of the General Accounting Office we, have no
comments to offer concerning the bill.

Sincrely yours, " t ,
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TH C94IRMAN.Or TOE COUNCILOF EOONOMIO ADyImE,

Honi Wiws ROBERTSON, " ;
OMirmont U,. Senate Committee onBankhg andoyrrelt, ' :
Washingtof, D.O..

- nR SENATOR, flosnasoN This letteic Is. iA response to yopr Xeques4 for the-
views of the Council of Economic Advisers on S. 750, a bill to assist In the piomo-
tion of economic stabilization by requiring the disclosure of flnarwe bargess In
connection with extensions of credit The views 9f the Consuler Advisory
Council on this bill are being submitted in a separate letter.
,When I wrote to you on July 14, 1961, concerning the predecessor of the present

bill; namely, S.-1740, I suggested two changes. These changes were cOnsidered
in committee at that time, and I am pleased t9 note that they are fully reflected
in S. 750. These changes were: (1) To insert the word.!"average" In,the'phrase
"simple annual rate on the average outstanding unpaid balance of the obligation,"
and (2) to change the bill's declaration of purpose to emphasize the problem of
"untimely use of credit." I am also pleased to note that *. 750 differs from the
earlier bill in that It includes under section 4(b) requirements for disclosure of
finance charges by those extending credit via a revolving or open end credit plan.

I would like to take this occasion to reaffirm our earlier statement In favor of
legislation to require the disclosure of finance charges. Passage of .this bill will
contribute to economic stability by Increasing borrowers' awareness of changes
In the cost of credit that arise out of changes in economic conditions or changes
in monetary or credit policy. Further, passage of the bill will assure the bor-
rower of a yardstick with which he can compare alternative methods and sources
of financing. By improving the consumer's awareness of differences in charges,
the bill will invigorate competition among lenders. For these reasons the Council
of E economic Advisers urges the enactment of S. 750.
We have been advised by the Bureau of the Budget that there is no objection

to the submission of this report and that enactment of legislation along the lines
of S. 750, revised to place administrative responsibility in the Federal Trade Com-
mission, would be in accord with the President's program.

Sincerely,
WALTER W. HELtER.

Tnic CHAIRMAN or THE CouNcIL or EcoNomio Abvims,
WVahington, Auguat 3, 1968.

Hon. WILLis ROBERTSON,
Chairman, U.S. Senate Committee on Banking arie Ourreh t,
Washington, D.C.

DEAR SrNATOB RoBezrsoN In response to your request for the views of the Con-
sumer Advisory Council on S. 750, a bill to assist n the promotion 6f loconomic
stabilization by requiring the disclosure of finance charges in connection with
extensions of credit, I am tranmitting to you their full statement which was
submitted to me on March 21, 1903. The views of the Council of Economic Ad.
visers on S. 750 are being submitted in a separate letter.

The Consumer Advisory Council is, of course, an independent advisory group
and, as such, may have views on particular issues which differ from-those of
the administration. The council was appointed in July 1962 pursuant to a re-
quest by the President that the Council of Economic Advisers establish such a
group. The chairman of the Consumer Advisory Council is' Dea4 Helen 0.
.Canoyer of the New York State College'of Home Fpeomlcs.

Sincerely,
WALE W.HL .LrE

STATEM RNT O nTz CoNsuEr ADvIsoST Cornoi0., MA mo 21; 1968

The Council supports the principles and purposes of the Douglas. truth-in-
lending bill (S.750). Such legislation will: -1 ... '_.

(a) promote the right of consumers to have the facts they need to make
rational, informed Choices regarding credit usage,
,'(t protect the ethical and efficient businessman who wishes to fully

disclose credit charges from those competitors whose eharge6 are deceptive-
ly concealed,
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(c) jinvlgorate price co etitiqi ]1n te consubier credit market, and
thereby cojitribute to the free enterprise systeni, ' 1 ....

(4) *ntoduce a stabilizing,' counteiycllcal element Into the: Nation's
econoipy by, making consumers awat6 of riding credit costs In boom times
and lecllnng credit costs during recession, and

(e) encourage consumers to'shop for' cheaper credit, thereby releasing
funds for purchasing goods and services, thus buttressing the economy and
consujper purchasing power. ... . ..

The committee believes that full disclosure of credit mean that
(a) when credit is extended on the basis of separate contracts, each con-

tract shhUl include: '
(i) an Itemization of the cash or delivered price of goods and services

purchased, and all additional , charges assessed against the'debtor In
connection with the transaction,

(2) the terms of payment (including downpayment, amount'to b
financed, amounts and times of payments needed to retire the obliga-
tion),

(3) the rate at which the finance charge Is to be imposed on the
amount financed, such rate to be in standardized terms so as to be di-
rectly comparable with rates (a simple annual nominal percentage rate)
that 'banks, savings and loan asociations, credit unions, and postal
savings use to disclose earnings on money saved,

(4) the cost of such credit services, expressed in dollars and cents,
and

(5) the terms of credits or charges imposed In the eveAt of advanced
or delayed payments from the contract terms; and

(b) when credit Is extended on revolving credit, open end credit, or plans
other than credit, It shall include:

(1) a clear statement in writing, prior to any agreement to extend
such credit, setting forth the simple annual nominal percentage rate
at which the finance charge will be imposed, and

(2) a clear statement In writing, at the end of each month (which
need not be a calendar month) following the date of the contract, setting
forth :

(a)the outstanding balance In the account as of the beginning of
the month; •

(b) the amount of each extension of credit (including the cash
price or delivered price of any property or service) during such
period, together with the data thereof and brief identification of
any property or services so acquired;

(o) the total amount credited to the account during the period;
(() the amount or amounts on which the finance charge will be

based and the time period for each amount if other than 1 month;
(e) the simple, nominal annual percentage rate at which the

finance charge is imposed, which rate shall be the periodic rate
multiplied by the number of periods in I year;

(f) the finance charge in dollars and cents required for such
period; and

(g) the outstanding balance in the account at the end of the month.

FARML CREDIT ADMI.ixSTRATiON,
Washington, D.C., January 30, 1964.

Hon. A. Wnaus ROBFAiSoN,
Ohairman, Oommittee on Banking and Currency,
U.S. Henate.

DzAR CHAIRMAN RoBEaTsoN: As requested, we are writing to give you the re-
port of the Farm Credit Administration on S. 750, a bill to assist in the promo-
tion of economic stabilization by requiring the disclosure of finance charges In
connection with extensions of credit, which would be known as the Truth In
Lending Act. The finance charges to be disclosed would include loan service fees
and charges In addition to the interest on the unpaid balance. The disclosure
required would Include the total finance charges in dollars and cents and the
rate which the to.al finance charges represent expressed as a simple annual rate
on the average outstanding unpaid balance of the credit.
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The Farm Credit Administration is an independent agency in the executive
branch of the Government (12 U.S.C. 636b) and has the supe-vislon of the 37
banks and 1,240 associations which make up the cooperative farm credit system.
All of such banks and associations are organized and operate under one or the
other of the acts of Congress known as the Federal Farm Loan Act and the Farm
Credit Act of 1933 as currently In effect. The 12 Federal land banks, one in each
farm credit district, make long-term land mortgage loans to farmers through
their 756 local Federal land bank associations. The 484 production credit as-
sociations throughout the country make short- and Intermediate-term loans to
farmers In their respective territories and such loans are rediscounted with the
Federal intermediate credit bank for the farm credit district in which the
association is located. The 12 Federal intermediate credit banks also discount
agricultural paper for other financing institutions. The 13 banks for coopera-
tives, 1 in each district and a central bank in Washington, D.C., make loans
to farmers cooperative associations engaged In marketing, purchasing, or rend-
ering farm business services.

The foregoing banks and associations were established by Congress to make
loans to farmers and their cooperatives on a sound basis at the lowest possible
Interest rates. The boards of directors of the banks and associations, who de-
termine interest rates and fees and charges for loans subject to Farm Credit
Administration approval and within the statutory limitations, are chosen by
borrowers who use the system. To a large extent, the interest factor of any
finance charge is determined by the cost of the loan funds which are obtained by
selling bonds and debentures to the Investing public.

If the interest collected on loans made by the banks and associations exceeds
what is needed for operating expenses, including the cost of loan funds, and to
maintain adequate reserves, the excess Is returnable to the borrowers as patron-
age refunds or dividends on stock. In effect, the operation is for the benefit of
the users of the system and not for the profit of anyone else.

As concerns the cooperative farm credit system, the Information about Interest
and other finance charges given borrowers before a loan Is closed has been
deemed adequate even though it 6dd not include all of the information that
would be required by legislation such as S. 750. However, it Is recognized that
there are purposes to be served by requirlrg creditors generally to make the
more detailed disclosure that would be required under the proposed legislation.
In any event, too, the bill contains provisions which would permit at least cur-
tain credit transactions to be excepted or exempted from its disclosure reqire-
ments.

Advice has been received from the Bureau of the Budget that there is no objec-
tion to the presentation of this report and that enactment of legislation along
the lines of S. 750, revised to place the administrative responsibility in the Fed-
eral Trade Commission, would be in accord with the President's program.

Five additional copies of this report are brlng enclosed as requested.
Very truly yours,

R. B. Toom i, Governor.

FEDERAL HoiME LOAN BANK BOARD,
Washington, D.C., July 17,1963.flen. A. WILLIS ROBF.RTSON,

Chairman, CJommittee on Banking and Ourrenoy,
V.S. ,Senate.

DEA2 MR. CHAIRMAN: We have considered your request for the views of the
Federal Home Loan Bank Board on S. 750 of the present Congress, relating to
the disclosure of finance charges. The Board is in acw.rd with the principle of
the bill. It feels, however, that certain modifications would be desirable.

As you know, the Board supervises the Federallo'ae loan banks, which pro-
vide reserve credit facilities for their members, com- rrlslng chiefly savings and
loan, building and loan, and homestead association and-cooperative banks, all
of which are hereinafter referred to as savings ard loan associations. At the
end of 1962, those savings and loan associations which were members of these
banks constituted almost 98 percent in assets and almost 78 p-rcent in number
of all savings and loan associations in the county, and their loans during that
year approximated 43 percent of the home mortgage loans made by all types of
lenders.
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In addition, the Boerd charters and supervies Federal savings and toak asso-,

ciations and ad'inlsters the Federal Savings and Loan Insurance -Oorporaton,;
which Insureg accounts in savings and loan associations up to a statutory limit
of $10,000. Suct membership and Insurance are mandatory for all Federal payd
Ings and 19.4n saAoqlatlons and are extended on an optloval basis to adch eligible
State-chartered institutions as apply and are admitted.

The primary concern of'the Board as to the present bill is, therefore, Its effect
on the operttlons of these savings and 16an associations, and we feel some
modifications should be made as follows;

(1) The' Federal Home Ioan Bank Board recommends that with respect to
the Federal home loan banks and such savings and loan, building and loan, or
homestead associations and cooperative banks as are members thereof, the
functions vested by the bill in the Board of Governors of the Federal Reserve
System be vested instead in the Federal Home Loan Bank Board.

The Board makes this recommendation because it feels that the importance
of this major segment of the home-financing field to the public welfare is slich
that these functions should be vested, with respect to that segment, in the Fed.
eral administrative agency which has supervisory responsibility for and ex-
perience in this field. It is recognized that subsection (b) of section 5 provides
that the Board of Governors, in the exercise of its powers uncer that section
shall request the views of other agencies, as set forth therein, but the Federaf
Home Loan Bank Board feels strongly that this provision would not, in the case
of such an Important specialized credit field as that of the savings and loan
industry, be an adequate substitute for placing the regulatory authority under
the bill directly in the supervisory agency involved. Such a modification of the
bill could be effected by the insertion, at an appropriate place, of a provision
sonic what as follows:"With respect to such creditors as are Federal home loan banks or savings and
I,an, building and loan, or homestead associations or cooperative banks which
are members of such banks the functions which by this act are otherwise vested
in the Board of Governors of the Federal Reserve System shall be vested in the
Federal Home Loan Bank Board."

(2) Construction loans, ordinarily for the building of homes, constitute one
of the largest elements of the lending activities of these associations, recently
accounting for about 29 percent of the amount of all loans made by them. In
the case of construction loans the customary practice, followed over the years
as a means of protection to the association, is to take a note and mortgage for
a definite amount and repayable at a definite time or in definite installments, and
thus not conforming to the concept of aL revolving or open-end credit plan as set
forth in the bill, but to provide that the proceeds of the loan will be paid out in
installments as the work reaches specified stages.

The dates at which the work will reach these stages cannot be known at the
tine the construction loan is entered into, as they depend on a number of un-
predictable factors, including weather conditions. It is therefore not possible
for the lending institution, at the time the loan is made, to ascertain either the
total amount of the finance charges or their percentage relation to the outstand-
ing principal obligation or unpaid balance.

These construction loans are usually made either to business firms engaged in
building, on land owned by them, homes for the purpose of sale, or to individuals
engaged in that type of business operation, or in some cases to persons who are
having homes built for their own occupancy.

Where made to business firms, such loans could be exempted under the last
sentence of subsection (a) of section 5 of the bill, and it would seem that they
should be so exempted since these firms would presumably have sufficient astute-
ness not to need the disclosure afforded by the bill. Loans to individuals en-
gaged in this type of business operation would also seem to be appropriate for
exemption, although it is to say the least not clear that the bill would permit
their exemption. With respect to all three classes, It would appear to be de-
sirable that the bill be made sufficiently flexible to permit the principle of dis-
closure to be followed without the imposition of requirements with which it
would be impossible or impracticable to comply.

(3) There are other loans as to which it would be Impracticable if not Ini-
possible to achieve strict compliance with terms of the bill. Typical of such
loans are those having variable interest rates. One type of these is exemplified
by loans providing for a stipulated rate with a further provision for a lower
rate when the unpaid principal is reduced to a specified point. Another is 1I-
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lustratd by advances by Federal home loan banks to member institutions. with
provisions for escalation'of the interest rate, and home loans made on a similar
basis by such member institutions. In the case of these and similar arrange-
meits, It Is not apparent how it would be possible to comnlily with the terms of
the bill 'requiring a statement of the total amount of the finance charge and
the percentage that the finance charge beprs to the total amount to be financed,
expressed as a simple annual rate on the outstanding unpaid balance of the
obligation.

The Federal Home Loan Bank Board therefore recommends that the bill be
modified so as to provide the flexibility that appeard'to be needed. It is hereby
suggested that this might be done by adding to the bill, at an appropriate place,
a provision along the following line:"Regulations under this act may provide for such relaxations of or variations
from the requirements set forth in section 4 as in the judgment of the Board
are consistent with reasonable protection of persons to whom credit is extended
and necessary or appropriate in the public interest."

Advice has been received from the Bureau of the Budget that there is no
objection to the presentation of this report and that enactment of legislation
along the lines of S. 760, revised to place the administrative responsibility in the
Federal Trade Commission, would be in accord with the President's program.

Sincerely yours,
JonN DLArrrnz, Acting Chairman.

BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM,

Washington, February 20, 1968.
Hon. A. WniLus RoxzRsox,
Chairman, Senate Banking and Currency (ommittee,
Washington, D.C.

DEAB Ms. CUAIRMAN: This is in reply to your request of February 8, 1963, for
a report on S. 750, a bill to assist in the promotion of economic stabilization by
requiring the disclosure of finance charges In connection with extensions of
credit.

The bill would require any person engaged in the extension of credit to furnish
to each person to whom credit is extended, prior to the consummation of the
transaction, a written statement setting forth, to the extent applicable and in
accordance with rules and regulations to be prescribed by the Board of Governors
of the Federal Reserve System, among other items, (1) 1the finance charge in
dollars and cents, and (2) the percentage that the finance charge bears to the
total amount to be financed expressed as a simple annual rate on the average out-
standing unpaid balance of the obligation.

The Board is in full accord with the purpose of requiring creators to disclose
their finance charges. There is no doubt that the more information borrowers
and credit purchasers have about the prices they are paying for credit, the more
efficiently they can choose among the alternatives available to them. The Board
expressed the same view In its earlier reports on S. 2755 and S. 1740, similar
bills introduced in 1960 and 1961, respectively.

As also stated in its earlier reports, the Board believes that administration of
such legislation would not constitute an appropriate activity for the Federal Re-
serve System. The regulation of trade disclosure practices would be foreign to
the Board-s present responsibilities which are principally in the field of regu-
lating money and credit through the banking system to meet the varying needs
of the economy.

In connection with the trade practices aspect of the bill, the following state-
ment made by the President in his consumer protection message to the Congress
of March 16, 1902, may be noted: "Inasmuch as the specific credit pradtices which
such a bill would be designed to correct are closely related to and often combined
with other types of misleading trade practices which the 'Federal Trade Com.
mission is already regulating, I recommend that enforcement of the new authority
be assigned to the Commission."

Accordingly, as stated in its earlier reports, the Board endorses the objective
of requiring creditors to disclose their finance charges, but believes that it wou ld
be inappropriate for the Board to administer such a bill.

Sincerely yours,
WM. MCC. MARTIN, Jr.
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FEDERAL, 1TADE COILMISSION,

Waahington, D.C., July 18, 1968.
Hon. A. WrLUs ROBERTSON,
Ohairman, Committee on Banking and Curreno,
U.S. Senate, WasMnptb*, P..

DrAB M. CHAIRMAN: This is in response to your request of Febiirary 8, 1963,
for a report on S. 750, 88th Congress, lot session, a bill to assist in the promotion
of economic stabilization by requiring the disclosure of finance charges'in
connection with extensions of credit.

The bill, commonly known as the truth in lending bill, would require that Any
creditor, as defined in the bill, furnisb to each person tO whom credit is extended,
prior to the consummation of the transaction, a clear -written statement apprising
the debtor of detailed information: concerning the transaction, including the total
amount to be financed, the amount of the finance charge, and the percentage that
the finance charge bears to the total amount to be financed expressed as a'simple
annual rate on the average outstanding unpaid batanceof the obligation.

It further provides, in connection with a revolving or open end cre(1dit p1n, that
a creditor would be required, in lieu of other information, to furnish the person
who is to receive credit, a clear written statement settlngforth the simple annual
percentagerate or rates at which a finance charge will be imposed ; and to furnish
him at the end of each monthly period (which need not be a calendar month)
following the entering Into of any such agreement, a clear written statement
setting forth:

(a) The outstanding balance In the account of such person_ ,as of the
beginning of such monthly period ;

(b) The amount of each extension of credit (including the cash-price or
delivered price of any property or service acquired by such person) during
such period, together with the date thereof and a brief identification of any
property or service so acquired;

(o) The total amount received from, or credited to the account of such
person during such period;

(d) The finance charge (in dollars and cents) required for such period;
(e) The outstanding balance in the account as of the end of such monthly

period; and
(f) The simple annual percentage rate or rates providing a yield equal

to the finance charge imposed.
The bill provides that the failure of a creditor to disclose to a debtor any

information required by the act or any regulation issued pursuant thereto shall
make him liable to the debtor in the amount of $100 or in the amount equal to
twice the finance charge required by the creditor, whichever Is the grehter,
except that such liability shall not exceed $2,000 on any credit transaction.
Willful violation subjects a creditor to criminal penalties.

Section 2 of the bill provides that "It is the purpose of this Act to assure a
full disclosure of-such cost with a view to preventing the uniformed (sic] use of
credit to the detriment of the national economy."

S. 750 is In consonance with #he purposes of the Federal Trade Commission to
prevent deceptive trade practice and foster fair and healthy competition. It
would, we believe, by requiring the disclosures specified In the bill, prevent
deception and misrepresentation to the borrower which often results from tho
failure to reveal the true finance charges. Such disclosures enable a party,
seeing to have credit advanced to him, to make an intelligent election as to
whether or not to embark on a financing project by allowing him to be aware
of the true cost to him of the credit. The bill thereby seeks to prevent the
untimely use of credit for the acquisition of property or services. The Com-
mission favors the principle of the subject bill.

Under present statutes the Federal Trade Commission's ability to protect a
debtor as to misrepresentations of the terms and conditions of a loan Is limited
to the Commission's authority under section 5 of the Federal Trade Commission
Act, which empowers the Commission to restrain deceptive acts and practices
In commerce. The only cases which the Commission has brought in this regard
a--'e thosq pertaining to misrepresentations of finance charges in the purchase of
automob-'les. In General Motors Corporation v. Federal Trade Comntission,
114 F. 2 33 (2d Cir. 1940), cert. denied, 312 U.S. 682, and Ford Motor Com-
pany v. Federal Trade Coommission, 120 F. 2d 175 (6th Cir. 1941), cert. denied,
314 U.S. 68, the Commission successfully enjoined advertisements of " percent"
credit charges where the plans of the respondents resulted in actual costs to 'he
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automobile purchaser considerably in excess of that figure. In other cases in-
volving automobile dealers, the Commission has issued cease and desist orders
prohibiting false representations as to financing terms.

In this same area, the Commission, in 1951, Issued "Trade Practice Conference
Rules Relating to the Retail Installment Sale and Financing of Motor Vehicles."
These rules (sometimes referred to as the auto pack rules), among other things.
declare that it is an unfair trade practice for the seller to fail, before the con-
summation of the sale, to furnish the buyer a signed itemization in writing,
separately disclosing the finance charges, insurance costs, and all other charges
to be paid by the purchaser. These rules, as is true of all the Commission's trade
practice rules, are not self-enforcing but are simply advisory in nature, being
designed to eliminre and prevent trade practices which are violative of laws
administered by the Commission on a voluntary and industrywide basis.

In connection with certain provisions in section 4 of the subject bill, the Com-
mission has two suggestions for the consideration of the committee.

(1) Section 4(a) (7) contains the phrase "average outstanding unpaid balance
of the obligation." Scme additional wording appears needed in order to delimit
or make more certain the meaning of the term "outstanding unpaid balance"
and the word "average" appears to be inappropriate for several reasons. First,
in the event that mathematical precision is desired, the use of an "average" bal-
ance does not impart a sufficient degree of accuracy to such computation; see-
otrdly, if, on the other hand, it is desired that a broad area of discretion be left
to the administering authority, "average" may be unduly restri,:tive in that it
would limit the choice of methods of computation, which may properly be the
subject of regulations. The Commission is of the belief that the word "declining"
in lieu of "average" would be more revealing to the debtor. That is, the creditor
would be required at the time the loan was consummated to inform the debtor
the percentage that the finance charge, expressed as a simple annual rate, bears
to the declining unpaid balance of the obligation if future payments are made
according to the terms of the loan so that the principal of the loan declines with
eacb payment.

(2) In lieu of section 4(b) (2) (F) which presently reads "the simple annual
percentage rate or rates providing a yield equal to the finance charge imposed,"
we are of the opinion that it would be more desirable to express this in broader
language such as "a restatement of the simple annual percentage rate at which
the finance charge is imposed."

The President in his special message on protecting the consumer interest
stated that "Excessive and untimely use of credit arising out of ignorance of its
true cost Is harmful both to the stability of the economy And to the welfare V1
the public. Legislation should therefore be enacted requiring lenders and vendors
to disclose to borrowers in advance the actual amounts and rates which they will
be paying for credit."

The President in this message noted that the specific credit practices, which
would be covered in a bill requiring full disclosure to prospective credit users,
are closely related to other types of misleading trade practices which the Federal
Trade Commission already is regulating. The President, therefore, recommended
that enforcement of the new authority be assigned to the Commission.

Should the committee follow the recommendation of the President, amend-
ments other than those we have suggested herein, in our opinion, would be
required.

It should be noted that the Board of Governors of the Federal Reserve System,
which is now named in the bill as the administering agency, is not given any
authority to enforce, by cease and desist orders or otherwise, any regulatior-,
which it may promulgate pursuant to the provisions of the bill. If it is deter-
mined by the committee that the Commission is to adrpinister the bill, we would
suggest an amendment providing that a violation of the regulations issued by the
Commission in the manner prescribed in the bill, shall constitute a violation of
section 5 of the Federal Trade Commission Act (15 U.S.C. 45). The Commis-
sion, if such violation is proved, in accordance with the requirements of the Fed-
eral Trade Commission Act, should be empowered to issue cease and desist orders
in the same manner and with the same legal effects as now provided by statute
for any other violation of said section 5.

It is our belief that it is rather incongruous for the agency which is to admin-
ister legislation of this type and is to issue regulations intended to effectuate the
purpose of the legislation, should have no authority to enforce the provisions of
the legislation or regulations issued thereunder. Of course, such authority
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would be in addition to the penalty provisions now provided in the bill for viola-.
tons thereof.

With reference to other amendments, which undoubtedly will be necessary if
the Commission Is to be named in the bill as the administering agenCy, most of
them would be of a rather technical nature requiring discussions between mem-
bers of the committee staff and the staff of the Commission. We assure the
committee of the availability of the Commission's staff for such discussions.

In the event the Federal Trade Commission Is named to administer a truth
In lending law, we request that Congress appropriate sufficient additional funds
for the use of the Commission to enable the Commission to administer the pro-
gram efficiently without impairing present statutory operations of the Com-
mission.

The Bureau of the Budget advises that there Is no objection from the stand-
point of the administrator to the submission of the proposed report and that
enactment of legislation along the lines of S. 750, revised to place administrative
responsibility in the Federal Trade Commission, would be in accord with the
President's program.

Commissioner Anderson is opposed to this bill.
By direction of the Commission.

PAUL RAND DIxoN, Chairman.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
Washington, July 22, 1963.

Hon. A. WILLIS ROBERTSON,
Chairman, Committee on Banking and Currency,
U.S. S ate, Washington, D.C.

DEAR Mi,. CHAIRMAN : This letter is in response to your request of February 8,
193, for a report on S. 750, a bill to assist in the promotion of economic stabiliza-
tion by requiring the disclosure of finance charges in connection with extensions
of credit.

The bill would provide that all lenders and credit sellers shall furnish to the
consumer, prior to the consummation of the credit transaction, a clear statement
in writing setting forth the details of the transaction, including the amount to be
financed, the finance charge expressed In terms of dollars and cents and the per-
centage that the finance charge bears to the total amount to be financed expressed
as a simple annual rate on the average outstanding unpaid balance of the obliga-
tion. In the case of revolving or open-end credit the requirements would be ad-
justed to monthly periods but would require the written statement revealing the
finance charge in dollars and cents for such period and the simple annual iler-
centage rate or rates providing a yield equal to the finance charge imposed.

While all consumers, of course, have a need for the facts on how much they
are paying for their purchases, such knowledge is especially important for low-
income groups. Many of the people to whom credit is extended are not aware
that they are contracting to pay interest in amounts that are equivalent to annual
rates on the average amount of the unpaid balan-e of as much as 18 and 24
percent, and thus are sharply redu-ing the limited amount of money they have
available for Hying expenses. We believe that the proposed disclosure of finance
charges would be of distinct value In enabling people to make informed decisions
about prospective purchases and would, in particular, constitute an important
contribution to income maintenance of the low-income groups such as retired per-
sons and those on the public assistance rolls.

The Federal Credit Union Act which is administered by the Bureau of Federal
Credit Unions in this Department has from its beginning specified "rates of inter-
est not exceeding 1 percent per month on unpaid balances, inclusive of all
charges incident to making the loan." The conversion of this interest charge to
a shnple annual rate and a finance charge in dollars and cents would impose no
burden vpon Federal credit unions or their officials and employees.

As President Kennedy said in his consumer protection message to the Con-
gress of March 15, 1962, "excessive and untimely use of credit arising out of
ignorance of its true cost is harmful both to the stability of the economy and to
te welfare of the public. Legislation should therefore be enacted requiring
lenders and vendors to disclose to borrowers in advance the actual amount and
rates which they will be paying for credit."

We therefore endorse the purposes of this bill. (Since we would have no
responsibility for administration of the law, we have no comment to offer on the
bill's administrative and detailed procedural aspects.)
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We are advised by the Bureau of the Budget that there is no objection to
the presentation of this report and that enactment of legislation along the lines
of S. 750, revised to place administrative responsibility in the Federal Trade
Commission, would be In accord with the President's program.

Sincerely,
ANTHONY J. CELEBREZZE,

Secretary.

HOUSINo AND HOM FINANCE AGENCY,
Waohgt on, D.C., July 18,1968.

Subject: S. 750,88th Congress (i1enator Douglas).
Bpn. A. WILLIs RoBursox,
Chairman, Commit tee on Banking and Currency,
U,$. Senate, Washington, D.C.

-.DE. MR. CHAIRMAN : This Is in further reply to your request for the views
of this Agency on S. 750, a bill to assist in the promotion of economic stabiliza-
tion by requiring the disclosure of finance charges in connection with extensions
of credit.

The bill would require anyone in the business of extending credit, except
pursuant to a revolving or open end credit plan, to give each person to whom
he extends credit prior to consummation of the transaction, a written statement
disclosing (1) the total finance charges In dollars and cents, and (2) the total
finance charges expressed as a simple annual rate on the average outstanding
unpaid balance of the obligation. The term "finance charges" would include
Interest, fees, service charges, axd discounts incurred In connection with and as
an incident to, the extension of credit. In cases of revolving or open credit the
disclosure of finance charges in the form of a simple annual interest rate or
rates would also be required prior to extending the credit, and in addition, a
monthly statement by the creditor to the borrower setting forth certain specified
information.

The Housing Agency strongly supports the objective of 8. 750 and favors enact-
ment of legislation along the lines of this bill. As stated in my testimony last
year before your Subcommittee on Production and Stabilization on the "truth
in lending" bill, the application of the bill to housing is desirable because it would
help people to make wiser decisions in buying and repairing homes and because
it would improve mortgage lending practices.

There is, of course, an essential difference between the typical mortgage loan
transaction and other forms of credit. Unlike the practice in the case of in-
stallment loans, It is customary in mortgage lending to express the interest rate
on a mortgage in terms of the simple annual Interest rote based on the outstand-
ing balance of the loan. However, the borrower normally Is unaware of the
total dollar amount of the finance charge. The proposed legislation would pro-
vide this information to the home buyer in that it would require disclosure of
the total amount of interest charges over the life of the loan in dollars ard
cents. This dFzclosure could deter some home purchases with low downpayments
and extended maturities which result in a high total finance charge. It would
also tend to make buyers think twice about the high cost of second mortgages,
contracts of sale, and other secondary financing devices. It might also encourage
larger downpayments on homes in order to reduce the cost of credit. This is
generally desirable for the purchaser. Also it would strengthen the mortgage
credit structure. It is believed that the net effect of the bill upon the volume
of home purchasers would not be significant /

The Federal Housing Administration In 1001 initiated actions to assure that
borrowers under FHA-insured loans were informed as to the true cost of the
obligations they are undertaking. The title I IOroperty improvement loan ap-
plication now includes a chart which shows the true interest rate on the loans
and the total interest charges involved in these loans under varying amortiza.
tion periods. The chart is on th reverse side of the application form. Copies
of this application form have been furnished to your committee previously.

In addition, a guide to home buyers and home owners containing information
on mortgage and property improvement financing c6st has been distributed in
large quantities. The initial publication was revised in September of last year
and a copy is enclosed for your information. Charts are provided in the pub-
lication which show specific monthly payments and total interest costs in vary-
ing amounts for varying amortization periods. The pamphlet is necessarily
general in nature but it includes sufficient information to acquaht the home
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purchaser with the types of costs be will pay in a home, mortgage transaction.
It has been furnished to FHA mortgagees and notices or its publication have
been widely published at frequent intervals. There is a continuing number of
requests for copies of the publication.

The bill Wguld have no significant effect upon the operations of the Feeral
National Motertgage Association. Occasionally the association sells acquired prop-
erties obtained through foreclosure of knortgages (or deeds In lieu'of foreclosure),
under installinent repayment arrangements. The volume of such sales Is low
and the Information on finance charges regularly supplied to the purchasers
would probably suffice for the purposes of the regulations contemplated under
8.750.

The Bureati of the Budget has advised that there is no'objection to the pres-
entation of this report and that enactment of legislation along the lines of S. 750,
revised to place administrative responsibility in the Federal Trade Commission,
would be in accord with the President's program.

Sincerely yours,
RoBnzr 0. WEAvEs, Admfnistralor.

FHA FINANCING M HOME PURCHASES AND HOMP, IMPROVEMENTS

A guide to financing costs and home buying ability-Federal Housing Adminis-
tration, a constituent of the Housing and Home Finance Agency

INTRODUCTION

Under the* FHA program home loans are obtained from private lending in-
stitutions and the homes are built by private contractors. FHA insures the
private lender against loss in the event of failure on the part of the borrower
to repay the loan In full, and requires that new homes be built in conformance
with certain minimum property standards.

Through this system of loan Insurance and the development of housing stand-
ards, VIFA has established a pattern of long-term low-interest loans and has
helped to elevate the standard of housing in the United States.

Lenders; by. being insured against loss, are willing to accept smaller down-
payments and to lend their money over a longer period of time and under cir-
cumstances where they might not otherwise be willing to invest.

This works to the benefit of the home buyer and has brought millions of people
into the- home buying market who might not otherwise have been able to obtain
the type of loans they need.

FHA also, extends these concepts to home Improvements and to rental and
cooperative housing projects.

To finance its operations, FHA charges an insurance premium of one-half of
1 percent per annum on the average scheduled mortgage loan balance outstanding
during the year. This charge is included In the borrower's monthly payment.
The FHA insurance charge for title I home improvement loans is paid by the
lender.

FHA has prepared the following basic explanation of what some typical inter-
est aid other financing costs on a home purchased or improved under the FHA
system would be. A guide to home buying ability is included on page 4. It is
hoped that this information will be helpful to prospective borrowers seeking to
purchase or Improve homes.

HOME MORTOAOE LOANS

'When you borrow money to buy a home, you pay interest and other charges
for using the borrowed money. These charges add to the cost of buying Four
home. It is Important, then, to make your arrangements for a home loan as
carefully as you would arrange for any other large purchase.

Shop around and get the facts from various lending institutions, just a§ you
shopped around and got the fact fromi various sellers before you selected' the
home you wanted.

Before entering into a contract for the purchase of a home you should have
satisfactory answers to these important questions:

.(1) How much do I need to borrow to buy the home?
(2) Ho.w long shouldd I take to epay the loan?
(8) POW ituchis' the loan going to cost Ine? '

If you'r able.to make a largerdwr -payment, you .anmanage with a sller
mortgage loii but lf'you can aftoid'6 nly a smi/all down payaefit, you wjl ,.pf
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course, require a larger loan. When lenders invest their money over extended
perIods of time they must get a substantial return; therefore, you will save
interest by borrowing as little as you can and repaying the loan In the shortest
possible time.

For instance, if you borrow $10,000 at 5%t-perent interest, the monthly pay.
nient to principal and Interest is $12.10 less if the loan is made for 80 years than
if It Is made for 20 years; but the total amount of interest you would pay in 30
years would be $3,669.49 Laore than you would pay In 20 years, In other words,
a 30-year loan would cost you about 60 percent more in total interest than a 20.
year loan would cost.

Many families are able to own their homes and raise their Uving standards
only by using long-term loans with low monthly payments. But the interest
costs on long-term loans can become very high. So you should weigh carefully the
relative advantages of a longer or shorter term loan In your particular
circumstances.

The tables on the next page show the monthly payments and total cost of
Interest and mortgage insurance for some typical loans at 5 percent.

Monthly payment to prtnolpal, interest, and mortgage insurance premium and
total monthly payment at 5 percent

$10,000 $15,000 $20AM0

Term of
loan Vdrincpal Mortgage Total Principal Mortgage Total Principal Mortgage Total

and insurance monthly and insurance monthly and Insurance monthly
interest premium' payment interest premium' payment interest premium 1 

payment

20years... $67.40 $4.11 171.51 $101.10 $6.17 $107.27 $ 134.80 $822 $143.0
2Syea ._. 60.00 4.13 64.13 90.00 (.19 90.19 120.00 8.26 12& 26
30 years... 55.30 4.14 59.44 82.95 6.21 89.16 110.60 8.28 1 89
3 years... 52.10 4.15 56.25 78.15 .22 84.37 104.20 929 112.42
40 years . 49.90 4.15 54.05 74.85 6.23 81.08 99.80 8.30 108.10

I Monthly premium during first year of loan at the rate of one-half percent per annum on aveage out-
standing balance during year.

2 Maximum mortgage term limited to 35 years except that the term may be increased to not more than
40 years when authorized by the Commisioner.

Total cost of interest at 5IA percent und total mortgage Insurance premiums

$10,000 loan $15,000 loan $20,000 loanTerm ..... .........._____

of
loan Insur- Insur- Insur-

Interest ance Total Interest ahOe Total Interest aince Total
premium premium premium

20 yesrs... $6, 169 SW $6, 77 $9254 W $10,136 $12,339 $1, 175 $13, 51t
U year... 7.94 757 8.711 11,930 1. 13,066 15,907 1,1.5 17,422
30) yea... 9.839 937 10,776 It, 758 1,405 16,163 19,678 1,873 21,01
36 years... 11,851 1,129 12, 9W 17,777 1,693 19,470 23,M 2,258 25,%0
40years .. 13,931 1,327 15,268 20,890 1,990 22,88 27,8d2 2,8 80,815

I Maximum mortgage term limited to 35 years except that the term may be increased to not more than
40 years when authorized by the Commissioner.

Nom.-Taxes and hazard Insurance are added to the monthly payments, but ieot shown [n tbese charts.)

Mutuality
Mortgage insurance premiums collected by FHA under section 203 (the regu-

lar home mortgage insurance program) are paid Into the mutual mortgage In-
surance fund. Under certain conditions, homeowners may receive dividends
from the fund when their mortgags are paid in full.

Discounts
The rate of interest that lenders can charge on mortgages insured by FIIA

is lower at times than the yield required by lenders in the market. For this
reason, lenders sometimes discount FRA mortgages--that Is, they charge a
certain number of points (a point is a dollar per hundred dollars of mortgage
amount) to make up the difference between the FHA interest rate and the yield
requLired on the market. The number of points charged varies in different places
at different times, and among different lenders.



TRUTH. IN LENDING-- 19.03-64 AJR,7
Because FHA regulations prohibit the home buyer from paying a discount, t1e

builder of the house or the person 'selling it may be required'to pay the
amount. FHA, of course, cannot control the charges that a lender cole(ts
from anyone other than the buyer whose mortgage is insured. -

FHA regulations do allow the buyer to pay an initial service charge, if the
lender requires it. The charge cannot be more than 1 percent of the mortgage
amount if the house Is already built, or 2% percent If the house Is to be built.
The lender can ask the borrower to pay a discount if the borrower is building a
home for his own occupancy or refinancing a property on which there Is an out-
standing mortgage.

Additional costs
Additional costs to the borrower include the FHIA application fee, recording

fees and taxes, title examination, credit report, and other closing costs that vary
from one locality to another.

YOUR IIOME BUYING ABILITY

Congress has progressively authorized the Federal Housing Administra.
tion to insure lower downpayment, longer term loans for home mortgages as ex.
perience has indicated that such financing is successful. FHA, over the years,
has built on its experience to develop carefully the basis for its credit analysis
of prospective borrowers.

The chart at the bottom of this page indicates the types of considerations
involved in calculating a borrower's ability to pay. You can use this chart to
determine your own ability to carry a mortgage in a certain amount.

Family income and circamatances
Different families place Importance on different things, so that one may be

willing to give up a great deal to own a home while another considers homeown-
ership of much less Importance. Thus, even if your income is the same as that
of another family, the amount you can safely spend on homeovnership may be
much more or less than the other family can afford.

FHA's review of your transaction
Naturally you don't want to assume a debt you can't handle, nor does the

FHA want you to. When you buy with an FHA-insured mortgage, FHA's cohn.
plete credit review Is intended to help avoid such a problem.

The FHA review is made after an approved lending institution, which is will-
Ing to make the loan, submits your application to the FHA. It covers not only
appraisal of the property and the neighborhood, but also careful analysis of you
as a buyer.

In this part of the review, FHA considers why you want to buy the property
and how much money you expect to have available to pay for it-the same
factors you consider in deciding what you could pay for a home. The analysis
EtHA makes Is Intended to serve as a safeguard for you in the transaction.

11hat PHA estima tea
In Judging the feasibility of insuring your mortgage, FMA makes three esti-

mates with respect to your ability to meet monthly payments on the mortgage.
The three estimates are:

(1) An estimate of your effective Income-what you have as dependable,
continuing income.

(2) An estimate of your prospective monthly housing expense-what it
will cost you to occupy the property.

(3) An estimate of all your debts, living costs, and other financial
obligations.

Your dependable income
Since a long period of time is usually Involved In paying off the mortgage

obligation, the prospect of increasing your income above your regular salary is
seldom a safe basis for determining the amount of housing expense you will be
able to pay. A realistic estimate of your current dependable income Is a sounder
basis. In estimating dependable income, FHA screens out all except income of a
continuing nature,

Income derived from overtime work, from employment of other members of the
family, from return on a capital Investment, from the renting of a room, or
fro1 the rendering of occasional personal services can rarely be Viewed as depend.
abler continuing Income. Salaries of working wives may be considered effective
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for tbs purpose when their employment has been established as a part of the
family life, Ordinarily it would not be reasonable to conclude that a wife's
employment is a definite pattern of the family life if she has been married only

.4a short tirpe or has been employed only recently.

Your housing expense
'Thre's more to housing expense than mortgage payinents and taxes. Besides

these items, housing expense generally includes hazard insurance premiums,
maintenance and repairs, and utilities.

FHA compares your prospective housing expense with the housing expense
you are used to paying. If the prospective expense is greater and you have
been unable to save any money while paying the smaller amount, there will be
more risk in your undertaking the additional expense. The only way you could
pay the increased amount, without having a corresponding Increase in your
income, would be to cut down on some of your other living expenses. This
usually is a very difficult thing to do.

Your standard of living
In arriving at a conclusion as to what is a safe relationship between your

prospective housing expense and your net effective income, FJ1A gives considera.
tion to the housing expense normal for your Income bracket and to your use of
installment credit as reflected in the items on your family budget.

Your total fnanciat obligations&
The relationship between your total financial obligations and your income is

an extremely important consideration.
If the purchase of a certain home would mean you'd have to sacrifice too

many. other things of importance to you, then you might soon find homeownership
becoming more of a burden than a pleasure. Further, your ability to set aside
money for emergencies would be impaired, which could result in a forced sale
or loss of your home.

On the other hand, if there is a balanced relationship in which your income
is sufficient to meet all your-obligations without strain, the purchase of a home
can bring lasting satisfaction to you and to your family.

Emphasis on good Judgment
Experience gained from insuring mortgages on millions of homes in America

has convinced the FHA that no quick formula can be indiscriminately applied in
relating either housing expense or purchase price to a prospective homeowner's
income. FHA will consider your age and Income along with other factors as
they affect your ability to repay the loan.

The only sure way of evaluating potential risk when you buy a home is to use
good judgment-your own best judgment combined with the sound judgment
furnished by experienced mortgage lenders and by the FHA.

INCOME (MONqTHLY)

Your take-home pay---------
Wife's take-home pay (if she is steadily employed) ................

Total income .....

(a) Housing expenses (monthly):
Estimated payment on mortgage loans;.

Principal
Interest ......
Mortgage insurance premium (if FHA) ...............

Hazard insurance premium ...........
Taxes and any special assessments
Estimate for for maintenance and repairs ..... ---......
Estimate for utilities:

Light ------ ----- &----
Heat------------
Water--
Air Conditioning --- - - -------------- -----

Total (a) -----------------------.. ..........
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EXPENSES AND OBLIGATIONS

(b) Living expenses (monthly) :
Food--
Clo -------- --- ------ ---- n-------g -- ---
Instirance premiums (theft, liability, life, accident, hospital,

etc.) -------------------------
Education ........ ------------------
Medical and dental .............
Automobile (operation, license, repairs)
Transportation --------------------------
Recreation and entertainment-..
Emergencies ----------------------------------------------
Miscellaneous (dues, contributions, etc.)

Total (b) ...............
(o) Fixed obligations:

Installment payments (automobile, appliances, furniture,
etc.)-------------------------

Other debt payments (personal loans, etc.)
8tate income taxes ........
Retirement fund--
Miscellaneous (support of parent, etc.)

r NTtal (o) .......---------------------------- *
Total (a)
T otal (b) .........................

Total expenses and obligations (a) + (b) + (o)

if you sell your property
If you sell your home while the insured mortgage is still outstanding, there

are several ways in which the buyer can arrange the financing. Be sure you
understand how these arrangements will affect you. Discuss them with your
mortgage lender.

(1) The buyer can pay cash, and you can pay off your mortgage balance.
This, of course, ends your obligation under the mortgage.

(2) If the buyer makes a downpayment representing the difference be-
tween the selling price and the unpaid mortgage balance, and if he Is accept-
able to FHA as a substitute mortgagor, your mortgagee lender can arrange
for him to assume the mortgage, FHA will consent to your release 'from
liability, aild you will have no further obligation.

(3) The buyer can buy the property subject to the mortgage. FHA ap-
proval of this arrangement is not necessary, but you will still be liable on
the mortgage; that is, if the buyer fails to make this mortgage payments
the lender will look to you for payment. This could impair your credit
standing, result in serious claims against you, and have other undesirable
results. One of the other two arrangements mentioned above is generally
preferable.

Home improvement loans
FHA offers several insurance programs to aid homeowners In the financing

of home improvements. This explanatory sheet does not present the terms for
financing improvements which involve refinancing a mortgage or the use of an
open end device. However, the following tables show the cost to the borrower
of financing improvements with a section 203(k) or section 220(h) loan or a
title I loan.

Section 203(k) and 220(h) loans have similar terms: 3- to 20-year amortiza.
tion period, maximum amount of $10,000 per family unit, and a 6-percent maxi-
mum interest rate plus the one-half percent FHA insurance premium. A 220(h)
loan Is for use in urban renewal areas only.

FIIA charges an application fee on these loans. The loan is secured by a
recorded lien against the property. The lender may require the borrower to pay
a 1-percent closing charge, as well as fees and taxes for recording the security,
charges for credit report, title examination, and other closing charges that vary
from one locality to another.

23-902-64--pt. 2-38



in general the minimum aniount on these loans is $1,000 under payineuts to principal, interest, and FHA insurance premium under

section 220(h) and $2,500 under section 203(k). sections 203(k) and 220(h).

Below are some typical loan amounts, amortization periods, and

Section 203(k) and section 22O(h) monthly paymV4 to principal, interest at 6 percent per annum, and insurance premium

5-year loan 10-year loan 15-year loan 20-year loan

Amount of advanceI
Principal FHA Total Principal Insurance Total Principal Insurance Total Principal Insurance Total

and Insurance monthly and premium monthly and premium I monthly and premium I monthly

Interest premium I payment Interest payment interest payment Interest payment

$1.000 --------------------- $19.34 $0.38 S19.7$1 $11.11 $0.40 $11.51 $0.41 $8.95 $7.17 $0.41 $758

$6,000 ------------..-----.... 116.04 2.30 118.34 86.86 2.41 69.07 50.64 2.45 53.09 43. 2 2.47 45.49

$10,0-0-------------------- 19.40 3.83 197.23 111.10 4.02 115.12 84.40 4.09 88.49 71.70 4.12 75.82

'Monthly premium during 1st year of loan of the rate of one-half percent pbr annum on an average scheduled outstanding balance during the year.

Total cost of interest and insurance premiums

5-year loan 10-year loan 15-year loan

Amount of advIace Interest Insurance Total Interest Insurance Total Interest Inurance Total

premium amount premium amount prevouin I amount

$1,000---------------------- $0 $13 $173 $32 $28 $360 $519 $3 $562

32M- ..- ---------- 40 33 ,33 830 9 1.297 108 1.405

S5O ----------- M 8 lO 1.901 188 2,157 3.113 259 3,372

310,000- .------------------ 1W 133 1,732 3.319 277 3,861 5,1s8 432 6,620

20-year loan

Interest Insurance Totalpremium amount

$718 $80 $778
1,795 150 1,940
4,309 359 4,8
7,182 M9 7,780

.....

t-

tm I



Title I of the National Housing Act provides a limited home Im-
provement program with a maximum loan amount of $3,500 and a
maximum term of 60 months. The lender is allowed to charge a

discount of not more than $5 per $100 per year on the first $2,500
of the loan and $4 per $100 per year on the amount above $2,500.

The $5 or $4 discount should not be interpreted as 5 percent or 4
percent interest.

The table below shows some typical loans, payments, and costs

under title I and the equivalent interest rate for the amount of
discount shown.

TrrLE I.-Property improvement loans with equal monthly payments to principal and interest

Amount of advance

$1 00 ------------------------------------

32,5W ------------------------------
$3,5W -- ---------------------------

Maximum
dscount
per year
per $100

$5
5
55

12-month loan

Equivalent
Monthly interest
payment rate

(percent)

$43.88 9.58
87.72 9.58

219.3) 9.58
306.11 9.01

24-month loan

Equivalent
Monthly interest
payment rate

(percent)

$22.25 9.43
45.89 9.43

114.71 9.43

15.72 .89

36-mon

Monthly
payment

$15.97
31.94
79.85

110.93

th loan 48-month loan 60-month loan

Equivalent Equivalent Equivalent
interest Monthly interest Monthly interest

rate payment rate payment rate
(percent) (percet) (portent)

9.30 $12.49 9.18 $10.40 9.05
9.30 24.97 9.18 .79 9.05
9.30 62.42 9.18 5L96 9.06

8.77 86.53 8.65 71.89 8.54

Total cost of interest

12-month loan 24-month loan 36-month loan 48-month loan 60-month loan

$26 $51' $75 $9 $123
-- - -- - -- - -- - -- - -- - -- - -- - -- - -- - - -- - -- - -- - -- - -- -I --- - - -- - -53 101 150 198 247

$2,500- .............---------------------------------- -- - ------------------------------------------------ 653 813
$3.500 

1.......3 
.......................................................................

73 3 3...3.
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OTHER FHA CONSUMER PUBLICATIONS

FHA-206 FHA's new home Improvement programs.
FHA-208 FHA home mortgage insurance.
FHA-219 FHA mortgage insuran,3 on low-cost homes.
FHA-221 FHA mortgage Insurance for rental and cooperative housing for per-

sons of low and moderate income.
FHA-247 FHA mortgage insurance on housing for the elderly.
FHA-467 FHA forbearance proi isions.
FEA-491 FHA mortgage nsurence on condominiums.
FHA-492 FHA low-cost housing for small towns and outlying areas.
FHA-3239 Summary statement on cooperative housing.

Available upon request from " he Office of Public Information, Federal Housing
Administration, Washington, D.C.

Information contained in this publication is subject to regulatory and statutory
changes.

?HA INSURING OFFICES

Alabama, Birmingham: City Hall, 710 North 20th Street.
Alaska, Anchorage: Room 228, Federal Building, Post Office Box 779.
Arizona, Phoenix: 244 West Osborne Road.
Arkansas, Little Rock: 34,93 Federal Office Building, 700 West Capital Avenue.
California:

Los Angeles: Petroleaim Building, 714 West Olympic Boulevard.
Sacramento: 1800 1 Street, Post Office Box 1978.
San Diego: 1415 Sixth Avenue.
San Francisco: 100 California Street.
Santa Ana: 208 North Main Street.

Colorado, Denver: Railway Exchange Building, 909 17th Street,
Connecticut, Hartford: 170 Sigourney Street.
Delaware, Wilmington: 536 Wilmington Trust Building.
District of Columbia, Washington: Railway Labor Building 400 First Street NW.
Florida:

Coral Gables: 3001 Ponce de Leon Boulevard.
Jacksonville: 21 West Church Street.
Tampa: 422428 Henderson Boulevard, Post Office Box 10596.

Georgia, Atlanta : 101 Marietta Street Building.
Hawaii, Honolulu: Pacific Insurance Bulldin3 1677 Ala Moana Boulevard.
Idaho, Boise: 231 Idaho Street.
Illinois:

Chicago: 36 South Wabash Avenue.
Springfield: Adams Building, 624-30 East Adams Street.

Indiana, Indianapolis: Architects and Builders Building, 333 North Pennsylvania
Street.

Iowa, Des Moines: 615 Park Street.
Kansas, Topeka: 700 Kansas Avenue.
Kentucky, Louisville: Madrid Building, Third and Guthrie Streets.
Louisiana:

Neve Orleans: Federal Building, 701 Loyola Avenue.
Sh,'eveport: 627 Spring Street.

Maine, Bangor: Exchange Building, 27 State Street.
Maryland, Baltimore: 404 North Bond Street.
Massachusetts, Boston: 100 Boylston Street.
Michigan:

Detroit: 1249 Washington Boulevard, Book Building.
Grand Rapids: B & G Terminal Building, 900 Monroe Avenue NW.

Minnesota, Minneapolis: 110 South Fourth Street.
Mississippi, Jackson: 301 North Lamar Street.
Missouri:

Kansas City: Prudential Insurance Building, 427 West 12th Street.
St. Louis : 315 North Seventh Street.

Montana, Helena: Steamboat Block, 616 Helena Avenue, Post Office Box 1697.
Nebraska, Omaha: 215 North 17th Street.
Nevada, Reno: 70 Linden Street.
New Hampshire, Manchester: Post Office Building, Hanover and Chestnut

Streets.
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New Jersey:
Camden: The Parkade Building 511) i\deral Street.
Newark: 10 Commerce Court,

New Mexico, Albuquerque: 625 Trum'in St.eet, Northeast.
N,w York:

Albany: City & County Savings Bank Building.
Buffalo: 304 U.S. Court House.
Jamaica: 205-207 Hillside Avenue.
New York: 2 Park Avenue.

North Carolina, Greensboro: 221 South Ashe Street.
North Dakota, Fargo: 203 10th Street North, Post Office Box 407.
Ohio:

Cincinnati: 817 Vine Street.
Cleveland: 1375 Euclid Avenue.
Columbus: Old Post Office Building.

Oklahoma:
Oklahoma City: 1401 North Robinson.
Tulsa : 9 East Fourth Street Building.

Oregon, Portland: Cascade Building, 520 Southwest Sixth Avenue.
Pennsylvania:

Philadelphia: 2 Penn Center Plaza.
Pittsburgh: 200 Grant Building, 330 Grant Street.

Puerto Rico, Santurce: Garraton Building, 1608 Ponce do Leon Avenue, Post
Office Box 8065.

Rhode Island, Providence: Post Office Annex.
South Carolina, Columbia: 1515 Lady Street.
South Dakota, Sioux Falls: 225 South Main Avenue.
Tennessee:

Knoxville: 725 Gay Street SW.
Memphis: Cleveland Building, 43 North Cleveland Street.

Texas:
Dallas: Wilson Building, 1621 Main Street.
Fort Worth: 711 West Seventh Street.
Houston: Federal Building, 500 Rusk Avenue.
Lubbock: 1601 Avenue North, Post Office Box 1647.
San Antonio: 535 South Main Avenue.

Utah, Salt Lake City: 315 East Second South.
Vermont, Burlington: Federal Building, Elmwood Avenue.
Virginia, Richmond: 400 North Eighth Street.
Washington:

Seattle: Norton Building, 801 Second Avenue.
Spokane: 501 Amer!can Legion Building, 108 North Washington Street.

West Virginia, Charleston: 500 Quarrier Street.
Wisconsin, Milwaukee: Wisconsin Broadway Building, 312 East Wisconsin

Avenue.
Wyoming, Casper: 804 South Spruce Street, Post Office Box 1852.

FHA SERVICE OFFICES

Alabama, Mobile: 717-A Holcombe Avenue.
Arizona, Tucson: 202 South Tucson Boulevard.
California, Fresno: 2135 Fresno Street,
California, San Bernardino: 1120 E Street.
Connecticut, Bridgeport: 83 Fairfield Avenue.
Florida, Orlaudo: 134 East Colonial Drive.
Indiana, Gary: Rooms 205, 209, and 210, Post Office Building.
Michigan, Flint: Room 105, Churih and Third Streets.
Nevada, Lag Vegas: 207 Ogden Street.
New York, Rochester: Room 1247,25 North Street.
Tennessee, Nashville: Room 715, 1717 West "nd Building, 1717 West End Avenue.
Texas, Beaumont: 490 Bowie Street, Room 240 Bowie Building.
Texas, El Paso: 206 San Francisco Street.
Virginia, Norfolk: 403 U.S. post office, 00 Granby Street.
Washington, Tacoma: Security Building, 915% Pacific Avenue.
Washington, Kennewick: 317 West Kennewick Avenue.
Wyoming, Cheyenne: 1603 Capitol Avenue.
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U.S. DEPARTMENT OF JUSTICE,
OFFICE OF THE DEPUTY ATTORNEY GENERAL,

lVaehington, D.C., Repternber 9, 1963.
Hon. A. Wr.Lis ROBERTSON,
Oh irman, Comitttee on Banking and Ourrency,
U.S. Senate,

Washington, D.C.
DR SF.zATOR: This is in response to your request for the views of the De-

partment of Justice concerning S. 750, a bill to assist In the promotion of
economic stabilization by requiring the disclosure of finance charges in connec-
tion with extensions of credit.

The bill would provide that the cost of credit be fully disclosed to prospective
purchasers on a uniform basis. This objective would be achieved by requiring
that the two essential measures of the price of credit be presented to the pur-
chas~ag public (1) th total dollar cost of credit, and (2) the simple annual
rate on the average outstanding balance of the loan. The Federal Reserve
Board would prescribe rules and regulations to carry out the provisions of the
bill. Certain credit transactions would be exempt from coverage of the measure.
The bill makes clear that lenders will not be exempted from complying with
credit disclosure laws in any State, except to the extent that such laws are
directly inconsistent with the provisions of the legislation. Civil and criminal
penalties would be provided for violations of the provisions of the measure.

The bill Is identical with the committee print of S. 1740 (87th Cong.) on which
former Assistant Attorney General Loevinger presented a statement of the De-
partment's views before the Production and Stabilization Subcommittee of the
Senate Committee or Banking and Currency on May 10, 1962, copy of which is
attached. As set out in that statement and the testimony of Judge Loevinge- in
the hearings on S. 1740 before the above subcommittee (hearings on S. 1'740,
87th Cong., May 8, 10, 11, 15, 16, 17, and 18, 1962), the Department favors this
legislation which would protect the consumer by enabling every borrower to
make an informed choice of alternative credit prices and promote competition in
the field of consumer finance.

At the hearings on S. 1740 in the 87th Congress Senator Douglas asked if the
Department would furnish language to strengthen the recitals in the "Declara-
tion of Purpose" section of the bill. He also suggested that there had been con-
stitutional questions raised regarding the legislation and requested that the
Department submit a memorandum covering constitutionality. In a letter dated
August 22, 1962, responding to Senator Douglas' request the Department sub-
mitted suggested language designed to strengthen the "Declaration of Purpose"
and to emphasize the constitutional power and responsibility of the Congress
concerning the subject matter of the legislation (hearings on S. 1740, pp. 112-
115). We believe that it would be desirable to amend S. 750 to include the
proposed declaration of purpose as set out In that letter.

S. 1740, 87th Congress. contained civil as well as criminal penalties, and, as
orginally introduced, contained a subsection (e) of section 7 which provided
that a final judgment rendered in any criminal action brought by the United
States under the proposal "shall be prima face evidence against such defend-
ant in an action or proceeding brought by any other party against such defendant
under this Act or by the United States * * *." In our report on S. 1740, dated
July 17, 1901, and in the Departmnt's memorandum set out on page 116 of the
hearings on the bill, we suggested that the reference to the United States in sub-
section (e) of section 7 be eliminated, since any conviction for violation of the
measure would constitute conclusive evidence that such a violation occurred In
a subsequent parallel civil suit brought under the proposal by the Government.
However, the Department believes that a provislol similar to section 7 (e) should
be included In S. 750 but that It should be limited to private litigants. If 1 his Is
done, it Is suggested that, for the reasons set out in the memorandum on page
116 of the hearings, the 1-year limitation on the bringing of actions as provided
for In section 7(a) be lengthened, and perhaps, in addition, be tolled during
the pendency of a criminal action.

Subsection (c) of section 7, which sets forth the penalty provisions of the
measure. provides that "any person who willfully violates any provision" shall
be punished. This section would include failure or omission to furnish the state-
ment but would not cover statements which contain false and Inaceurate Informa-
tion. It is suggested that subsection (c) be so enlarged.
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A typographical .rror it. noted In line 3 of pagt. 2 of the bill. The word
'uniformed" should be changed to read "unlnformed-"

The Bureau of tMe Budget has advised that there: Is no objection to the sub-
mission of this reloot, and that enactment of legislation along the lines of
S. 750, revised to pLic, administrative responsibility in the Federal Trade Com-
mission, would be in acord with the President's program.

Sincerly yours,
NICHOLAS DEB. KATZENBAOH,

Deputy Attorncy Gmeral.

STATEMENT OF )E LOEVINOER, ASSISTANT ATTORNEY GENERAL, ANTITRUST Divi-
sOON, DEPARTMENT OF JUSTIcr, BEFORE THE PRODUCTION AND. STABILIZATION
SUBCOMMITTEE OF THE SENATE COMMITTEE ON BANKING AND CURRENCY, ON
S. 1740, MAY 10, 1962

I appear today In response to the request of your chairman, Senator Douglas,
to discuss S. 1740, (committee print) the truth in lending bill. I am grateful
for the opportunity to present the Justice Department's views on this bill. We
believe that disclosure of the true cost of cy.edit would (1) protect the consumer
by enabling every borrower to make an informed choice of alternative credit
prices, and (2) promote competition in the field of consumer finance.

The bill would assure that the cost of credit will be fully disclosed to proslec-
tive purchasers on a uniform basis. This object is achieved by requiring that
the two essential measures of the price of credit be presented to the -purchasing
public-(1) the total dollar cost of credit; and (2) the simple annual rate on
the average outstanding balance of the loan.

As the President expressed It in endorsing the objectives of the truth it
lending legislation In his consumer protection message:

"Excessive and untimely use of credit arising out of ignorance of Its true cost
is harmful both to the stability of the economy and to the welfare of the public.
Legislation should, therefore, be enacted requiring lenders and vendors to dis-
close to borrowers In advance the actual amounts and rates which they will be
paying for credit. Such legislation, similar in this sense to the truth-in-securities
laws of 1933--34, would not control prices or charges. But it would require full
disclosure to Installment buyers and other prospective credit tusers, and thus
permit consumers to make informed decisions before signing on the dotted line."

President Roosevelt, in his message to Congress on March 29, 1933, concerning
the proposed truth-in-securities law said, "This proposal adds to the ancient rule
of caveat emptor, the further doctrine 'let the seller also beware.' It puts tbe
burden of telling the whole truth on the seller."

The preamble to the Securities Act of 1933, stated that the purpose of the law
is "to provide full and fair disclosure of the character of securities * * *." The
principle underlying that law, like that underlying the instant bill, is that an
informed purchaser in a free marketplace will make a decision which is best for
him, end theretor6, best for the entire economy. Before an issue of securities can
be offered to the public for sale, the Issuers must furnish the Securities and
Exchange CommissioL with all pertinent data regarding the Issue. Furthermore,
prospective Investors must be furnished with a prospectus which is simply a con-
densed revision of the larger statement. The Commission does not guarantee
the soundness of the securities for investment purposes, but it does assure the
investing public disclosure of pertinent Information. Certainly, if relatively
sophisticated and prosperous Investors require legal guarantees of full dis-
closure, the need for such information by purchasers of common products and the
ordinary necessities of life is much more compelling.

The problem of the consumer protection is not new. As long ago as 1941, the
Court of Appeals for the Sixth Circuit recognized that :

"The average individual does not make. and often is Incapable of making,
minute calculations to determine the cost of property purchased on the deferred-
payment plan. Meehanization, industrialization, and urbanization have trans-
formed the structure of our society and raised to the proportions of a major
social problem, the protection of the installment purchaser against his own
Ignorance and the pressure of his need." I

The pace of mechanization, urbanization, and industrialization has not de.
creased. Installment credit' is an even more important factor in the economy

I Ford Motcr Co. v. Federal Trade 7omnfsion, 120 F. 2d 175,'182 (6th Cir. 1941).
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than it was in 1941. Clearly, the need for honest disclosure of credit costs is
greater than ever before.

Unfortunately, experience has shown that some degree of Government super-
vision is necessary to encourage the statement of finance charges in a simple,
uniform, and truthful way. In the 1930's, several financing agencies, led by
GMAO, adopted and advertised a "0-percent plan," which was, in reality, a $6
per hundred dollars add-on plan with a true interest rate of approximately
11% percent The Federal Trade Commission enjoined the advertising of the 6-
percent plan as misleading and deceptive, and this injunction was upheld in two
Courts of Appeal cases, General Motors Corp., et a?. v. Federal Trade Commiss (on,
114 F. 2d 33 (2d Cir. 1940) and Ford Motor Co. v. Federal Trade Commi.8slon,
120 F. 2d 175 (6th Cir. 1941). But FTC's ability to deal with the problem
of disclosure of the true costs of credit is limited. First, the FTC now lacks
Jurisdiction over banks, which are increasingly important sources of consumer
credit. Second, many lenders are subject to State regulation which requires
them to state their rates in certain ways, such is a monthly rate, which are
confusing to consumers because of nonuniformity, but might not be classed as
misleading and deceptive. Third, the FTC, with, perhaps, certain limited
exceptions, has no power to promulgate general uniform standards of disclosure
but can only prevent actual deceit and misrepresentation. The general uniform
disclosure standards of this bill provides a quicker and fairer solution of the
problem thpan reliance on FTC procedure.

The need for increased consumer protection is highlighted by the rapidly in.
creasing number of personal bankruptcies. I am iW)ormed by the Administrative
Office of the U.S. Courts that personal bankruptcies in the fiscal year ended
June 30, 1901, totaled 131,402. This is an Increase of over 33,000, or more than
33-percent over the 97,750 cases filed in fiscal 1960, and Is the largest increase in
history. It is reasonable to believe that the misuse of consumer credit has
contributed to this rise in the bankruptcy rate and that the misuse of consumer
credit is ?ncouraged by the present practice of keeping the consumer in the
dark as to the true cost of credit. The record of tMe previous hearings contains
many examples of individuals who were totally unaware of the rate of finance
charges they were paying, and who would probiLbly not have accepted the
particular financing if they had been aware.

These people are victims of what Clarance B. Randall, former president of
Inland Steel Co., has recently described as the credit racket. As Mr. Randall
put it:

"There are still unscrupulous vendors who overpersuade the unwary buyer
of modest means by no-payment-down, take-all-the-time-you-need pitch. The true
interest charge on the deferred balance is not revealed, and the seller makes his
money out of the financing of the debt rather than as legitimate profit on the
merchandise." 2

This bill of course, will not, and does not claim to, solve all the personal
problems created by easy credit. This bill will not prevent the consumer, whose
desire for a new automobile or boat is so great that he is willing to pay 30 percm nt
finance charges, from making the purchase. It will enable him to determine more
accurately how much of his income Is going for the goods he wants and needs
and how much is devoted to the cost of credit. Hopefully, the informed consumer
will then be better able to allocate his disposable income rationally.

I believe that S. 1740 woud encourage and stimulate price competition in the
consumer finance field. Indeed it is almost impossible to imagine how true
price competition can take place under present conditions in which it Is im-
possible for the consumer to compare the cost of credit from one source with
the cost of credit from another. For purposes of competition, it is not important
whether the true cost of installment credit is 12, 18 percent, or any other amount.
It is important, and indeed essential, that the user of credit have the necessar
information with which to compare the cost of credit from alternative source&
Only when the consumer has this information, can the price of credit reacd
realistic competitive levels through the action of the free market.

Although we have had very little antitrust action in the field of consume
finance we have had one case which is relevant to the prbolem of disclosure.
Texas grand jury returned a Sherman Act indictment In 1944 charging ove
60 defendants, corporate and individual, with conspiring to fix interest rate

' Claren B. Randall. "For a New Code o! Buslnes Ethcs." New York Times magaziue
Apr. 8, 1962? reprinted in Congresstonal Rec rd, vol. 108, No. 70, p. 7092.
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on small loans mad e in 20 Southern and Southwestern 'States. Among the
practices charged in the indictment were agreements to withhold information
from borrowers about the true cost of credit. This case terminated in 1950, when
61 defendants pleaded nolo contendere, and'fines totaling $262,500 wei'eimposed.
Thus we recognize that nondisclosure of rates has been employed as an anti-
competitive device. We cannot, however, take remedial action under the Sher-
man Act unless we can prove a conspiracy in violation of that act.

Other witnesses before this committee, notably James Tobin, a member of the
President's Coaneil of Economic Advisers, have emphasized the necessity of
full disclosure of market information to the proper operation of a free market.
Theodore 0. Yntema, now a vice president of Ford Motor Co., pointed out as
long ago as 938:

"Price competition may be promoted either by government regulation or by
the voluntary action of lenders. This end mhy be achieved most effectively
by statement of the cost of credit in the only possible simple, uniform way as
a t-ue interest rate on unpaid balances, and by advertising the rate. Thus,
borrowers will be enabled to compare the costs of credit from various sources
and will be made price conscious. If borrowers respond to rate reductions,
such reductions will be used by lenders to attract business, expenditures on
advertising will be curtailed, small high-cost firms will be forced out, and the
cost of credit will drop." I

Without uniform regulation, however, we can expect lenders, if they quote
or advertise rates at all, to quote the rate that looks the lowest. In Ford Motor
Co. v. Federal Trade Commi88on, 120 F. 2d 175 (6th Cir. 1941) the FTC found,
among other things, that the "6 percent" advertising tended to unfairly divet
trade from competitors who correctly represented the cost of their credit charges.
This possibility is recognized by lenders themselves. The Household Finance
Co. has stated that "if the law does not require the latter [expression of finance
charges on a simple interest basis] of all such lenders, unbridled competition
will force all to the former method [the discount-plus method].' The discount-
plus method looks simple. Rates may be quoted at low figures, in terms of
dollars instead of percent, for example "$6 per hundred per year." But, in
the words of Household Finance Co., this method "conceals the rate" which in
the example would be about 11 percent. One reason the discount-plus method
conceals the rate is that consumers are used to thinking of rates in terms of
simple annual rates. Another reason is that the method is not universally used,
and, indeed, cannot be used by certain types of lenders in some States. What
is needed to promote free and fair competition rather than competition in decep-
tive advertising is a simple, uniform standard, expressed in terms that can be
understood by the great majority of consumers. In my opinion, such a standard
is provided in this bill.

True price competition in the financing industry which would be encouraged
by this bill might well turn the attention of the industry away from methods
of ?orpetition described by other witnesses.' Obviously, so long as customers
are kept unaware of the true costs of credit, they are prevented from doing any
intelligent shopping for alternative sources. More important, they cannot give
informed consideration to the alternative of doing without credit. Thus it is
possible for lenders to maximize profits by "pushing credit"-encouraging all
customers to remain in debt so long as their monthly payments are being made
regularly-and charging high but hidden rates to cover any losses. Under
true rate competition, profits could be maximized only by offering the most
attractive terms and conditions at thi best price. Lenders could be expected to
attempt to cut costs and evaluate credit risks more carefully, perhaps adjusting
rates more exactly to varying credit risks than is done at present.

I have one suggestion with regard to the bill. No reference to competition
is made in the stated purpose of the proposed act. I have stated my firm belief
that the disclosure of the true costs of consumer credit will encourage competi-
tion in the field of consumer finance and therefore suggest that a reference to this
important objective of the bill be included in section 2.

'Theodore 0. Yntema, "The Market for Consumer Credit, A Case In 'Imperfect Com-
petition,'" The Annals of the American Academy of Political and Soci&l Science, March1538.

4 Excerpts rom pamphlet published by Household Fiiance Corp., inserted in record of
hearings on R. 1740 by Senator Douglas. p. 1122.

' E.g., E. C. Fritz, Esq., an attorney from Dallas, Tex., with great experience in the
consumer credit field. Hearings on S. 1740, p. 851.
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In his consumer protection message the President pointed to the :ncreasing
economic significance of installment credit stating, "Consumer debt outstanding,
including mortgage credit, has almost tripled in the last decade and now totals
well over $200 billion." This bill would greatly aid in stimulating fair compete.
tion In this important field, and as the President observed, "Fair competition
aids both business and consumer." The Department of Justice is strongly in
favor of the objectives of the truth In lending bill and urges its enactment.

U.S. DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,

Washington, March 21, 1963.
Hon. A. WiLLrs ROBERTSON,
Chairman, Committee on Banking and Currency,
U.S. Senate, WashiAton, D.C.

DzAn SENATOR RoBERTSo;: This is in further reply to your request for our com.
ments on S. 750, a bill to assist in the promotion of economic stabilization by
requiring disclosure of finance charges in connection with extensions of credit.

The Department endorses the truth in lending bill. The need for such legisla-
tion has been firmly established over the past few years in comprehensive hearings
held by your committees.

Testimony regarding the loss of wages through garnishment and the numbers
of personal bankruptcies resulting from overextended buying in which excess
credit charges were involved presents ample evidence of the part which such
charges can play in creating serious financial problems for American families.

Current findings substantiate the continuing need of borrowers to be informed
of the true cost of credit. Preliminary data from recent surveys of consumer
expenditures, by the Department's Bureau of Labor Sttistics, indicates that in
1960 financing charges absorbed 6 percent of the total expenditures of large city
families. When raore complete and detailed information is available for various
income groups, it is expected to show that the percentage was much larger for
families with low incomes, especially for financing charges other than mortgage
interest. It is these low-income families which can least afford exorbitant credit
charges and which are most likely to be the victims of unscrupulous lenders who
do not disclose the true size of these charges, much less the true rate of interest.

There are .few observations which we would like to make with respect to
specific features of S. 750.
The first concerns the agency which is charged with the principal responsibility

for this function. Under S. 750 as presently drawn, the Federal Reserve Board
would be required to make the necessary rules and regulations to carry out the
act, but would have no authority beyond that of rulemaking. As recommended
by the President in his consumer protection message in 1962, we suggest that the
Federal Trade Commission would be the appropriate agency to administer legisla-
tion on disclosure of finance charges which are more closely related to trade prac-
tices thau to monetary policy.

It is also suggested that it would be desirable to provide for administrative
proceedings to determine violations, rather than to provide solely for courptton
by aggrieved credit users to recover civil penalties when proper d!eftsures of
charges were not made. The courts' dockets are already overcrowded. Moreover.
families with limited incomes and little knowledge of legal proceedings who are
most likely to be overcharged, would be least likely to be able to take action in
the courts on their own motion.

We also question whether the statutory limitation of I year from the occur-
rence of a violation-which might take some time to discover-is sufficiently
iorg to provide either adequate relieZ or to act as a deterrent.

Section 6(b) of the bill would require the administering agency to except from
the requirements of the proposal "any credit transactions or class of transactions"
which it determines are effectively regulated under the laws of any State. Ad-
ministrative problems might be obviated if the exception authority were per-
missive rather than mandatory.

The Bureau of the Budget advises that there is no objection to the submission
of this report and f"at enactment of legislation along the lines of S. 750, revise
to place administrative responsibility in the Federal Trade Commission, woulc
be in accord with the President's program.

Yours sincerely,
. rILLARD WIRTZ,.qSecretary oj Labor,
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U.S. DEPARTMENT OF LAson,
OFFICE OF THE SECRETARY,

Wa8hington, D.C., Auwtt 6, 1963.
HOn. A. WILMS ROBERTSON,
Chairman, ComitWee on Banking'and Currency,
U.S. Senate, Wa~hington, D.C.

DEAn Ms. CHAIRMAN: This is in reply to your recent letter regarding our com-
ments to your committee on S. 750, the truth in lending bill.

The letter containing these comments was signed on March 21 and mailed t9
you on July 15, 1963. Our procedure on legislative reports to congressional
committees which we have followed for some years is, as your letter Indicatee, to
date a report when it is signed. However, we do not submit a particular report
to the committee to which it is addressed until the Bureau of the Budget has ad-
vised us of its relationship to the President's legislative program. As soon as
this information is received, it Is added to the signed report and mailed to the
committee.

Since a coordination of the reports of all agencies is necessary before their re-
lationship to the President's program is finally established, and problems may
arise in the course of cleai, ,ice, different intervals of time elapse between the
date we submit a report to the Bureau of the Budget and the date it is cleared.

If we may provide you with further information, please let me know.
Yours sincerely,

V. WILLARD WIRTZ,
Secretary of Labor.

SMALL BusiNsSS ADMINISTRATION,
Washington, D.C., July 25,1963.

Re S. 750, to assist in the promotion of economic stabilization by requiring the
disclosure of finance charges in connection with extensions of credit.

H1on. A. WILMS ROBERTSON,
Chairman, Committee on Banking and Currency,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: This is in further reply to your letter of February 8,
1963, in which you request our comments on the above-named bill.

The declared purpose of the measure is "the promotion of economic stabiliza-
tion * * * [through] a full disclosure of [credit] cost with a view to preventing
the uninformed use of credit to the detriment of the national economy."

The Small Business Administration favors this legislation which would, i4 my
view, serve to reinforce the competitive position of the majority of retailers con-
stantly threatened by.the tactics of an irresponsible few who use the deceptive
lure of "easy credit" as a device for domination of the market through exploita-
tion of the consumer.

In conmmnenting on S. 1740, a similar bill introduced during the 87th Congress.
.1-suggested an amendment which would either set forth a fixed formula for the
computation of the annual percentage rate under section 4 of that bill, or in the
event that this were done by regulation to make clear in the bill that a formula
exists. Such an amendment would insure uniformity of procedure.

I am happy to note that section 5 of S. 750 accomplishes this by requiring the
Federal Reserve Board, in its promulgation of rules and regulations for the ad-
ministration of the act, to include a description of the methods which may be
used in determining these annual rates.

As I noted in my comments on S. 1740, it is my hope that the regulations pro-
mulgated by the enforcing agency be made as simple and concise as possible so
that small business concerns, already overloaded with recordkeeping of various
sorts, will encounter a minimum of additional burden.

The Bureau of the Budget has advised that there is no objection to the sub-
mission of this report, and that enactment of legislation along the lines of S. 750,.
revised to place administrative responsibility in the Federal Trade Commission,
would be in accord with the President's program.

With kind regards, I am,
Sincerely,

JOHN E. HORNE, Admnni-9t,ator.
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THE GENERAL COUNSEL OF THE TREASURY,
Wa8hington, July 18, 1963.

lon. A. WILLIS ROBERTSOM,
Chairman, Committee an Banking and Currency,
U.S. Senate, Vashington, D.C.

DEAR MR. CHAIRMAN: Reference Is made to your request for the views of
this Department on S. 750, the so-called Truth In Lending Act.

The Treasury Department fully endorses the principle that the full cost of
obtaining consumer credit should be clearly disclosed to the potential user. Only
in this way will the consumer have the knowledge necessary to avoid excessive
and unwise use of credit and to make an Informed choice between alternative
sources of credit. The President in his message of March 15, 1962, on consumer
protection and Interest, listed among the rights of consumers, "the right to be
informed-to be protected against fraudulent, deceitful, or grossly misleading
info6rnaton, advertising, labeling, or other practices, and to be given the fact
he needs to make an informed choice." Testimony presented to your committee
during hearings on S. 1740, 87th Congress, provides ample evidence that even
relatively sophisticated consumers frequently cannot determine easily or with
reasonable accuracy the true cost of obtaining credit. The testimony also pro-
vides evidence of many abuses now existing In the field of consumer credit.
It would appear, therefore, that Federal action in this area is necessary and
urgent.

There are four points of broadest significance which should be emphasized.
First, consumer credit is an economic fact of great and growing importance.

New extensions of consumer credit, exclusive of new extensions of mortgage
credit, will undoubtedly total more than $50 billion this year. Installment
credit is used to Ifnance a large proportion of all automobile purchases as well
as a substantial proportion of purchases of other consumer durable goods. Thus.
it has become a matter of substantial public interest that consumers be furnished
the information necessary to make wise and effective use of this type of credit.

Not only is this important from the viewpoint of consumer welfare, it is also
of great importance to the overall effectiveness of the economy. Better use of
consumer credit will help to assure a better allocation of resources and will in
this way contribute both to economic stability and growth.

Second. the variety of ways in which finance charges are stated, even where
no deception is intended, makes it extremely difficult for the consumer to be
certain what he Is paying for consumer credit. Thus, one lender may state an
interest rate in terms of the annual or monthly rate on a declining balance.
Another may state the interest rate as a percentage of the original balance,
even though the loan is repaid in regular installments. Still other lenders
state no rate of interest but only the amount of the downpayment and the install.
ment payments. Moreover, the borrower may be charged various fees which are
not included in the stated interest rate, and there may be other requirements. for
example, the purchase of insurance, which serve mainly as a protection for the
lender and add to the cost of the credit.

Third, the purpose of the bill is simply to assure full disclosure to borrowers
in advance of a transaction of the actual amounts and rates they would be paying
for the use of credit. It Is difficult to visualize how effective competition can now
exist when it is so difficult for the consumer to determine the actual cost of the
credit that he Is offered.

The bill would not control finance charges. It would be left to the com-
petitive interplay of the market and a fully Informed public ta .stablish the
level of consumer credit charges at their trne 'economic cost. The cost of pro-
viding consumer credit is substantial, and attempts to control interest rates
and other charges below the level of costs would inevitably lead to serious abuses.
The strict application of usury laws, for exampleifled to the evils associated with
loan sharks, and necessitated the passage of more liberal small loan legislation by
most States. The limitations of usury have also necessitated the adoption of a
variety of devices by legitimate lenders to make their operations economic.

Fourth, it is clearly the responsibility of Government, within a historical frame-
work which can be traced back to at least 1872, to exert its influence to assure the
continued effective operation of our evolving competitive market system. Be-
ginning with legislation enacted to protect the consumer from frauds involving
the U.S. mail, there is a long history of Federal legislation directed toward
maintaining and perfecting the effectiveness of competition In our economy.
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Antitrust legislation, for example, was a response to the development of cartel
and monopoly arrangements which threatened the competitive structure of
industry. The Securities and Exchange Commission was organized when stock
market abuses became a matter of public concern. The growth in importance
of consumer credit has now made it a matter of national interest that steps
be taken to assure the elimination of abuses and that credit is offered com-
petitively at prices determined by the cost of providing such credit.

The Treasury Department is pleased to note that the proposed legislation
contains in section 5(a) a provision calling upon the Federal Reserve Board to
exempt credit transactions involving extensions of credit to business firms,
governments, or governmental agencies or instrumentalities where the Board
determines that adherence to the disclosure requirements would not be necessary
to carry out the purposes of the act. We would expect that pursuant to this
authority the Board would exempt U.S. Government obligations and the obliga-
tions of otner public instrumentalities, including those of international institu-
tions, such as the International Bank for Reconstruction and Development and
the Inter-American Development Bank. The committee may wish to consider
whether the language of this sentence should not be amended slightly in order
to make clear that this provision would permit exemption of the obligations of
such international institutions from the disclosure requirements.

The Department has been advised by the Bureau of the Budget that there
is no objection from the standpoint of the administration's program to the sub-
mission of this report to your committee and that enactment of legislation along
the lines of S. 750, revised to place administrative responsibility in the Federal
Trade Commission, would be in accord with the President's program.'

Sincerely yours,
G. D'ANDELWT BELIN,

General Oounsel.





(The following material was submitted for the record:)

STATEMENT By WALL4CE F. BENNETT, U.S. SENATOR FROM THE STATE OF UTAH
Rn MISCONCEPTIONS IN PP- xMiaz OF CONSUMEs ADVISosY COUNCIL IN RECOm-
MENDING ENACTMENT OF S. 750 (TRUTH Ii LENDING BILL) (See p. 1827.)

The congressional hearings clearly establish the unsoundness of the asserted
reasons for the council's support of S. 760. This is demonstrable from the testi-
mony of witnesses called by Senator Douglas in an effort to product evidence
supporting the bill. Each of the council's purported justifications for the bill is
discussed In turn below.

1. The bill wilt not promote the right of consumers to obtain facts needed "to
make rational, informed choices regarding usage'

(a) Nothing in the bill could prevent ncrchants from building credit charges
into price and thereby denying consumers any information about the cost of
crcdit.-In the case of credit sales of merchandise, S. 750 permits the concealment
of credit charge in price. The bill merely requires specification of the required
credit cost items, including the simple annual percentage rate, only if a merchant
voluntarily elects to make a separate charge for credit. It does not compel any
merchant to make such a separate charge. This was recognized by Chairman
Martin of the Federal Reserve Board (191 hearings, p. 289) :

"Senator BENNETT. IS there anything in this bill which would prevent a
merchant who so elected from covering part of his credit costs in price and
quoting low rates for financing to the consumer?

"Mr. MARTIN. Not as I read it, Senator."
In fact, reputable merchants today are already following the practice of

absorbing credit charges in price. For example, the following is a quotation
from the advertisement of a highly reputable department store in Baton Rouge,
La. (1961 hearings, p. 298) :

"[From the Sunday Advocate, Baton Rouge, July 9, 1961]

"Goudchaux's is Baton Rouge's only department store where yo can buy
on any charge plan or layaway and pay no interest or carrying charge.

"At Goudehaux's, there's no charge for charging.
"Don't be deceived by a misleading 1 percent monthly interest. This seem-

ingly small percent is actually at an interest rate In excess of 12 percent per
year * * * more than you'd ever pay at any bank. At Goudchaux's you never
pay a penny of interest or carrying charges."

The Esso credit card of the Standard Oil Co. of New Jersey (now Humble
Oil Co.) carries the following legend (1962 hearings, p. 250) :

"You can charge also such major items as tires and batteries, have 0 months
to pay, no down payment, no carrying charge."

Obviously, in such cases the cost of credit is included in the price'of merchan-
dise, just as advertising, rent, or any other cost must be covered by price.

2. The bill isill not protect "ethical" bislnAcssncn from eotnpctitors whose
charges are "deceptively concealed"
( a) 'he ouPWil falsely assumes that it is unethical to adjust prices to cover

credit ccsts.-A leading proponent of the bill, Senator Proxmire, squarely dis-
a-owed the claim that such a practice would be unethical (1961 hearings, p. 381) :

"Senator Paoxmri.. Let me go on very quickly to another subject which was
ralstd a-gain by my good friend from Utah when he said:

"'Is it not possible under this kind of statute that the merchant would simply
bury his fInance charge in the priceof his merchandise?' 1283
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"And I say: What is the matter with that? There is nothing unethical or
improper about It 0 * 4."

The president of the Credit Union National Association attested to the same
fact during the same hearings (1901 hearings, p. 53) :

"Senator BENNSrr. Would you not agree with me that it is possible for the
merchant to bury the cost of his credit in the price or part of It if he should
decide to do it, Mr. Morgan?

"Mr. MORoAN. Senator, if I may comment on that, I think it is quite possible
and, personally, I see nothing wrong with it so long as he is stating a price for his
merchandise."

(b) Enactment of the Douglas bill will force the inclusion of credit costs in
price.-The key provision of the Douglas bill is the requirement that finance
charges for installment credit be stated in terms of a "simple" annual percent-
age rata-I.e., reflecting the unpaid balance of the outstanding credit and the
time for which It Is used. As Senator Proxmlre acknowledged, this provision
would force retail merchants to quote rates ranging up to 18 percent (1962
hearings, p. 332).

The hearings prove a mistaken public belief that any credit rate beyond 6
percent is excessive. This is a traditional lending rate for large sums of money
repayable in lump amounts. But it is far below the cost of providing consumer
installment credit. Senator Douglas admits this (1960 hearings, p. 605). Ex-
Congressman Voorhis, executive director, Cooperative League of America, rec-
ognized thet typical charges for retail credit "may not even cover that cost"
(19060 hearings, p. 273).

Yet, consumers will surely resent the statement of rates exceeding 0 percent.
To quote Professor Katona, director, oconomlc behavior program, survey research
center, University of Michigan (1960 hearings, p. 809) :

"It has been shown before that many present-day users of installment credit
believe that the finance charges amount to 6 percent or even less. If these people
were given a document in which a percentage twice or three or four times as
high is shown, they will be surprised, disappointed, and resentful."

Mr. Morse, a member of the Consumer Advisory Council, was in agreement.
Ile testified (1960 hearings, p. 605) :

"It would appear quite disastrous to be quoted at 12 percent or 18 percent,
et cetera."

The Navy Credit Union got into trouble for informing its members that its
annual interest rate was 9 percent. In the words of its president, Captain Ter-
rill (1901 hearings, p. 141) :

"As a matter of fact, we went through this experience here some 14 months
ago, when we came ou. flatly in our publication 'and said, 'Look, this is our
simple annual interest rate, 9 percent.' The reaction was nothing but confu-
sion. We had a great deal of trouble."

Such "trouMe" cannot be risked by business enterprises, which, unlike credit
unions, depend for their existence on profit. Enactment of the bill will there-
fore exert pressure on retailers to avoid stating separate credit charges by ad-
justing prices so as to cover the cost of installment selling.

Such pressure will be intensified by the popularity of revolving credit, cur-
rently used for more than 1 billion retail merchandise transactions per year
(1961 hearings, pp. 11, 633). The typical charge for such credit is a service fee
of 1% percent per billing period on the ending balance (1960 hearings, pp. 533,
561). It is not a "simple" rate because it is, applied regardless of the length
of time the credit has been outstanding. This is invariably longer than 30 days,
so that the "simple rate" is actually less than the 14 percent per month, or less
than 18 percent on an annual basis. Nevertheless, the bill's proponents concede
that It requires merchants charging the IA'percent monthly rate to inform con-
sumers that their simple annual rate is as high as 18 percent, (1962 hear ags,
p. 832).

Consequently, the passage of the Douglas bill will not only confront retail mer-
chants with the necessity of quoting rates which consumers 'will mistakenly
consider excessive, but will also force them t6 overstate thetirtes. i such
circumstances, their inevitable choice will be to adjust prices to cover credit
costs and to make no separate charge for deferred payments.



TRUTH iN LENDING-1963-64 .1285

3. The bill will not "reinvigorate price competition in the consumer, credit
-market," instedzd it mighttweli uldemithe free ehterprisebj foreshadwing"
supplemental rice control legislation

(a)' The council's proposition assumes ihO iaIe6 premise tt retaf merchants
will in fact state credit charges separately.-As previously sh6wn, there Is noth-
Ing In the bill which compels any merchant to state credit charges separately. On
the contrary, the Inevitable effect of the bill will be to force them, in self-defense,
to adjust prices to cover credit charges'anid to provide installment credit With-
out any ostensible charge. Such merchandising practices are entirely practical.
There is no evidence that businesses which already follow this practice are suf-
fering any difficulty,in attracting public patronage. Rather, the very use of
this practice by reputable and successful business concerns, evidence that there
is no such difficulty. Hence the feasibility of the practice cannot be disputed.

The widespread adoption of this practice in the wake of the Douglas bill would.
manifestly suppress, not stimulate, price competition in the credit market by
curtailing the consumer's knowledge of the cost of Installment buying. I

(b) This self-defeating gap in the bill, perfaitting the inclusion, of credit
charges in price, can only be cured by legislation regimenting the entire retail
industry under a Government price control agency.-The Douglas bill could be
made to serve its purported purpose only if merchants were compelled to provide
consumers with statements separately showing price and credit charges. To
achieve this, the Douglas bill would have to be supplemented by price control
legislation, establishing a Federal agency authorized to fix cash prices and to
require separate statements of any additional charges for installment sales.
There is no other way.

There is no precedent for such legislation except in time of war. Its adoption
in peacetime would transpose our free enterprise economy into a regimented
economy under the price dictation of the Federal Government. This Is totally
incompatible with the very fabric and philosophy of our society, economy, and
system of government.
4. The bill will not function as "a eontraeyclical element in the Nation'r economy"

and any resultant diminution of the use of credit would be injurious.
(a) Leading experts who have actually studied the matter agree that users

o ofnsumer credit are insensitive to rate changes.-(i) Chairman Martin of
the Federal Reserve Board emphasized that the Board's studies do not support
the claim that rate changes will influence the volume of use of consumer credit.
He testified (1961 hearings, pp. 276-277, 279):

"The bill will not be administered as a contracyclical Instrument, tightened
in boom times and eased in times of slack.

* S * * * * *

"If consumer. finance charges actually did fluctuate with economic cycles,
knowledge of the total cost of consumer credit Itself would tend to have contra-
cyclical effects. However, finance charges on consumer installment credit, a
major area that would be covered by the bill, have not shown much fluctuation In
response to cyclical changes In the availability of credit during the postwar
period.

• * * * * S *

"In view of the technical characteristics of the consumer credit business, it
seems unlikely that a fuller awareness by consumers of installment finance
charges, in and of itself, would make for increased cyclical variation in such
charges and thereby result in much contracyclical effect on consumer
borrowing *

* * * $ * S

"Our studies do not indicate tha. consumer credit charges have shown much
cyclical variation."

(ii) The Board'S findings are confirmed by the economic behavior program of
the Survey Research Center of the University of Michigan. Its director, Pro-
fessor Katona, summed up Its findings as follows (1960 hearings, p. 806):

"Accorling to these findings, then, the use of installment credit is fairly
Insensitive to fluctuations In the Interest rate."

2 -nI2 -C4 -Pt, 2-39
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(b) leading ¢osponsor o the bifl, Senator Proxicnre, is in accord that the
economy requires the use of credit.

Senator Proxmire made the point during the 1961 hearings on the bill, stating
(1061 hearings, pp. 391-892) :

"I make no assumption that credit is used excessively today. As a matter
of fact, I think we had better use it more than we do today If we are going to
put something over 5 million people to work."

6. The bill's aoie economic effect, if any, w Ill be to depress not "buttress" the
eoomomt, by reducing the use of "oonsutner purchasing poower"

(a) Accorling to Professor Katona, there is a serious danger that the forced
use of credit rates two or three times higher than the mythical 6-percent rate
would have a shock effect on the consuming public which might well depress
the economy. As he put it (1960 hearings, p. 810) :

"Whether or not the shock would result In would-be purchasers giving up
or postponing some of their discretionary purchases, we do not know. Pending
further studies, however, the possibility must be take into account that the imme-
diate effect of the Introduction of bill S. 2755 would be unstabilzing.

"I believe that recession and unemployment are much greater evils than
creeping Inflation. Fighting inflation in a manner which might promote reces-
sion does not appear justified."

(b) The likelihood of the depressing effect of the passage of the bill was
also recognized by Father McEwen, chairman of the Department of Economics
at Boston College, who appeared for the advisory consumer council to the attor-
ney general of Massachusetts. lie testified (1961 hearings, p. 597) :

"I do not think there is going to be an inflationary effect. As a matter of
fact, all the testimony that I have seen, some claiming It Is a good thing and
some claiming It is a bad thing, says it might be a dampening effect on lending,
which I tl zk is true."r

() Professor Fusfeld of the University of Michigan also saw the bill as a
potential threat to economic prosperity. He questioned whether enactment was
desirable until full employment had been achieved. In his words (1961 hearings,
p. 769) :

"My suggestion Is that the bill be amended to provide that It not be Imple-
mented until the national economy has reached full employment prosperity. At
the present moment unemployment Is still too high ind the recovery has not
proceeded so far that we can be confident It will cumulate to an adequately
high level of employment and output."

(d) The peril to the economy from any significant decline In credit purchasing
is dramatically evident from the following testimony of Hillel Black, author of
"Buy Now, Pay Later" (1981 hearings, pp. 82-83):

"I would note further that consumer credit and time selling are essential
to our economic well-being. I hbqe worked out roughly what would happen,
for example, if starting in the fall of 1961, cars were no longer sold on time.
There would probably be a 50-percent reduction in the number of care manu-
factured. In turn, this would mean America would produce 8 percent less
steel. 24 percent less malleable Iron, 21 percent less lead, 31 percent less
synthetic rubber.

"In terms of Jobs, It could mean unemployment for 370,000 wage earners who
make motor vehicles and parts., The work force of 2 million engaged In auto-
motive sales and servicing might be cut by a third. Probably 100,000 petroleum
workers would no longer have jobs. Finally, the havoc that would result In
our economy would make any of the post-World War Ii recessions appear as
years of almost unbounded prosperity."

OONOLUSION

The misguided position of the Consumer Advisory Council on the Douglas
bill is actually contrary to. the real interests of the consuming public. As
demonstrated above, enactment of the bill could only lead to the suppression
of public Information about the cost of credit, due to the impracticality and un-
enforceability of Its central requirement that credit charges be stated in
terms of a simple annual percentage rate. In consequence, the adoption of the
bill would be a step backward; not forward.
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Witnesses called by Senator Douglas conclusively established that the over-
whelming majority of retailers and lenders who provide consumer credit pursue
fair practices and make adequate disclosure of their charges.

In its comments on the bill, the Small BusinessAdministration stated (1961
hearings, p. 17) : "The vast majority of retailers abide by the rules of fairplay
and do not resort to fraud, deception, or overreaching in the conduct of their
business * * *."

Mr. James Tobin, a member of the President's Council of Fconomic Advisers,
testified: "The vast majority of consumer credit transactions are handled by
reputable and reliable merchants and lending institutions" (1901 hearings,
p. 48).

Testimony to the same effect was given at the 1960 hearings by such proponents
of the bill as President Buckmaster of the United Rubber Workers (1960
hearings, p. 572); Donald MacKinnon, general manager of the Ford Credit
Union (1960 hearings, p. 559) ; and Mrs. Alice Thorpe, of the American Home
Economics Association (1960 hearings, p. 647). As Mr. MacKinnon put it (1960
hearings, p. 559) :

"* * * I simply do not agree with those who believe that a large propor-
tion of the people who charge rates of interest in excess of our own, are guilty
of usurious practices, or in any way deliberately attempting to defraud the
public. It is my experience that the vast majority of those in the personal
credit business are honest and upright citizens."

The fairness of the present method of disclosing revolving credit charges-
in terms of the applicable monthly rate of charge-was attested at the 1960
hearings by Prof. Richard L. D. Morse, of Kansas State Universito, a member of
the Consumer Advisory Council. With specific reference to revolving accounts
he testified (1960 hearings, p. 599) : "* * * These are all on a rate basis. There
is really no opportunity to deceive one in those situations."

There is no dispute about the fact that in ritually all other types of install-
ment purchase transactions, the consumer is given an advance statement of his
credit costs in dollars and cents. The fact that dollar costs are more meaningful
to consumers than percentage rates was affirmed during the 1960 hearings by
President Nyborg, of the National Association of Better Business Bureaus. He
testified (1960 hearings, p. 74) :

"I have a great deal of doubt in my own mind from talking to thousands of
customers over the years that they are particularly interested in what the so-
called interest rate is in the installment contract. They are interested in
what the dollar cost is and how much it is going to cost them per month to pay
the balance which they have obligated themselves for."

The same thing was stated by the representative of the Americana for Demo-
cratic Action who testified (1961 hearings, p. 773): "* * * Those provisions
in the bill which require a statement of credit cost over the term of the con-
tract in actual dollars and cents seem to us to have particular merit."

Dollar disclosure was the method endorsed by the Federal Reserve Board
in its regulation W (the wartime control of consumer credit). This form of
disclosure was endorsed by the Congress itself in 19060 when it passed the Auto-
mobile Financing Act for the District of Columbia.

Additionally, dollar and cent disclosure is the formula incorporated in the
ever-increasing number of State laws regulating consumer credit. The efficacy
of such State laws was emphatically affirmed by knowledgeable witnesses.

President Nyborg, of the National Association of Better Business, Bureaus,
so testified as follows (1960 hearings, p. 79) : "* * * there Is no question about
the fact that many of the States have moved and others are considering moving
in various ways to afford protection at the State level."

U.S. Assistant Attorney General Loevinger also agreed that the States have
made great advances in combating abuses in the use of credit (1962 hearings,
p. 107) :

"Senator BENNETT. Have these not been met in State after State by State laws
that have been growing in extent and in number over the years ?

"Mr. Lovymor. Much has been done in this field, yes, sir. We have made
great advances in the last few years."

All of these advances will be nullified by enactment of the simple annual per-
centage requirement of the Douglas bill and its inevitable byproduct; i.e., the
enforced adoption of the practice of covering credit charges In pm ice.
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STATEMENT BY SENATOR WALLACE F. BENNETT, REGARDING ILLINOIS GoviLaNoa's
CO MTEE To STUDY CONSUME ER CREDIT LAVs

In February 1903, the Governor's Committee To Study Consumer Credit Laws
made its report and recommendations to Gov. Otto Kerner of Illinois.

This committee of 61 members who represented the Chicago Human Rela-
tions Commission, the Legal Aid Bureau of the United Charities of Chicago, the
AFL-CIO Executive Council, and various universities as well as trade groups
and business enterprises expended more than 4 months in examining Into the
consumer credit laws of Illinois.

The following subcommittees were formed:
Lending of money.
Protective consumer legislation.
Retail installment sales.
Remedies.

The committee made a series of detailed recommendations to the Governor,
with regard to the following subjects:

The interest law.
The Installment Loan Act.
The Retail Installment Sales Act.
Deficiency judgments.
Wage deduction orders.
Collection agencies.
Debt poolers.
Consumer fraud.

The committee considered the question of simple annual rate and did not
recommend that this be included in the consumer credit law.

STATE OF ILLINOIS-GOVERNOR'S COMMITTEE TO STUDY CONSUMER
CREDIT LAWS

REPORT AND RECOMMENDATIONS To Gov. OTTO KERNER, FEBRUAi1Y 1963

CONTENTS
I. Letter of transmittal.

II. Membership.
II. Introduction.
IV. Final recommendations of full committee:

A. Lending of money.
B. Retail installment cales.
C. Remedies.
D. Protective consumer legislation.

V. Summary of proceedings:
A. Organization and procedure.
B. Subcommittee membership.

WINSTON, STRAWN, SMITH & PATTES8ON,
Chicago, January 30,1963.

Hon. OTTO KERNER,
Governor of the State of Illinois,
Springfield, Ill.

DF.An GOVENOB KERNER: On August 8, 1962, I accepted your appointment as
chairman of a committee to review the credit laws of the State of Illinois and to
make recommendations for the Improvement of these laws. The committee has
been at work on its assigned task since that date; and I am now able to and do
present herewith their final recommendations and report.

The members of the committee are working on the actual drafts of bills to
implement their recommendations, and these will be given to you at a date in
the near future. .

As you are aware, the committee undertook the assignment without the aid
of an appropriation with which to employ professional staff or clerical help, 'or
to defray other expenses. Thus, each member was called upon to make an un-
usually heavy contribution in time and often In personal expense. The com-
mittee's work was greatly aided by the help given by individual members who
provided materials for study and helped In duplicating other materials for the
committee's consideration. Valuable assistance was also provided by members
of your rtaff, by the legislative council, which generously assigned a legislative
intern to the committee, and by the legislative reference bureau. Without this
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aid, the committee would not have been able to complete its task with such
thoroughness.

I have been gratified by the deep concern and serious purpose of the members
of the committee in helping to find solutions to the problems raised by the wide-
spread use of consumer credit. I am confident that the committee's recom-
mendations will make a real contribution in this area. It has been a pleasure
for me to serve as chairman of this committee.

Sincerely yours,
HAROLD A. SirrH,

Chairman, Governor's Committee on Consumer Credit Laws.

II. MEMBERSHIP

Each member of the committee received a letter of appointment from Gov-
ernor Kerner in the following form:

AUOUST 13, 1962.
DEAR SIR: For some time there has been a growing public concern about our

laws relating to consumer credit. Population movement, urbanization, and the
rapid growth of credit purchasing have aggravated the dilemma of how to pro-
tect the consumer-borrower, consistent with fairness to the business community
and stimulation of economic growth within the State.

As Governor. I have also been deeply concerned about this problem which
affects so many people in Illinois. During the last session of the general assem-
bly, I made a number of legislative recommendations, many of which were
enacted. There were, however, a number of questions which were not answered
in that session and which in my opinion require further examination. I might
mention just a few of these:

Does the general usury law of Illinois have adequate enforcement pro.
visions?

Should the entire consumer lending business be licensed and regulated
as is the small loan business?

Is the existing statutory regulation of the small loan business realistic
and adequate?

What are the relative merits of an Industrial loan act, which a few States
have adopted?

In view of the disparity of viewpoint and interest on these questions, I am
forming a broadly based advisory committee which will be asked to review as
many of these problems as it deems feasible and to make recommendations to
me and to the legislature. I am asking you to serve on that committee. It is
my hope that this group will formulate a series of proposals which will be able
to receive widespread bipartisan support in the next session. I have attempted
to give representation to a broad spectrum of commercial and business interests
concerned as 'Well as to the legislature and the public.

Harold A. Smith, a distinguished and fairminded attorney in Chicago, has
agreed to serve as chairman. He has requested that the first meeting be held
on Wednesday, August 29, at 2 p.m., in the 19th floor Commerce Commission
conference room in the State of Illinois Building, 160 North La Salle Street,
Chicago. At that time the committee can establish it4 agenda and set up work-
ing subcommittees. I emphasize the word "working" because the agsence of a
State appropriation to support a professional staff and to cover other expenses
will place a heavier burden than usuol on the members.

I know you share my conviction that these problems are important, and I hope
that you will agree to serve. May I ask that you advise my office in Chicago
(Office of the Governor, 160 North La Salle Street) of your decision and of
your availability to attend the August 29 meeting.

Sincerely,
OTTo KRRNEm, Governor.

Members of the committee are listed below:

GOVERNOR'S CREDIT LAWS STUDY COMMITTEE

Harold Smith, chairman, Winston, Strawn, Smith & Patterson, 38 South Dear-
born Street, Chicago, Ill.

Ely Aaron, chairman, Chicago Commission on Human Relations, Aaron, Aaron,
Schimberg & Hess, 38 South Dearborn, Chicago, Ill.
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Charles Beckett, Charles Beckett & Associates, 4655 South Michigan Avenue,
Chicago, Ill.

Roland Blaha, executive director, Illinois Bankers Association, 188 West Ran.
dolph Street, Chicago, 111.

George Bynum, vice president, Illinois State AFL-CIO Executive Council, 58
East Roosevelt Road, Chicago, I1.

Miss Barbara Curran, American Bar Foundation, 1155 East 60th Street, Chicago,
Ill.

William B. Davenport, Thompson, Raymond, Mayer, Jenner & Bloomstein, 135
South La Salle Street, Chicago, I1.

Prof. Sidney Davidson, professor of accounting, Graduate School of Business,
University of Chicago, Chicago, Ill.

Clifford C. De Long, bursar of university, assistant professor of accountancy,
University of Illinois, 101 Administration East, Champaign, Ill.

Bernard Chaitman, manager, Commercial Claims Department, Chicago-Midwest
Credit Management Association, 165 North Canal Street, Chicago, Ill.

Stephen R. Chummers, Federal referee in bankruptcy, U.S. District Court, U.S.
Court House, Chicago, 11.

T. E. Courtney, president, Northern Illinois Corp., 112 East Locust Street,
Do Kalb, Ill.

John Crawford, Law Department, Chicago & Northwestern Railroad, 400 West
Madison Street, Chicago, Ill.

Edward F. Crowe, vice president, Suburban Trust & Savings Bank, 840 South
Oak Park Avenue, Oak Park, Ill.

Frank J. Csar, general counsel and vice president, General Finance Corp., 1301
Central Street, Evanston, Ill.

Morton I. Goldman, president, Independent Small Loan Association of Illinois,
162 North State Street, Chicago, Ill.

Senator Arthur R. Gottschalk, 320 Marquette Street, Park Forest, Ill.
Thomas D. Griffin, executive vice president, Local Loan Co., 105 West Madison

Street, Chicago, Ill.
George Hansen, chairman, Chicago Bar Association Consumer Credit Com-

mission, Law Department, First National Bank of Chicago, Chicago, Ill.
Fred M. Dumke, manager, Kraft Central Division Credit Union, 505 Sacramento,

Chicago, Ill.
Robert 0. Emrick, manager, Service Finance Co., 210 East Adams Street, Pitts-

field, Ill.
Cobert Ets-Hokin, secretary-treasurer, L. Fish Furniture Co., 2225 West Pershing

Road, Chicago, Il.
Senator Dwight P. Friedrich, 122 South Locust, Centralia, IlL
Robert Gibson, director of community service, Illinois State Federation of

Labor, 66 Lake Shore Drive, Chicago, Ill.
Fred Goerlitz, executive vice president, Illinois Retail Merchants Association,

36 South Wabash Avenue, Chicago, Ill.
LeRoy L. Kohn, president, Mercantile Financial Corp., 7 South Dearborn Street,

Chicago, Ill.
Clayton Krug, Consumer Finance Department, First National Bank & Trust

Co. of Alton, Alton, Ill.
Charles J. Komalko, asosciate counsel, Allstate Insurance Co., 7447 Skokie Boule-

vard, Skokie, Ill.
Mrs. Dorothy A. Lascoe, garnishment and stockholder records coordinator, In-

land Steel Co.j 30 West Monroe, Cbicago, Ill.
Irving B. tarris, Robert 1. Levy & Co., 88 Sotuth Dearborn, Chicago, Ill.
Harold Haugan, vice president and director of public relations, Household Fi-

nance Corp., Prudential Plaza, Chicago, Ill.
Carl Hobbit, executive vice president and general manager, Cook County Credit

Bureau, 218 South Wabash Avenue, Chicago, Ill.
Paul laccino, assistant to the president, Chicago Federation of Labor & Industrial

Union Council, 666 North Lake Shore Drive, Chicagoy Ill.
Robert Johnson, managing director, State Street Council, 86 South State Street,

Chicago, Ill.
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Frank McCallister, director, labor education division, Roosevelt University, 430
South Michigan Avenue, Chicago, Ill.

Rev. Thomas B. McDonough, Calvert House, University of Chicago, 5735 Uni-
versity Avenue, Chicago, 111.

Senator Thomas A. MeGloon, 596M West Adame, Boulevard, Chicago, Ill.
Robert McRae, associate executive director, Chicago Community Trust, 10 South

La Salle Street, Chicago, Ill.
Representative Abner K. Mikva, 208 Sonch La Salle Street Chicago, I1.
Ernest S. Lair, supervisor, credit union division, department of financial insti-

tutions, 103 State House, Springfield, Ill.
Willard J. Lassers, Elson & Lassers, U South La Salle Street, Chicago, Ill.
Joseph V. Mahoney, executive director, Credit Union Forum, 53 West Jackson

Boulevard, Chicago, Ill.
Edward Marsalek, chief and assistant attorney general, State of Illinois Build-

ing, 160 North La Salle Street, Chicago, Iil.
Lester D. Masor, chairman, Midwest Finance Conference, 105 Woet Madison

Street, Chicago, Ill.
Charles A. Snavely, executive vice president, Illinois Retail Farm Equipment

Association, 3500 North Adams Street, Post Office Box 1140, Peoria, 111.
Thomas Tearney, director of division of conservation and'urban renewal, 320

North Clark Street, Chicago, Ill.
Prof. William Trumbull, School of Law, Northwestern University, 357 East

Chicago Avenue, Chicago, Ill.
Paul M. Van Arsdell, director, department of finance, College of Commerce

University of Illinois, 209 West Michigan, Urbana, I11.
Marvin W. Mindes, lil West Washington, Chicago, Ill.
Samuel M. Mitchell, attorney, credit department, Sears, Roebuck & Co., M25

South Homan Avenue, Chicago, Ill.
Philip 1. Murphy, assistant to director, Legal Aid Bureau, 123 West Madison

Street, Chicago, Ill.
Daryl B. Oldaker, law department. International Harvester Co., 180 North

,Michigan Avenue, Chicago, Ill.
Representative Cecil A. Partee, 100 North La Salle Street, Chicago, Ill.
George A. Ranney, Jr., Sidley, Austin, Burgess & Smith, 11 South La Salle Street,

Chicago, Ill.
Z. R. Rogozinski, supervisor of legal matters, trust department, Illinois Bell

Telephone Co., 230 West Washington Street, Chicago, Ill.
Jerome Schur, Katz & Friedman, 7 South Dearborn Street, Chicago, I1.
Rev. William S. Van Meter, executive secretary, Christian social relations,

Episcopal Diocese of Chicago, 65 East Huron, Chicago, Ill.
James J. Walsh, supervisor, division of consumer finance, department of fiPancial

Institutions, State of Illinois Building, 160 North LaSalle Street, Chicago, Ill.
Representative Willilm iD. Walsh, 5122 West Madison Street, Chicago, Ill.
Rabbi Jacob J. Weinstein, KAM Temple, 930 East 50th Street, Chicago, Ill.
Frank Yarnall, vice president, Chicago Convention Bureau, Yarnall Chevrolet,

4869 North Broadway, Chicago, Ill.
Elmer Zumm, treasurer, Acme Steel Credit Union, 185th and Perry, Riverdale,

Ill.
III. ITRODUtIoaxN

This final report represents 4 months of study by the commIttee members of
the variouIs problems relating to the fields of consumer credit. Most 6f the work
took place during the course of the hearings and meetings held by the subeom-
inittiees. A summary of thOir findings Is recorded in their reports to the full
committee which have been 'made a' part of this final reporL The four subcom-
mittees and the topics assigned to each were as follows:

A. Subcommittee on Lending of Money, William Davenport, chairman:
1. Study of laws relating finance companies.
2. Review of the usury laws..
3. Evaluation of proposals to enact an Industrial Finance Act.
4. Small loan companies (Consumer Finance Act).
5. The licensing and regulaton of maiscellaneous lenders.
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B. Subcommittee on Retail Installment Sales, Thomas 1,'earney, chairman:
1. Study of cap rates on installment buying.
2. Negotiability of paper arising from installment transactions.
3. Licensing and regulation of retail sellers.
4. Review of Retail Installment Sales Act of 1957.
5., Problems relating to cosigners.
6. Credit cards.

C. Subcommittee on Remedies, John Crawford, chairman:
1. Wage assignment and garnishment.
2. Deficiency judgments.
3. Confession judgments.
4. Evaluation of the Private Debt Adjustment Act.
5. Regulation of collection agencies.

D. Subcommittee on Protective Consumer Legislation, Charles J. Komalko,
chairman:

1. Consumer fraud.
2. The attorney general's injunctive power in consumer fraud cases.
3. Availability of consumer Information.
4. Home building and loan regulations.
5. Automobile licensing act.

The final recommendations were agreed upon after review by the full com-
mittee of all of the recommendations of the subcommittees and of a series of
amendments proposed to the subcommittee reports. This action took place at
the final meetings of the committee held on January 3 and 4,1963. At this meet-
ing no additional testimony from outside parties was beard except a statement
by the Honorable William G. Clark, attorney general of the State of Illinois,
commenting on proposals for joint enforcement by States' attorneys of the Con-
sumer Fraud Act, and a statement by Mr. Nicholas Ciaccio, representing the
Honorable Charles F. Carpenter, secretary of state of the State of Illinois, com-
menting on proposed changes in the licensing of automobile dealers. Full dis-
cussion and debate by the members was allowed on each recommendation.

A summary of the action taken by the full committee appears as part V of
this report.

IV. RECOMMENDATIONS

A. LENDING OF MONEY

Recommended amendments to Interest Act
1. We recommend that section 6 of the act relating to interest (1961 Ii. Rev.

Stat., ch. 74, par. 6) be amended to provide a civil penalty bf twice the amount
of interest contracted for or charged, whichever is the greater sum, together
with reasonable attorneys' fees; to provide that this penalty may be recovered
either as an independent claim or defense; and to provide that the borrower
must bring an action to recover the penalty within 2 years from the date of
last payment under- the loan contract.

2. We recommend that section 4 of the act relating to interest (1961 Il.
Rev. Stat., ch. 74, par. 4) be amended to permit parties to agree to any rate
of interest for the purpose of a busineszi or commercial loan; that is, a loan
made to a corporation, a business association, a partnership, or a sole proprietor
of a business, made solely for the purpose of carrying on. the business or
acquiring the business; and to provide further a statutory presumption that
any loan shall be deemed a consumer loan, and not a commercial or business
loan, when it Is secured by any one or more of-the following: (1) an assignment
of the borrower's salary, wages, commission, or other compensation for services
rendered, (2) by the borrower's household furniture, (3) by personal property
which is used or to be used by the borrower fo; his personal, family, or house-
hold purposes, or (4) by real estate occupied by the borrower for residential
purposes. I

3. We recommend that section 4a of tho act relating to interest (1961 11.
Rev. Stat., ch. 74, par. 4a) be amended to provide that a lender shall, in
addition to the legal rate of interest, make no other charge of any kind
whatsoever, except for (1) insurance which he may reasonably require as
hereinafter stated, (2) official fees paid to any public officer to record, file,
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or release a security Interest in collateral, and (3) costa and disbursements
which may be allowed only, after default,.including-reasqnable attorneys' fees
which may be incurred by a lender in connection with any suit to collect a loan
or to realize on a security, and except that a lender may be allowed a minimum
charge of $15, including all Interest and other charges; and to provide further
that the following limitations be placed-upon insurance which a lender may
reasonably require of the borrower: (1) it cannot be other than either credit
life or credit health and accident insurance, or both, In the case of an unsecured
loan; (2) it cannot be other than property hazard insurance In the case of a
loan secured by improved real estate or personal property collateral; (3) no
property hazard Insurance whatever may be required on secured loans in
which the collateral is household goods; (4) the amount of Insurance must
be reasonable In elation both to the amount of the loan and to the value of
the collateral; and (5) the Insurance can be placed only on a noncoercion
basis; that is. the borrower may obtain insurance with a company of his
selection (as long as It is a reputable company with respect to financial re-
sponsibility and otherwise) and through any agent of his own selection.

4. We recommend that licensees under the new act be permitted to engage in
other businesses subject to the approval of the department of financial insti-
tutions. We further recommend that banks be excepted from tne ihs'.nslng pro-
visions of this act but be subject to all other regulations set forth there.n.

5. We recommend that licensees under the proposed new InstallmeLt Loan
Act be authorized to lend on real estate collateral with the same restrictions that
are contained in section 4a (19061 Ill. Rev. Stat., ch. 74, par. 4a).

6. We recommend that licensees under the new act be prohibited from making
more than one loan under the act to a single borrower.

D. RETAIL INSTALLMENT SALES

Section A. Retail Installm nt Sales Act
1. Sale of other goods.-We recommend that a bill regulating the sale of goods,

other than motor vehicles, be submitted to the legislature.1 Basically, the bill
would be similar to H.B. 1582, which was introduced in the 72d general assem-
bly. It would repeal and supplant the present Retail Installment Sales Act.
Some of the changes provided for in this bill follow:

Maximum finance rates would be imposed. The rates would allow an add-on
of $12 per annum per $100 on sales under $750 and $10 per annum per $100 on
sales over $750. On revolving charge accounts, 2 percent per month on the out-
standing balance would be allowed.

Services as well as sales of goods would be regulated.
The cosigner would be protected by the requirement of special disclosure and

prescribed forms..
Balloon notes would be outlawed.
Certain additional protections would be made for "add-on" contracts.
Further protections regarding Insurance would be added.
The default provisions of the Uniform Commercial Code would apply to retail

installment sales.
Advertising controls would be Imposed.
2. Salc of motor vehiclcs.-We recommend the'submisslon of a bill to the

legislature similar to I.B. 1583, which was introduced In the 72d general
assembly. Certain changes in the bill should be made The proposed bill does
not provide for the preservation of defenses to the holder of notes taken in con-
nection with a retail sale of a motor vehicle. We recommend that no change in
this provision be made at this time, both in relation to the sale of motor vehicles
and other goods and services. All of the protections available to the consumer
under the act relating to other goods will apply to the sale of motor vehicles.
The question of placing a limitation on "dealer reserves" in connection with
automobile financing was discussed, and it was decided not to make any recom-
mendations as to the imposition of such controls at this time. The maximum

I Drafts of the bills recommended by this subcommittee were submitted to the chairman
along with the subcommittee report. These draft bills bave not been reproduced in this
final report but will be submitted, with other proposed legislation, at a later date.
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finance charges for motor vehicles would be as follows: $8 per $100 per annum
on new cars; $11 on cars up to 2 years old; and $14 on cars over 2 years old.

Section B. Uc¢estg o flnanoe companies
We recommend that a bill similar to H.B. 1584,1 as introduced in the 72d

general assembly, be again submitted to the legislature so that regulation of
this field is possible.

0. HEMEMI5

Section A. Defiiency Judgments
We recommend that the default provisions of the Retail Installment Sales Act

of 1957 (1061 Ill. Rev, Stat., ch. 121%, pars. 245 through 249) be repealed so that
the provisions of the Uniform Commercial Code will prevail in this area.
Section B. Wage azsgnments

We recommend that no change be made at this time In the laws governing
wage assignments.

Section 0. Confession of judgments
We recommend that no change be made at this time In the laws governing the

use of confession judgments In consumer credit transactions.

Section D. Wage deduction orders
We recommend that no change be made at this time In the laws governing

the wage deduction order process.

section B. Collettion agencies
We recommend that no legislation be enacted to license, bond or regulate

collection agencies, since the record before the subcommittee did not Indicate
than any public interest would be served by such legislation.

Section F. Debt poolers
1. We recommend that section 14 of the Financial Planning and Management

Service Act (1961 I1. Rev. Stat., ch. 10 , par. 264) be amended to provide that
funds received by the licensee should be remitted "promptly," Instead of "within
45 days after receipt of funds" as now provided In section 14; that a record of
the remittances be furnished regularly to the debtor; and that specific time
limits should be spelled out in regulations issued thereunder.

2. We further recommend that section 12 of the Financial Planning and
Management Service Act (1061 Ill. Rev. Stat., ch. 10%, par. 262) be amended so as
to eliminate the provisions which permit the licensee to collect 40 percent of his
service charge or fee in case of prepayment or cancellation, and to provide that
In such cases the licensee should be entitled to a reasonable service charge or
fee, but no more than the prorated monthly charge for the expired term plus
an amount, If any, not to exceed $50 for the unexpired term of the contract at
the time of such prepayment or cancellation, and that regulations be Issued to
govern the question of reasonableness of the service charge In such cases.

3. We further recommend that the last' sentence in the first paragraph of
section 12 of the Financial Planning and Managament Services Act (190 Ill.
Rev. Stat., ch. 16%, par. 262) be amended tL, provide:

"In no event shall more than the prorated service charge for one month be pay.
able by the individual unless a plan of payment of his obligations shall have
been accepted by a majority In number of the creditors listed In the contract,
which majority In number shall also represent a majority of the total amount
of the obligations listed as owing to such creditors in the contract."

.4. We further recommend that section 13' of the Financial Planning and
Management Seric-as Act (1961 Ill. Rev. Stat., ch. 16 , par. 263) be amended to
add a provision prohibiting a licensee from talking any security for his service
charge, Including a wage assignment, confession of judgment, or power ,of
attorney to confess judgment.

iDrafts of the bills recommended by this subcommittee were submitted to the chairman
aong with the subcommittee report. These draft bills have not been reproduced in this
final report but vill be submitted, with other proposed legislation, at a later date.
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D. PROTEOTIVX CONSUMER LEGISLATION

Section A. (omnumerfraud and the attorney general's injunctive power
We recommend the addition of an unlawful practices section to the Consumer

Fraud Act of 1961 (1961 IMI. Rev. Stat., ch. 121%, par. 261, et sq.).

Section B. Home building loan repulattons
We recommed that with regard to loans for improvement, repair, or remodeling

of residential structures used byone or more families, there shall be required a
completion certificate, signed by both the borrower and contractor, certifying
that the work covered in the contract, or a specific percentage thereof, has been
completed and that such certificatee shall be delivered to the lender of funds before
a loan can be purchased or disbursed (in whole or in part) by any such lender
in the State of Illinois. We further recommend that the form for such comple-
tion certificate be set out In the statute and that predating and other falsification
of such a completion certificate, or other violation of the act, be made a mis-
demeanor.

Section 0. Automobile Dealer* Licensing Act
1. We recommend that "dealer" be defined in the Illinois Motor Vehicle Tiaw

(1961 Ill. Rev. Stat. ch. 95%, pars. 1-101) to include "broker" and that the
penalties for doing business without a license be increased.

2. We recommend that it be made mandatory on the secretary of state to
revoke the dealer's license of any person found in violation of the Consumer
Fraud Act by a court of competent Jurisdiction,

3. We recommend that the licensing fees be increased to such a level as neces-
sary to provide adequate reimbursement to the State for the cost of enforcing the
act.

4. The following proposals are recommended In principle, but we further
recommend that the actual drafting of such proposals Into bill form be worked
out with the appropriate department in the secretary of state's office so that the
changes will be administratively feasible:

(a) Financial responsibility, character, and fitness requirements should be
included in the act.

(b) Repeated and knowing violation of the Retail Installment Sales Act,
Wage Assignment Act, law regarding wage deduction orders, or article IX of
the Uniform Commercial Code (dealing with secured transactions) should be
grounds for denial, suspension, or revocation of a dealer's license.

(o) Knowing and repeated use of fraudulent advertising and deceptive forms
should be grounds for denial, suspension, or revocation of a dealer's license.

(d) Previous revocation for any ground other than failure to pay fees should
be grounds for denial, suspension, or revocation of a dealer's license.

V. SUMMARY OF Poo:vaDINos

A. ORGANIZATION AN) PROOM)UR

On August 8, 1962, Gov. Otto Kerner appointed the undersigned as chairman
of a committee to review the credit laws of Illinois and to report their findings
and recommendations to him and to the legislature. A group of over 50-broadly
representative of the commercial and business Interests concerned, of the legis-
lature and of the consumer public--was appointed by the Governor to serve on
this study committee.

The first meeting oL *be committee was held on August 29, 1902, in the State
of Illinois Building L- Chicago. A statement by Governor Kerner, outlining
the committee's task, was read. The text of the statement follows:

"Although It is impossible for me to be with you today. I wanted to extend a
few words of greeting as you begin this most important task. I am delighted that
each of you has been generous enough to give your time and talents to the credit
laws study commission.

"As you know, the considerable interest In this area--an area that deeply
affects the lives of so many people In our State-resulted in some excellent legisla-
tion during the last regular session of the general assembly. You also know that
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many important questions were not answered and require further examination.
In my letter to you, I briefly mentioned four of these problems. There are many
more.

"I am asking you to review these and other questions you deem pertinent and
to present recommendations to me and to the legislature before the next regular
session. I stress the need for widespread agreement so that these Important
proposals will not become hopelessly entangled in legislative battles.
."With the realization that there is still much to do In this important field, I

am not suggesting what results should come out of your deliberations. I rely
on your sense of public responsibility and good Judgment to produce recom-
mendations both reasonable and acceptable. I am confident that under the very
able leadership of Harold Smith, your proposals will be fair to the business
community of the State and will also give important consideration to the wel-
fare of the consumer. With legislative proposals of this nature, I promise the
fullest support of my office to Implement their passage.

"I know that your service on this committee will entail a great deal of sacrl-
fico and diligent effort. This is especially so in the absence of a State appro-
pria,'ion to support a professional staff or cover other expenses. There are other
comensations, however, that will come from your labors. In time, I feel
corddent all the people of Illinois will recognize the opportunities you have
given them for a better, more secure manner of governing their own destinies.
Your most satisfying reward will be In knowing your contribution has helped
to make this possible."

At the August 29 meeting the Chairman appointed an executive committee ef
eight members to aid him in the organization and procedure of the committee.
The members of the executive committee were as follows:

George Bynum, vice president, Illinois State AFL-CIO Executive Council.
Edward F. Crowe, vice president, Suburban Trust & Savings Bank of Oak Park.
T. E. Courtney, president, Northern Illinois Corp.
Hon. Dwight P. Freldrich, State senator.
Hon. Abner 3. Mlkva, State representative.
Samuel Xf . Mitchell, attorney, Credit Department, Sears, Roebuck & Co.
Marvin W. Mindes, attorney.
Phillip 3. Murphy, Assistant to the Director, Legal Aid Bureau.

The chairman presented to the members as suggested outline of topics to
be studied and a suggested method of procedure. The proposals called for divi-
sion of the subject matter into specific problems which would then be explored
in depth by subcommittees. Each member was to serve on at least one sub-
committee. The members were to be given an opportunity to Indicate the
specific area in which theywere Interested, and appointments were to be made
by the chairman and executive committee so far as possible on the basis of these
preferences. The membership of each subcommittee would be balanced to reflect
all groups interested In the Issues to be considered by that subcommittee. After
discusion, the committee adopted the proposals outlined by the chairman.

Subsequently, the executive committee met, set up the subcommittees and
made appointments thereto. Two members of the executive committee were
assigned to each subcommittee to serve as liaison with the chairman of the
committee. Later It was decided that executive committee members should serve
as voting ex officio members of all the subcommittees.

a. SUBCOMMErr. MEMBESUSHIP

The four subcommittees established by the'executlve committee, the topics
assigned to them and the membership assignments follow:

Assignment of members to subcommittees and designation of chainnen and t~e
chairmen

A. Subcommittee on Lending of Money:
1. Study of laws regulating finance companies.
2. Review of usury laws.
8. Evaluation of proposals to enact an industrial finance act.
4. Small loan companies.
5. The licensing and regulating of miscellaneous lenders.
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Members:
William B3. Davenport, chairman
Prof. Sidney Davidson, vice chair-

man
Frank J. Csar
Robert 0. Emrick
Senator Dwight P. Friedrich
Morton I. Goldman
Harold Hlaugan
Paul laccino
Willard J. Lassers
Frank McCallister
Rev. Thomas B. MeDonough

(DING-wrI 9 0 .3- :1297

Mew ers,-00tnneIF 07 *

Senator Whoma) A. McGloou ,;
Lester B. Maso'  ""
Representative Abnqf J..Mlkva
Representative 0eci1 A. Partee
Pault M. Van Arsdell
James J.Walsh
And members of the exectitvO com

mittee
Charles.3t. Komalko (byredseIgn-

ment)
Rev. William S. Van Meter (by-re-

assignment)

B. Subcommittee on Retail Installment Sales:
Study of cap) rates 6n installment buying.
Negotiability of paper arising from these transactions.
Licensing and regulating of retail sellers.
Review of Retail Installment Act of 1957.
problems relating to cosigners.
Credit citrds-

Members:
Thomas Tearney, chairman
Prof. William Trumbull, vice

chairman.
Roland Blaba
Miss Barbara Curran
Fred Goerlitz
George Hansen
Robert Johnson
Ernest S. Lair

Members--Contlnued
Samuel M. Mitchell
Philip J. Murphy
Jerome Schur
Charles A. Snavely
Rabbi Jacob J. Weinstein
Elmer Zumm
And members of the executive

committee'

C. Subcommittee on Remedies:
1. Wage assignments and garnishments.
2. Deficiency judgments.
3. Confession judgments
4. Evaluation of the Private Debt Adjustment Act.
5. Regulation of collection agencies.

Members: Members--ConUnued
Charles Beckett Carl Hobbit
George Bynum LeRoy L. Kohn
Bernard Chaitman Mrs. Dorothy A. Lascoe
Stephen R. Chummers Joseph V. Mahoney
T. E. Courtney George A. Ranney, Jr.
Clifford C. DeLong Z. R. Rogozinski
Cobert Ets-Hokin And members of the executive
Robert Gibson committee
Senator Arthur R. Gottschalk Robert McRae (by reassignment)
Thomas D. Griffin Edward Marsalek (by reassign.
Irving B. Harris ment)

D. Subcommittee on Protective Consumer Legislation:
1. Consumer fraud.
2. The attorney general's injunctive power in this area.
3. Availability of consumer information.
4. Home building loan regulations.
5. Automobile licensing act.

Members:
Oharles 3. Komalko, chairman.
Rev. William S. Van Meter, vice

'chairman
Ely Aaron
Edward F. Crowe
Fred M. Dumke'
Clayton Krug
Edward Marsalek

Members-Continued
Robert McRae
Marvin W. Mindee
Daryl B. Oldaker
Representative William D. Walsh
Frank Yarnall ,
And members of the executive com-

mittee

. . . -, ,
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(The following ooilrftpodence, and the questions referred to on

p. 10%, , subjbittt by S Wakor S .mpSm.)

Moaaebwaefle uo~mc tai~oBoeloj, Me'S.

Dzn M . PAva : You will recall when you were testifying on S. 750 that I
said I would llko to send yoU some questions for your response. You indicated
your willingness to do so. Enclosed are the questions.

I uderstalhd that the recotd Is scheduled to go to the printers on February 1M
I would appreciate having your response before then. -

Sincerely yours, L. SMPso.,
.. ..... -, . , tY.8. Behat or,

(A similar letter st ohi ham, Mamthusetts Con.
sumers Associa
Mr. WALTnl f
Natio4na 0C foeee of Oom io## $'On orm State La

aI MAxoM "~ne C 'ita t of q tit l dl ln$,ko Mssii,.
Nata Paven, d hhn Ia . ng the hearingM thdated to
tiese ement e at I had , but bI time sch le was such
that id t6t M as em at the ea tg.

I uld be interested hi '/ ito n tb que ions.

alARDro $,. rukoir
U. efto for.

UZSTION B. EN M aPO
0 te)1 t me di yountse 'ea1 t 0 -. %t.,t h4 definkt!of lcreditl

in Ion 8(2), bllreads: co tMO 6 -M b M16a", contract o
sale o property ofr service, eta-l p tor fitur. delivery under which
part or11 of the, price, I hub uent the king u f, in h sale-or con-trac;Wuic* .agaever a ontrs o'purchasgoods for cashon deive If the to6do I deliver until uent to Mins g the contract?

2. The d nltiQn of cttdi -tW py then an agreeme to buy a catr, for
example, wh tbp car*ab not pleked up and paid for unt he following week,
woul4 it not? -

8.AM thisIN evethoghthefull price of t car is paid by the pur-
chaser, Is It not?

4. The definitton of c kpplies Wh Jmake an agree-
ment With my neit doet noig, where he wi q V1 my lawn each
Saturday afternoon and I Will pay him 50 cents each time 4tmpletes thd job.
Would this be included in the definition of credit £159?

5. Transactions such as th0se' hive just outlined, where lpyiment and per-
f6rmance occur at the same timeara normaly though t of as cash transactiona
and not credit transactions, tb at"

. Why, then, are these transactions included lii hb bjl1s definitin of credit?
7. Look a little further down in tho deflnitip, were you will ee the phrase.

-* * * any contract or arrangement for the hire, bailnient, or leasing of proc :
•erty; * ." IsaleOjoPt(.*~dittranaction?

& Are not the cha1t4Sbb innbtbd incident to alta,.r~tal j.&ylnentu?.'
9. A finance cbhaig lsd~fifiedA* a chare indeidlt to the exted#i6ol of ,fedlt.

Since cr*lit is defin6d&t0 Uidlud6'.the leasing of property, this means "charges
intkIeht t6 a l hg.,of oroper *y. Are rental payments finance charges, *thln
the meaxdnl of the bilt .

10. How can a lessor fi1flithe eq'uIrements of section 4 with trspet to such
charges?

11. There Isn't any cash or delivered price for the property, Is thete?- .
12. Is there anything to which an interest charge can thus be computed?

/ 1



18. Do you think the bill Intends to re4cb stlh aiatra loa by th#.deO nationa
ofcreditandfinancecharge? , , .i'. 4

14. Butted l naUonuN, dee Mto, woldu'tthey? .
15. Anyone reading, the deflation ad 1then section 4. would be pPsW *4 to

what he had to do, wouldn't he?
1M. Wouldn't he be worried that if he gueaswO wrong bebwold, 00 0*t

to the ponaltles of section ..T. Wouldia' the problem be the ny rented 4is for
week, payable at the end of the period? .-

M& Wouldn't the definhtions of creditW And f incecharge0 aIa) ,"Vee the
hire of taxicabs rented for an hour, or of a Aqrmefor half an hor? -

19. Doesn't -the Met that those definitions wOW4 cover such Waon proe
that there ik a6o1thlnjwrong with the definilions?

20. What kid of leases,- i any, was the definition of credt ntQnded to, rech?
Can you think of any?
2U What kind of contracts of hire? What kind of bailmento?
22. Don't you think the language,ofthe statute should be-lmnted to those

transactions which It is intended to reach, and nWt to a1l leases, eoqtiact for hire
and balljn e nts? . . .•.t. . .,2. Now let's take the next phrase, "any option, demand 0- v or other elm
against, or for the delivery of, property or money." Suppose' that for $100 one
person poll another an optIn to buy, a house., Wouldn't that come within the
statutory definition of credit?

24. If It does, should the definition of credit apply to it?
26. What kind.of option, if any, could or should the bill ap~ly to?
26. Now how about tho word "demand." What kind of a demand is It for

which a charge is made?..
27. If the word is tie in with the subsequeht phrases againstst, 6r'for the

delivery of, property or money,' what kn of -transactions would it apply to?
1 28, And if there are some. demands to which the definition of credit could
Apy, rtainlyv every demand for, property or money for which a charge Is made
sh"Ou adn't come within th deftnitio-n of credit, should it?

29. Isn't the.oamo true about the words."otber plims against:, or for thedelivery of, p roperty- or money? " ,
V0. What kinds of claims are Intended to come within a definition of credit

like this, if .ny7  .
8L. Would ere be #*by others which could lt fi der it?
ft Wat akout the word " len" ,or "plee "? Is -every He or pledge e for

which a charge is made a credit transaction? " l

83 Should all .ub le Was or pledges be included In 'le definition of credit?
34. If not 1, which ones should?. . - -. !, - - -
85 , hoiuldn't he dedfn.oxiisak e this clear? .
8, What about ren al-purbhp, contraut? .
87. Should all such contracts be'subWect to thi defli, un of credit?

* 88j; there are, any such trau gctlon.n which ai4,4ntend t6 be covered,
shoUldn'tthQ definitions tM'tieddown to them? - " '

89. Doesn't~the aovo ixake it clear that thsis ioa clAas cttqn$ IncloucJgleases, bailents, opio, pledges, d ens, demands and claih InS the defliitlon
of "credit" goes much too fri, a ndeed m.kc nonsense, and that the whole
definition should be thought out more pareuy , ' .

40. Refer to tie begin F eion (2),cuttsw-t theh hase"any
loan*'TQtae the $I eet transaction, . if'* k 1ad $04 *000 ;t'a specifiedperpet of 1nterst, y, ere any rqeson-why at the other !tms tnsctIon 4(a)

shouW ~ ~ ~ ~ a beuea.ld?. ~ core t eal, estate
41. e.uewrd!portgag", as, Wa a c mest
42 DoEonl nxgo 'ar paylpg?,

Lea l e la te OoA asl~' , fee for credit
ihvestigatostis searh, .. titl nsurnce,. be. u d.within the interest
rate?

Is. ~ ~ ~ ~ ~ ~ X &rxttebyr dqitI ~ned no-w hen tey areIthetite re wty ay e d % au 'q ,d 4ow ,.... t9,!,,, e ,, ; - g -.. ,
40. isn'it It more accurate to say that the mortgage ls at a -PeV roat.plus

W, fgor fees whieh arp paId once at thbeinn.ng, than to lump, them all to-
ea Say that the r B '/

T N-9 "-- LBNDG-t-T 90A844



47. What Ls tieant by 'deed of ttst"V '.

48 Is every deed of trust a credit transaction, using that term' in its normal

sense and not with the enoimouslY inflated weaning givenIt i thisbill?

49. vieu if ,t there is d charge foit' deed iof trust, would it necessarily be a

finance charge?
50. "What id meant by advance"?. .
51. In. section 4(a) (4) the bill says that chargees must be itemized "which

ati'n6tinldent to the extension of credit." This contrasts 'with section 8(3)

which includes fees and service charges, among other things, ab among the

'charges lncuir 6d is incident to the extension of credit. Can anyone tell clearly

what charge 'are'or are not "incldott" to the extefnslon of credit?

52, Would a fee for a title search br credit investigation be incident?

53. How about a lawyer's fee Iii orfiikection with thelsale of, property or for

rT;&dling'a mortgage?
54. (a) How about title insurance?
(b) Or the fee' for collision Insurance on a car sold on an installment basis,

or theft lnsbratied for jewelry bought on time? - L I t -:

(c) Or the fOe fok fire inurance On leased ormortgaged r 6rty?

(d) Or the cost of life insurance on the borrower for the durationlof a loan?

55. Is it clear whether any of the above chArges are or Shbuld be inclIded in

the finance chArge?
56'Don't 'y6u agree that if these insurance' charges are iltince charges they

must be included in the numerator in computing the pOicentage rate required

by section 4 (a) (7)?
57. And if they are So included, would this not increase the percentage

figure? ,-_

58. Don't you agree that people normally carry insurance on such items, even

'if they buy them outright f6i cash?
59. And where the meichafdlse is sold on time, 'uch insurance operates to

protect the buyer as well as the seller, doesn't It? It Will cover the'buyer's

obligation to the seller,' and 'also protect the buyer himself as he gradually

lays that obligation off.

60. in view of h ist. isn't it' unfair -to the seller to requite him to state ibsur-

ance charges in such a way. that they appear to Increase the interest rate being

pad by the b er? * r. I , , - - :_ - .I .

61 . Doesn't this analysis suggest ,tat the phrase "ipcident to tLe extension

of credit" Is too broad? It ,eithorF includes 1) all euc Insurance, which Is

unreitsonae 'o. (2). only so"i. -'such ifisurahXe, in'which case no one can tell

which Is included and which Is not. '

62. Wouldn't it se0m (lat money actually expelided for various cost items

incurred at the time of the transaction should be included in computing the total

cost of the purchase, or the total' aMoftnt to be flnfatieed,' rather than in com-

puting the amount of interest and theaiiiual int'eret rate to e earned in ,the

future, as seems to'be rj oqrednuder the, bill?

63. Section 4 (a) requires delivery of Awritten statement to' the debtor, "prior

to the consummation of. the transaction." Take, ai an examplt-, a typical sale

of merchandise, Where the store delivers to the consumer a few days'later. Is

the transaction consunimated when the buyer signs the'contract to purchase, or

when the goods are actually delivered?

64. The bill does not make, this at all clear, does'It?."..

64. Lok:at secidn 5a), 'page 6, lines 9 through I12Which states that the

Board shall pr be' rules aio regulations requirlidt'thet the information

specified in section 4 "be set forth .ith sufllclent prominence to insure that It

will not be overlooked by the person to whom credit is extended." How can

'this be Insured? Some persons will oerldok this ififormation no matter what

the Board prescribes wo.ldpn tY6,tou y Aid1hat about a blind person?

66. Sections 4(b).,(1) and (2) require "a clear tktenment in, writing" setting

forth the simple annual Intrest tate. What I s me. 'by "cleat '-big,, leible

print,'or a statement ofthe percentage which can be understood?

61. Does this mean a statement written in English?

68. Several witnesses who testified before this committee ab6ut being duped

into making purchases have been unable to speak English. If the buyer can't

speak or write English, will a statement written in English convey any Infor-

'mation to him?
69.'Does the requirement that the written statement be "clear" mean that in

such cases the seller must furnish the'buyer a statement In bli native'tongue?
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70. Section 6(2) odtIhaStateIlVn'Ahall xot;,be,.affeeted i=&pt to the
extent that they are directly Inconsistent "with the provisions of this Act"
Does the reference to provisions of the act include the riles and, r~gulatiods
promulgated by an administrative agency? , A .

71. The penalty provisions refer to violations of this act "oVr.#nyregdat1oM
issued thereunder." Does the. absence of pny express reference to-regulatlgns
in. section 6(a) give, rise to, the argument that .the section doesn't ;apply to
regulations, and that State laws inconsistent with regulations, Vnder, tJhe, ac
-are not to be regarded as inconsistent with the act and are apt supqrseded v

72. Section 0(a) provides that State laws are nott superseded Vexcpt to tbie
extent that such laws are directly incosistent with the provisions 9f~tbIs.. ct.
Would that exclude a State law making it illegal, to disclose any. of the items
.required by the Federal law, if there was such a StAte liaw?

78. If the State law required additional Information, ,would that , alI
right?

74. Suppose the State law required approximately the saime. Inormation,
stated -or computed somewhat differently. , Would. It be "inconsistent';!. If the
information were given both ways, so as to satisfy both the State aiidlEderal
requirements?

75. Couldn't this be confusing, if the rate of interest 'was to be computed
in two different ways? If so, would it be inconsistent?

76. If the creditor put In both rateswould that violate the Federalrequire
met of "a clear statement" ?  .

77. If the creditor merely followed the Federal form, might not he be In
violation of the State law?

78. Section 7(a) exempts the seller from any civil penalties "if the percentage
disclosed to such person pursuant to this act was in fact greater than tb
percentage required by [section 4] * * * to be disclosed." Doe- this" mea
that a seller or lender who wants to be sure he Is avoiding civil penalties may
adopt a procedure whereby the percentage rate is intentionally overstated?

70. There Is no such exemption In the criminal penalty provision, section 7(c),
ts there?

80. Would such a person-be "willfully" violating the act by knowingly ovet-
stating the interest rate, and hence subjecting himself to the criminal sanctions
of section 7 (c) ? .

81. Section 3(5) defines the term persons as Including the United States
and any other government or subdivision or agency thereof. Would It thus
cover loans by the Federal Government or State governments?

82. Section 7 (d), however, says that no penalties shall apply to those agencies.
Does this' mean no civil penalties or no criminal penalties or no bpenalties
at all?

83. Must the debtor pay the agency the undisclosed finance charge?

LAw OFrrzCS OP MAsor & PAVESR,
Boston, Mass., February 10, 1964.

Hon. MmIwAun L. SIMPSON,
Senate Offce Building,
WashingtoN D.O.

'DEAR SE*ATOT SIMPSON: I have Just this day received your questions con-
cerning S. 750.

WhllO I will certainly make every effort to complete, the answers, So that
they may be forwarded to the printers, j .would qke1 to give as much care
In drafting my answers as you have given in drafting the qut1on ..

In the midst of my practice of law, I shall attempt to coiply, with your
request.

With best personal wishes,
NATHAN S. PAVEW.

2,3-902---64-pt, 2--,
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NAToxAi, OoImmrN oi CouiseioNZs oN UNIFoRu STATS LAWS,FebruorV 11, 1964.
Senator MiLwm L. SIurson,
Senat Offloe Building,
WMN*gton, D.O.

DEAR SENATOR Sim'sox : I have received your letter of February 5 and the
copy of the questions you are directing to Messrs. Nathan S. Paven and lohn J.
Graham. I think these are an excellent set of questions which bring out very
well the absurb but, at the same time, very troublesome problems that are
created by the all-encompassing language In certain sections of S. 750. If
S. 750 ever were enacted, legitimate houses extending credit would have no
choice but to ask exactly this same kind of questions and answer them rightly
or wrongly at their peril. Almost certainly some percentage of the cases in-
volving questions of this kind would result in JItigatiol. I would certainly think
that risks involved in questions of this type would induce some houses to
simply cease doing certain kind of business on the reasoning that any earnings
that might be made would not Justify assuming the risks involved. Of course, the
cumulative effect of decisions of this kind could be very serious.

Sincerely yours,
WALTim D. MAUOOLM, President.

(The following correspondence relating to Senator Simpson's ques-
tions was submitted for the record by Senator Robertson:)

F aJUABY 0, 1984.
Hon. PAuL H. DoUoLAs,

U.S. senate,
Waeshfigois, D

DEAR SENATOR DouoLAe: If the time should come for the Subcommittee on
Production and Stabilization to meet in executive session on S. 750, it seems to
me that a great deal of clarification will have to be brought about in the text
of the bill. I enclose a number of questions about the meaning and effect of the
bill which Senator Simpson has brought to my attention. I understand he
intended to ask these of one of the witnesses at the hearings in Boston. The
answers to these questions are not, I think, clearly indicated by the present
text of the bill. It seems to me that these questions should be carefully
and clearly answered before we consider imposing on any regulatory agency
the burden of writing regulations for a statute of this breadth and importance.

I have, therefore, sent copies of these question to the Federal Reserve
Board and the Federal Trade Commission, with the request that they be an-
swered at the earliest possible moment. I should also appreciate your con-
sideration of these questions. If you should wish to supply answers for any
of these for the record, I am sure this will be helpful to the members of the
subcommittee.

I understand that Senator Simpson has asked that these questions be in-
serted as part of the record of the Boston hearings. Perhaps you would also
like to include in the record your answers.

With kindest personal regards, I am,
Sincerely yours,

A. WLs RoBsrsoN,
Ohafrmat.

FzimuAiv 6, 1964.
Ron. PAbL RAND DIXON,
Oh airman, Federal Trade Uommis#sfo
Was hfto^, DO.

DiA M. CurnmAN.: I enclose several questions which seek to clarify the
meaning of S. 750, Senator Douglas' bill to assist Ix the promotion of economic
stabilization by requiring the disclosure of finance charges in connection with
extensions of credit.

Since the administration bas recommended that the Federal Trade Commission
administer this proposed law, I believe it is desirable for the Commission to
provide answers to these questions for our guldanc6 in considering the bill.

Since it is hoped that we can send the transcript of the recent out-of-town hear-
ings on the bill to the printer by February 19, I should like to have your reply
by that date so that it can be included in the record.

With kindest reagrds, I am
Sincerely yours,

A. WILis RosmiuTS0, j7airman.
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FtmAL 1RADE outisstox,
Wa hingot, D.0., Feb 18,1984.

Ion. A. Wxw t., ftrso,
Ohairman, Oommtief6n Backfng at4 Ocrrenoy,
U.S. Senate, WaiMngtot, D.O.

Dra. M. CnAIuAN: On February 6, 1964, ybu submitted to this Conauisaton
a series of 83 questions concerning S. 750, 88th Congress, 1st session, a bill tO
assist in the promotion of economic stabilization by requiring the disclosure
of financial charges with extensions of credit, with a request that our answer
be supplied by February 18,1964.

Before specific referral is made to the 83 questions posed, it is believed that
some attention should be given to the general purpose of this proposed legisla-
tion and the- procedure provided within the act for insuring the effective mid
efficient attainment of this purpose.

Section 2 of S. 750 provides that:
"The Congress finds and declares that economic stabilization Is threatened

by the untimely use of credit for the acquistion of property. and services. The
untimely use of credit results frequently from a lack of awareness of the cost
thereof to the user. It is the purpose of this Act to assure.a full disclosure of
such costs with a view to preventing the uniformed [sic) use of credit to the
detriment of the national economy."

When introducing S. 750, Senator Douglas stated:
"The truth-in-lending bill is both a simple and effective measure. It requires

that all lenders and credit sellers fully disclose to the consumer the costs of using
credit in an accurate and uniform manner.

"Anyone engagOIn the business of extending credit at the ret~inl levelwould
have to fully disclose in writing the costs of credit to the borrower before the
credit transaction is signed."

In short, the purpose of this bill is to require that any creditor, as defined in
the bill, furnish to each person to whom credit is to be extended, a clear written
statement prior to the consummation of the transaction. This statement must
apprise the prospective debtor of exactly how much more than, and what per-
centage of, the cash price of the property or services to be purchased will be the
amount added as a result of any credit that is to be extended. Furthermore,

At is required that such an amount be itemized In order that the prospective
purchaser can ascertain exactly what we will be paying for.

It is believed that the draftsman of this legislation, recognizing the impossi-
bllty of specifically providingfor every persently known and future means of
extending credit, envisioned that the Board empowered to issue rules and
regulations pursuant to section 5 of this act, would develop an expeftise that
would allow it tQ provide for adjustments and exceptions necessary or proper
to effectuate the purposes of the act, prevent evasion of the act and facilitate
its enforcement.

If the Federal Trade Commission, as suggested by President Kennedy, were
to be the agency given the authority of prescribing such rules and regulations
as may be necessary to carry out the provisions of the act. the Commission
would be operating within a procedural area in which it has had considerable
experience.

The Commission now exercises jurisdiction over acts authorizing it to issue
substantive rules and regulations. The granting of such authority to the Com-
mission by Congress has been expressly Included in several laws. Among these
special acts are the Wool Products Labeling Act of 1939, followed by the Fur
Products Labeling Act of 1951, the Flammable Fabrics Act of 1953, and our
latest, the Textile Fiber Products Identification Act of 1958, Under all of
these labeling acts, the Commission has been authorized to, and has, issued
rules and regulations, which, when adopted in accordance with the provisions
of the respective acts, have the binding force and effect of law.

Before any rules or regulations are promulgated under these acts, the Com-
mission notifies all Interested parties of the nature of the proposed rules and
regulations and Invites comments from them. Other Government experts are
also consulted in order that the benefit of their views can be obtained. Should
Congress, in the proposed bill, authorize the Commission to prescribe rules and
regulations provided therein, the same procedures will be followed~before their
adoption.

In addition to administering these fairly narrow statutes, the Commission has,
of course, had much experience in giving specific definition to the broad provi-

I
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sons of section 5. of the_ Federal Trade Commission Act which, as amended,
forbids: :Unfatr pkethods , of competition in comme,&e and unfair or deceptive
acts or practices in commerce * 0 *," It is thought that the administration of
legislation containing broad provisions and rulemaking' powers such as are
contained in S. 750 would similarly require the utilization, of expertise in re-
lating the provisions of such a bill In the light of Its purpose to specific economic
practices which may evolve.

Thus, in responding to the questions attached to your letter of February 6,
6i984, the Commission feels that its answers, as set oit below, are necessarily

subject to qualifications that might be Indicated .as a' result of further informa-
tion that might come to its attention during the course of the procedures set out
above.
. In requiring that all lenders and credit sellers fully disclose to the consumer
the costs of using credit, section 3 of 8: 750 contains certain definitions indicating
exactly what types of transactions are deemed to be of such a nature as to fall
within the purview of the act.

First, there must be a transaction involving "credit" as defined In section 3(2).
Second, a "finance charge" as defined in' section 3(3) must be imposed In this
transaction Involving "credit" as defined In section 3(2). Third', only a "creditor"
as defined -in section 3 (4)' is required to make the disclosure required under thisact.

It must be understool tat "credit" as used in this bill is a tern of art
which encompasses mary leal forms which can be employed in entirely cash
transactions. Itowevcr, each of these transactions has the potentiality for use
in credit in the ordinary ser're of that word. In order to determine whether
pny transaction which Iniolves credit within the meaning of section 3(2) falls
within the scope of the bill, !t is necessary to inquire whether a "finance charge"
Is imposed; i.e., whether tie borrower or credit purchaser is required to pay
any amount which would not be incurred in a cash transaction.

Thus, based on a considcratiou of section 3 asa whole,'it Is believed that your
questions I through 39 can bt examined as a single entity. As you will recall,
questions 1 through 39 contain a series of examples of typical financial trans-
actions. 'As each example is set out, it is questioned as to whether such a trans-
action is a "credit" transaction, under the definition provided in section 3(2) of
the act. Then, based on the assumption that said transactions are "credit"
transactions within the meaning of section 3 in its entirety, it is further ques-
tioned as to whether these transactions are meant to fall within the scope of
this act. For It is apparent that if this bill is construed to subject the exempli-
Jied transactions to the disclosure requirements and enforcement procedures set
out In sections 4 and 7, respectively, serious difficulties twill arise.

In construing section 3 In its entirety, the serious difficulties demonstrated
in questions 1 through 39 become obviated as the -hypothetical transactions do
not fall within the coverage of this act. The reason for this is that none of the
exemplified transactions involved a creditor as "creditor" is defined in section
3(4) Qf the act and only a "creditor" as defined undei section 3(4) of the act
Is required io make a disclosure as set forth' in section 4 of the act or is subject
to a penalty as set forth in section T of the act.To clarify and exemplify the theory set out above let us examine the specific
transactions detailed in questions I through $9. Question 1 involves "a contract
to purchase goods for cash on delivery if the goods aren't delivered until Subse-
quent to making the contract." In this situation, although the transaction is a
crodit'transaction within the meaning of section 3(2) In that payment is not
requiredJ Unti' subsequent to the making of the contract, no finance charge is
required as rn incident to the extension of'credit.: Without a finance charge
there can be no creditor as defined in section'3(4) and without a creditor as
defined in section'8(4) no duties of disclosure arIse under this act.The same r-oamning applies to an agreement lo buy a car where the car was
not picked up and paid for until a week after the agreement (questions 2 and 3) ;
an agreement with a neighbor's son wherein it is agreed that he undertakes to
mow a laWn every Saturday and you agree to pay him 50 cents each time he
completes the job (questiOns 4, 5, 6) ; A lease of property (questions 7 to 16) etc.

The" fact that the examples get forth in questions 1 through- 39 fall within
the definition of "credit" in section 3(2) of the bill does not prove that there
is something wrong with these definitions as the limiting provisions of the
remainder of section 3, the definition of finance charge in section 3(3) and the
definition of "creditor" in section' 8(4), eliminate the possibility 'of considering
the hypothetical transactions within the scope of this act.
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With specific reference to questions 40 to 83: ' '
Question 40. No. Section 4(a) provides 'that the statement, "to the'extent

applicable", should contain the prescribed information. -In the instanceited
of a simple transaction of a bank lending $1,000 at a specified rate of interest
the only provisions of section 4 (a) 'applicable Would be--(5) the total amoubt
to be financed; (0) the finance charge to be expressed in dollars an'dents;
(7) the percentage that the finance charge bears to the' total amount to be
financed expressed as a simple annual rate on the average unpaid balance 'of
the obligation.e

Question 41. Yes. The language apparently is meant toinclude all types of
mortgages.

Question 42. Not necessarily. It is presumed that this question was meant
to refer to "mortgagors" rather than "mortgagees." Fromn our understanding
it is certainly true that it is much more common in real estate mortgages than'in
personal property transactions to state the Interest'rate in terms of annual
Interest on the unpaid balance. But even here, the bill would-serve a useful
function by requiring a statement of the total amount of Interest payments as
well as the rate. Real estate transactions, wherein mortgagors'usudrly pay
interest only on the unpaid principal balance as it diminishes, are unlike the
typical credit transaction involving personal property wheremonthly payments
usually do not reduce the amount of interest, which has already been prede.
termined on an annual basis. Thus credit is usually given the borrower for the
periodic diminution in his principal balance, In terms of Interest, whereas the
same is not usually true in the case of credit sales of personal property. The
buyer is often unaware of this fact, which results in the true rate of interest
being considerably greater than the rate stated to him.

Question 43. The Commission is of the opinion that a guideline as to which
charges or fees are incident to the extension of credit can be developed from the
preliminary study reported by the Housing and Home Finance Agency on page
190 of the 1962 hearings.

Question 44. Not necessarily. Such practices are dependent on the procedures
utilized by Individual lenders and the varied requirements imposed by State laws
now in existence.

Questions 45 and 46. No. It is believed that it would be more meaningful to
the consumer if all charges defined as incident to the extension of credit would
be disclosed in both chattel and real estate transactions in terms of interest
percentage as well as specifically broken down by charge.

Question 47. A "deed of trust" is a legal instrument conveying 'legal title
to property to a trustee In order to provide security for the performance of some
condition, such as the payment of a credit obligation incurred by the grantor of
such deed; I.e., the buyer of such property.

Question 48. No. By definition a deed of trust can be for a condition'other
than the extension of credit. (Black's Law Dictionary, 4th ed., 1957, p. 503.) ;

Question 49. Not necessarily. It would depend on the purpose for which the
charge is imposed; or, stated differently, it would depend on whether the charge
comes within the definition of a finance charge.

Question 150. An advance is the supplying, beforehand, of money or goods (or
other thing, of value) before an equivalent is received. (Black's Law Dic-
tionary, 4th ed., 1957, p. 72.)

Question 51. Yes. As noted by Senator Douglas' memorandum appearing in
the 1981 hearings, pages 1809-1312, the charges which are incident to the exten-
sion of credit are determined by the following criteria : "
1. Is the expense one which the debtor would not normally incur if he did

not receive the particular extension of credit-if, for example, he purchased for
cash?

2. Is it required by the creditor as a condition to extending credit?
3. Does it run for the same term as the credit?
4. Is the benefit of the charge primarily to the creditor and only secondarily

to the debtor, or is the benefit of the charge primarily to the debtor and second-
arily to the creditor?

5. Is the charge paid to the creditor or to a third party to purchase a service
or protection' for the debtor? *

Question 52. It would appear'that a fee for a' title search would not be Inci-
dent to the extension of credit, whereas a fee for a credit Investigation may
properly be so designated. There possibly may be an exception to the above where
a title search is required by a lender as a condition for making a loan.
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Question . It would appear that a lawyer's fee in connection with the sale
of property, particularly where he acts in lieu of a broker on behalf of a client,
would not ordinarily be "incident to the extension of credit" unless the attorney
also aids in the procurement of a loan in connection with such transaction,
whereas a fee for recording a mortgage would more properly be within the scope
of such term.

Question 54. See the answer to question 51.
Question 56. The answer to "Yes," in view of Senator Douglas' memorandum

appearing in the report of the 1961 hearings at pages 1309-1312, as set forth in
answer to question 51.

Question 5. Yes. If the Insurance charges are incident to the granting of
credit, they are included in the finance charges and must be included in the
numerator in computing the percentage rate required by section 4(a) (7).

Question 57. The inclusion of any charges incident to the granting of credit
In addition to the nominal interest rate would naturally Increase the percentage
stated as required by section 4(a) (7).

Question 58. No. It is true that people may carry insurance on outright pur-
chases for cash, but the nature of the insurance and the extent of the Insurance
would vary with the circumstances and would be determined by the purchaser and
not by the seller or, In the case of a credit transaction, not by the lender. The
purchaser would also pay the premiums in such a case. In case of credit trans.
actions, the premiums are often advanced by the creditor and charged to the pur
chaser as part of his loan.

Question 59. Yes. Where merchandise is "bought on time" and the buyer is
required as an incident to the extension of credit to purchase some type of
insurance, it cannot be questioned that benefits from such Insurance may inure
to the buyer as well as the seller.

Question 60. Not necessarily. In order to determine whether or not it is
"unfair" to the seller to require him to state insurance charges in such a way
that they appear to increase the interest rate to be paid by the buyer, the
insurance being purchased would have to be tested under the standards set out
in the answer to question 51. Since an insurance charge which Is not incident
to the extension of credit as determined by the standards set forth in answer to
question 51 need not be included in computing the interest rate, It is not believed
that there would be any unfairness.

Question 61.. No. It Is not believed that the phrase "Incident to the extension
of credit" is too broad in relationship to the context of question 61. Not all
insurance would fall within the category of being "incident to the extension
of credit" and It is believed that the agency empowered to administer the act
could, under the provisions of section 5(a), promulgate rules and regulations
which would provide a framework for determining what types of insurance
should be regarded as Incident to the extension of credit under the terms of the
act

Question 62. It appears that the answer to this question is covered In our
answer to question 46.

Question 63. The proposed legislation contemplates that the duty of disclosure
would arise when the transaction is "consummated" that is, for the purpose of
the bill, when the contract to purchase Is signed.

Question 64. The bill appears reasonably explicit in this regard. Delivery, in
and of itself, is not ordinarily an incident preliminary to the existence of con-
tractual obligations, and the purpose of the bill, quite clearly, is to require dis-
closure before the consumer enters into a binding contractual obligation.

Question 65. Compliance with this section of the bill can be reasonably insured
by the issuance of appropriate regulations prescribing the manner, details, and
form which such compliance will take. There is no more of a problem here than
in the case of any other commercial transaction4n respect to which a particular
statute, State or otherwise, requires a lucid presentation of pertinent informa-
tion in connection therewith. The problems of blind persons are no more serious
in this respect than in other commercial transactions Ohere they must, of neces-
sity, rely on the eyes of one whom they trust for enlightenment In this area.

Question 66. The word "clear" in this connection would appear to mean a
statement of the simple annual percentage rate which can be easily understood.
Of course, it is recognized that it is essential that the writing in question be
legible.
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Question 67. Ordinarily. It is presumed that the statement would ordinarily
be required to be in the English language as parties to practically all commercial
transactions within the United States, with some few inconsequential exceptions,
are warranted in the use of this, our national language. The exigencies of the
situation may, of course, dictate the seller's or creditor's use of another language,
in order to effect a sale or credit transaction. This is a matter properly a subject
for future regulations.

Question 68. Of course the answer to this is "No."
Question 69. In the absence of a person upon whom the prospective buyer or

debtor can rely for an appropriate translation, the word "clear" may require
that the statement be in the prospective buyer's (debtor's) native tongue. How-
ever, this is a matter to be more appropriately covered by future regulations,
after due consideration of all the pertinent facts in connection with this problem.

Questions 70 and 71. Questions 70 and 71 point out an inconsistency in the
draftmanship of this act. Although it is believed that section 6(a) would apply
to the provisions of the act as well as any regulation Issued thereunder, it is
recommended that line 14 of section 6(a) should be amended to include the words
"or any regulation issued thereunder" after the word "act." In this manner,
any ambiguity that might now exist about this section could be removed.

Question 72. Yes. Any State law making it illegal to disclose any of the items
required by the act would be inconsistent with the act to the extent that the State
law made such disclosure illegal.

Question 73. As the purpose of this statute is to assure a full disclosure of credit
costs to the consumer without placing any undue burdens og creditprs, the act im-
poses a minimum rather than a maximum disclosure requirement. If a State
felt that it was necessary to pass legislation requiring a disclosure additional to
that required under the act, such legislation would not ordinarily be inconsistent
with the act.

Question 74. Not necessarily. If a State law required the same information,
stated or computed somewhat differently such a State law would not necessarily
be inconsistent with this act. As long as the requirements of the act were met,
additional information complying with the requirements of the State law could
be given by the creditor.

Questions 75 and 76. Although it is recognized that the possibility exists that
the computation of interest on different bases could be confusing, and possibly
inconsistent It is believed that rules and regulations could be promulgated pursu-
ant to section 5 that would provide for compliance with the Federal requirement
even though a different type of computation may be required under State statutes.

Question 77. If the creditor merely followed the Federal form, he would not,
by reason of that act alone, be in violation of any State law requiring a mbre de-
tailed disclosure than that required under the act. However, as the bill only
establishes a minimum standard, compliance with this bill would not satisfy a
State law calling for a more detailed disclosure than that required pursuant to
the provisions of the act. The resolution of such problems may be found in the
exercise of discretionary powers provided under section 6 (b).

Question 78. It would appear so, but we do not envision that sellers or lenders
will find it necessary to engage in such a practice in order to be assured of pro-
tecting themselves.

Question 79. It is true that there Is no such exception in the criminal penalty
provision.

Question 80. It does appear that a person may technically be in violation of the
proposed criminal provisions of the legislatioa; however, a culpable intent would
be patently lacking in such an instance, where no one would be injured by an
intentional overstatement. An amendment to the bill would be desirable, to make
sure that overstatement by the creditor would have at least the same exculpating
effect which it now has under the civil penalty portion of the bill.

Question 81. Yes.
Question 82. No penalties at all. The provision provides that "No punishment

or penalty provided by this Act shall apply to [these agencies] * * *",
Question 83. Yes. Section 7(b) of the bill provides: "Except as specified in

subsection (a) of this section, nothing contained in this Act or any regulation
thereunder shall affect the validity or enforcibility of any contract or transac-
tion." However, the problem is de minimis in respect to governmental agencies,
as they are usually scrupulously careful to fully inform members of the public
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with whom tt ey deal of all the pertinent facts In connection with financial trans-
Actions.

With the qualflp.tions as expressed above, it Is hoped that this information
will be of guidance in your consideration of this bill.
. By direction of the Commission, Commissioners Anderson and laclntyre not.
participating.

PAUL RAND DIXON, (hafrinan.

FEBRUARY 6, 19G4.
Hon. WILLIAM McCHEsNsy MAwRnN, Jr.,
Chairman, Board of Governors of the Fcderal Reserve Sjysten ,
Federal Reserve Building, Wa-8hington DC.
. DEAnR MR. CHA1RMAN: I enclose several questions which seek to clarify the.

meaning of S. 750, Senator Douglas' bill to assist in the promotion of economic
stabilization by requiring the disclosure of finance charges in connection with
extensions of credit.

Since the bill names the Federal Reserve Board as the administrator of the
proposed law, I believe it is desirable for the Board to provide answers to these,
questions for our guidance in considering the bill.* Since it Is hoped that we can send the transcript of the recent out-of-town
hearings on the bill to the printer by February 18, I should like to have your reply
by that date so that it can be included in the record.

With kindest personal regards, I am
Sincerely yours,

A. WILLIs ROBERTSON, Chairman.

BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM,

Washington, FebruatT 17, 1964.
Hon. A. WIL.IS ROBERTSON,
Chairman, Coinmittee on Banking and (urrency,
U.S. Senate, Washington, D.O.

DEAR MR. CHAIM1AN: This refers to your letter of February 0, 1904, which
enclosed a list of questions relating to S. 750, Senator Douglas' bill. To assist
In the promotion of economic stabilization by requiring the disclosure of finance
charges in connection with extensions of credit.

Because of the rather technical and detailed nature of most of the 83 que3tions
on the list, it was submitted to the Board's staff f6r study. In response to your
letter, there is enclosed a memorandum which the staff has prepared commenting
on the various questions. It is hoped that the memorandum will be useful in
connection with further considerations of the bill.

In this connection, the Board would like to point out agnin that it is in full
accord with the purpose of requiring creditors to disclose their finance charges.
There is no doubt that the more information borrowers and credit purchasers'
have about the prices they are paying for credit, the more efficiently they cali
choose among the alternatives available to them. The Board expressed the same
view in its report of February 20, 1903, to you on S. 750 and also in its reports
on similar bills introduced in 1960 and 1901.

However, as these reports have stated, the Board believes that administration
of such legislation would not constitute an appropriate activity for the Federal
Reserve System. The regulation of trade dlsclosure practices would be foreign
to the Board's present re.sponsibilities. AS noted In its report to you of Feb-
ruary 20, 1963, the Presidential message of May 15, 1962, concerning consumer
protection stated that: "Inasmuch as the specific credit practices which such a
bill would be designed to correct are closely -elated to and often' combined with
other types of misleading trade practices which the Federal Trade Commission
is already regulating, I recommend that enforcement of the new authority be
assigned to the Commission."

Accordingly, as stated in its earlier reports, the Board endorses the objective
of requiring creditors to disclose their finance changes, but believes that it would
be inappropriate for the Board to administer such a bill.

Sincerely yours, I
(signed) Wm. M63. NfARTiN, Jr.
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SYSTEM' ON QUESTIONS CONCERNING S. 750 xsukrr, WiTr C-U&1MAN
ROBERTSON'S LurrE or FEBRVuAY 61,1964.

Oommeftst concerning questions I through 89.--These questions Involve-prin-
.clpally the definition of -"credit" In section 3(2) of the bill, and, in.eftect, suig-
gest--as does question- 22 specifieally-that the definition "'should ! be limited
to those transactions which It is intended to reach."

Where the-apparent intent of the legislation, as In the case of. 8; 750, is, to
prescribe rules for a broad area of activity, involving innumerable technical
.problems and wide variations In types of transactions and practices, It may well
-prove more feasible and workable for Congreas to establish comprehensive defln$-
•tions or standards and leave to an administering agency the function offlling
in the details as may be necessary or appropriate in effectuating the congressional
purpose and design in the light of experience and developments. A more limited
approach might fail adequately to provide in the legislation for categories. of
transactlops or, practices not specifically anticipated at the time of the. legis-
lation, but which clearly should be subject to It.

An example of the broader approach Involves the definition of "credit" In
section 602(d) (2) of the Defense Production Act of 1950 (64 tat., 814) after
which the definition of "credit" In S. 760 seems to be patterned. The definition
in the 1950 act, of course, applied to a control of the use of credit 1n i selected
area. On the other hand, while B. 750 Is limited to the disclosure of the cost:of

,credit, it is intended to apply to.credit transactions in,a m~zch broader area.
;Narrowing the definition in S. 750 might be undesirable, particularly In the light
of the great variety of the means for effectuating credit.transactions and,the
tendency for changes -in practices among grantors of "credit. In any event, how-
ever, the bill clearly would not-apply to cash transactions.

It may, be observed also that the application of the definition of ."credit" In
S. 750 Is dependent on other relevant provisions of .the ,bill. Thus, the re-
quirements of the bill apply to "credit" extended by a, "creditor." The, latter
term Is .defined in section 3,4,) of S. 750 to meAn "any person engaged in the
business of extending credit * who requires, as an silent to the extensioA
of credit, the payment of a finance charge." [Emphasis added.) The term
"finance charge" is defined in section 3(3) of the bill which, at various places, in-
eluding sections 4 and 5(a), places broad regulatory authority in the agency de-
signated to administer the bill, including authority to prescribe "classifications
and differentiations * * adjustments and exceptions as ** 0 are necessary
or proper to effectuate the purposes of this Act or to prevenIt circumvention or
evasion, or to facilitate the enforcement of this Act, or any rule or, regulation
.Issued theretmder."

The foregoing provisions of the bill, It is believed, answer many of the ques-
tions 1 through 39 either specifically or inhlcate that t specific answer would
depend on rules or regulations prescribed under. the bill.. In addition, leific

.answers, in some Instances, might be misleading since the correct coner0ugon
would necessarily depend upon all of the facts and circumstances of the partie-
ular transaction.

C7ommerns concerning question 40.-Thls question seems to ask whether, if a
bank makes a 'loan" at a given rate .of interest, there Is any reason .why "aU
tho other items' in section 4 (a) of S. 750 should be set forth in the statement
required to be given to the borrower, meaning, apparently, the items covered
under subpardgraphs (1) through (7).

As indicated in the opening sentence of section 4(a), such Items would have
to be set forth "to the extent applicable", to the transaction "and in accordance
with rules and regulations prescribed" by the administering agency. It may be
noted that Items (1) through (8) relate to regulated transactions where the
credit Is to finance the acquisition of "property or services." With respect
to Item (4), the answer would depend on the facts. As to items (5) through
(7), the information would seem necessary in any regulated transaction. ..

Comments oonoening quest"on 41,-As suggested by the question, the word
"mortgage" in the definition of "credit" In section 3(2) of S. 750 would cover
both real estate mortgages and chattel mortgages. -

7omments concerning question #,.-WVhether the mortgagorg usually know the
"rate of interest" they are paying might depend on whether the mortgage In-
volved Is a chattel mortgage or a real estate mortgage. It Is believed to be a
usual practice for real estate mortgage papers to specify the "rate of Interest"
applicable to the mortgage loan. In the case of chattel mortgages, this may not
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,be the case. In the case of real estate loans, there may be some question in
various situations as to whether the "rate of interest" specified in the mortgage
papers might fail to reflect certain costs of the credit included, for example,
in the closing costs.
; Comment* concerning question 48.-This question concerns the fees that should

be included within the "interest rate" apparently in the case of a real estate
mortgage transaction.

This question would seem to be discussed quite fully by the letter of June 19,
1962, to Senator Douglas from the General Counsel of the Housing and Home
Finance Agency, set forth at pages 189 and 190 of the bearings in May 1962 on S.
1740 before the Subcommittee on Production and Stabilization of the Senate
Committee on Banking and Currency ("Truth in Lending-1962").

Comments ooneerng question 44.-Whether the practice today is to include
certain fees within the "interest rate" applicable to real estate mortgage trans-
actions would depend both on the particular fees in question and the practice
followed in the particular locality. As stated in the letter referred to in the
comments concerning question 43, the matter would be one for continuing study
so that the regulations to be Issued under S. 750 could reflect changes, from time
to time, in terminology and practices.

Comments concerning question 4$.-This question seems to suggest that buyers
and mortgagors are now adequately informed of various charges incident to the
extension of credit "when they are told the interest rate and the dollar amount
of" various charges related to the transaction. An answer to the question would
necessarily depend on the practices followed by the lenders involved: and the
practices of various lenders are not the same. In some cases the questions would
require a, negative answer.

7omme~its concerning question 46.-The answer to this question Involves a
matter of policy. The purpose of S. 750 is to establish uniform standards on the
basis of which meaningful comparisons of the cost of credit may be made, and
the bill has adopted a specifle design, rather than some other approach, by which
that purpose may be attained. Where competing lenders, for eitample, follow
the different practices spgeested in the question, borrowers world find it difftcult
to make meaningful comparisons.

comments con crnftlp questions 47 t7rouah 39.-A deed of trust can bo uqod
for various nurroses. In some States an instrument known as a deed of trust
is used in the financing of real estate nurchase transactions which. In other
areas, would be covered by a mortgage. In such cases the trustee under the deed
of trust holds the property until the fulfillment of"a condition. which Is the ioy-
kneht In fll of the loan by which acquisition of the property was financed. The
deed of trust thus secures payment to the lender of the amount of his loan. It
would seem relevant in this connectloji to refer again to the definition of "credit"
in section 602(d) (2) of the Defense Production Act (64 Stat. 813) which covers,
among other things, "any loan. mortgage, deed ot trust * * 4. !PMphasls added.]

Comments onoerning question 50.-This question asks what is meant by ".a-
vance." The reference apparently is to that word as used in the definition of
"credit" in section 3(2). of ,.. 7W0. In the context of the bill, the word includes
a credit transaction In which funds are transferred by one person for the use
of anctho'r on tb" condition that they will later be repaid to the former. Tt may
he noted that the definition of "credit" in section AM2(d) (2) of the Defense
Production Act (114 Sta. 814) Includes "advance." The word Is uwd to describe
a credit transactlon in other Provisions of law smoh as, for exnmnle. section 13
of the Federal Reserve Act (12 U.S.C. 347) relating, among other things, to
"advAnce,'" by Federal Reserve banks to members banks, and stion 6(a) of
the Bank Ifoldine Company Act (12 lT.O.1&I5) concerning "advances ' by
banks on certain security.

(Comments ccernino questions 51. throunh 62.-T1o" nnestlons til see m to
relate to thle nrovIsion in section 4 (a) (4) of S. 750-which requires ahy creditor
"to furnish to each person to whom credit iN extended. pricvr to cOnsimmatlop
of tba trsnActlon. a clear etatemont in writingjrettine forth, to th6 extent Ap.
nlleAble and in accordance with rules and regulatolhs p rescribed by" the Adminis-
terine Areney. Amone other thInes. "the charges. lildtial itemafa. lich are
vqld or to b naid by such person in eonnettlob With the te"M ctOn'but which
are not Incident to- he extension of credit." .'~e'tlon .(9).and 1i(a) (01). re
cfmoanion nrovtisorp concernInr bhar-es "incIednt tO he e'ten.ion of credit.
,Thd hnestionq are encerned. In thp nin, *ith whWt mightor 'might not be re-
garded as Incident to an. extension of credit. ' ". r - I.
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This matter Is gone into at some length at pages 189 and 190 of the May 1962
hearings cited in the comments on question 43. It is also discussed in the memo-
randum In the appendix to the hearings In July- 1001 on S. 1740 before the Sub-
committee on Production and Stabilization of the Senate C0mmittee on Banking
and Currency ("Trdth In Lending"), page 1300. As there pointed out, precedent
in this connection has been established not only i the Unlform Small Loan Act
but also In connection WIth the administration and supervision of Federal credit
unions. Whether a charge Is or Is not incident to the making of a loan Is a ques-
tion that must be answered by Federal credit unions In connectiork with their
loans under section 7(5) of the Federal Credit Union Act of 1034 (12 U.S.0.
1757). In any event, specific answers would depend In part on the regulations
that the administering agency would issue under sections 4(a) and 5(a) of
S. 750.

In connection with question 62, it may be noted that the policy of the bill,
in effect, to emphasize the cost of credit to the borrower. Where the emphasis
should lie on this matter is, of course, for the decision of the Congress.

Comments concerning questions 6S and 64--These questions concern the re-
quirement of section 4(a) of S. 750 that the creditor shall furnish to each person
to whom credit Is extended a clear statement In writing setting forth certain
detailed information "prior to the consummation of the transaction."

The questions suggest that the bill does not make It at all clear when the
transaction is consummated. It would seem that the transaction, for the pur-
pose of the bill, would be consummated when the buyer or borrower became
legally committed or obligated to pay for goods or services or repay a loan,
for example. Just this occurs would be a question to be determined by the rules
applicable under the laws of the appropriate State. It may be of interest that
section 197.2(a) of the Federal Trade Commission's regulations relating to the
sale and financing of motor * ehlcles contains a similar requirement (16 OFR 197).

Comments concerning questions 65 through 69.-These questions relate to
section 4(b) (1) and (2) and section 5(a) of S. 750. The first of these sections
requires, in connection with a revolving or open-end credit plan, that the creditor,
in accordance with the rules and regulations prescribed by the administering
agency, furnish the customer, (1) prior to agreeing. to extend such credit, "a
clear statement in writing" setting forth the charge for the credit, and (2) at
the end of each monthly period following the extension of credit, "a credit state-
ment in writing" setting forth the outstanding balance of the account.

The second of the sections referred to above requires the administering agency,
by rule or regulation, to require that certain information "be set forth with
sufficient prominence to insure that it will not be overlooked by the'person to
whom credit Is extended."

The questions ask how this can be "Insured," for example, in the case of a
blind person, and what would be "clear" to a borrower, for example, who could
neither read nor write In the English language. This involves practical problems
that are no doubt frequently faced under laws and regulations by many of the
same classesof creditors who would be subject to 8. 750. An example is the
regulation of the Federal Trade Commission regarding the disclosure of certain
information relating to Installment sales of automobiles (18 CPR 197). Similar
problems no doubt arise under such statutes as the 1M58 act of Congress requiring
the disclosure of certain information concerning new automobiles, Including
prices (15 U.S.C. 1231 et seq.). Another example Is the Wool Products Labeling
Act (15 U.S.C. 68 et seq.). Thus, 8. 750 presents no novel questions In this
regard.

Oomments concerning questions 70 and 71.-These questions seem to refer prin-
cipally to section 6(a) of S. 750, which provides that it "shall not be construed
to annul, or to exempt any creditor from complying with, the laws of any State
relating to the disclosure of information in connection with credit transactions,
except to the extent that such laws are directly inconsistent with the gprovtiom
of thtis act." [Emphasis added.]

Under the holding of the court in United States v. Me-sky, 361 U.S. 431 (1960),
it can be argued that the language "the provisions of this act" would include
the regulations issued thereunder by the administering agency. However, It
might be preferable to amend the language "the provisions of this act" so as to
include specifically the rules and regulations issued by the adminDstering agency
pursuant to the act. The penalty provisions In section 7 of the bill specifically
refer not only to violations of the act and provisions of the act, but also the
regulations Issued thereunder. This, a technical amendment to section G(a)
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:as just suggested, conforming that section In this respect to section 7 might
seem desirable as-a prcaxitionary matter.

SoMm ents concerning question .- It seems clear, under section 6(a) of S. 750,
that the bill would sUpersede *a State law making it illegal .to disclose any of
the items required in a given case by S. 750 to be disclosed. The question, of
course, would always bW whether, as a legal matter, the State law was "directly
inconsistent" with S. 750.

Comments concerning question 73.-The fact that a State law required the dis-
closure of Information in addition to that required to be disclosed by S. 750
would, of Itself, seem to be unobjectionable under the bill.

comments convening questions 74 through 77.-The answers to the specific
questions necessarily would depend on the facts and circumstances, including
any applicable regulations of the administering Federal agency, and particularly
its regulations under section 0(b) of the bill. Where the State law was more
severe than the provisions of S. 750 by requiring the disclosure of more com-
plete Information, for example, a creditor might be in violation of the State
law if he chose merely to follow the less severe provisions of S. 750.

Comments concerning questions 78 through 80.-These questions, which rest on
a very literal reading of the bill, suggest that it might be desirable that the
standards for civil penalties in section 7(a) and the standard for criminal liabil-
ity in section 7(c) be reexamined in order to remove any possibility of unin-
tended hardship or undue severity. However, since the exemption from civil
penalties for overstating percentages would exempt any creditor who erred on
the high side to protect himself, he would seem clearly to be exempt also in
such a case from criminal prosecution, because he would not be "wilfully" violat-
ing the act. I

Comments concerning questions 81 and 82.-Like the definition of "person"
in section 702(a) of the Defense Production Act of 1950 (64 Stat. 815), the def-
inition of that term in section 3 (5) of S. 760 includes "the United States or arny
agency thereof, or anly other government, or any of its political subdivision, or
any agency of" the foregoing. Thus, as was true in certain situations nnder
"the 1950 act, it would also be the case under S. 750 that the Federal Government,
for example, would be a person for the purposes of the definition of "creditor"
in the bill, and, therefore, depending on the circumstances, might be subject to
the requirements of the bill in extending credit.

However, a civil or criminal penalty could not be enforced against the Federal
Government because, under section 7(d) of S. 750, no punishment or penalty
provided in the bill could be imposed against "the 'United States, or any agency
thereof * * *." Here again,' the bill follows the principle of the Defense Pro-
duction Act which, in section 702(a), specified that no punishment provided
for violations of the act would apply against "the United States or any agency
thereof * * *"

Comments concerning question 83.-Section 7(b) contains a provision that"nothing in this act or any regulation thereunder shall affect the validity or en-
forceability of any contract or transaction." Thus, it appears that a debtor
would not be relieved of his obligation to the creditor simply because the
creditor, in the case of a regulated transaction, failed to disclose the cost of the
credit as required by the bill. Section 7(d) draws no distinction between
whether the creditor is a private business or governmental agency.

FEtBRUARY 17, 194.

DUGoAN, McDoNAMD & BATINER,
Chattanooga, Tenn., May 10, 1963.

Re our file DM 16.029, Senate bill S. 750. '

-Senator Eelps KcrAuVER,
Senate Offlce Building,
Wasilngton, D.O.

DzRs SSWATos KLFAuvR: As you know, this firm has represented the Bene-
flicial Finance Co., of Wilmington, Del., for several years and they have kept
us reasonably well posted on pending legislatioil in the various States, as well
as the Oongress, as it relates to its activities.

Our client is very 'much concerned and we are very much surprised at the
technical changes in .. 750 of the 88th Congress compared with S. 1740 of the
87th Congress in that it appears to worsen rather than improve the circum-
stances. If the legislation functions as we are inclined to believe by the termi-
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rology, it might be termed the "end in lending' bill. Our reason for this identifi-
cation to illustrated as follows:

1. Ass)imb a $1,000 husehold mortgage at 6 percent fori1 year. Theinterest
rate would conceivably be 5 percent but under S. 750 all expenses In connctilo
with thit loan such as (j) the lawyer's fee for drafting the mortgage; (b) the fee
for reco-dation; (c) ttio notary fee for taking the acknowledge ent;' (d)* the
fire insuraiace premium required for the house, together. with (e) other expenses
incidental tG the procurement and recordation, even to the releasing of the
mortgage, is included. Assuming the attorney's fee to be $25, recordatin costs"
$5, fire Insurance premium $9, a notary fee $1, the sum total of expense $40.'
-The rate of credit was 5 percent but under this circumstanCe it will be 9 percent,,
and If the expenses should by chance equal the Interest payment, the rate of:
credit would be portrayed as double what it actually IS. In'tle terminology
of the model Small Loan Statute, the representation would be "false, mtslead-
lug, and deceptive."

2. Assume an individual, discovering himself in a distant -city, borrowed $
to be repaid the following day by U.S. postal money order, the' expense of 20
cents for the money order on a non-interest-bearing loan would-make the rate of.'
credit 1,460percent a year; or

3. Assume a loan of $100 for 1 month at 5 percent would require a note, or
similar security which may be recorded. The interest charge for the period of
the loan would be 42 cents but the prothonotary and recording fees may total $5
.ad the rate of credit would therefore approximate 65.04 percent. Again, in
che words of the small loan statute, the representation would be "false, mislead-
ing, and deceptive."
It is observed you are a cosponsor of S. 750 With Senator Douglas and others.

Perhaps some of the phraseology has been misconstrued but these illustrations
seem to indicate the general intent. We believe there are some Tennessee deci-
sions dealing with Federal housing charges on small mortgages and the viola-
tion of the Tennessee constitution. The court held they Were not "interest"
charges. Further, section 7 of S; 750 apparently exempts Federal- agencies and
its officers and staffs from the burdens and penalties provided for therein and It
is difficult to conceive how the "servants" of the people can outline'a rule of con-
duct excluding them from the penalties which this legislation will apparently
place upon private citizens, until recent years presumed to be the "masters."

We are enclosing an editorial appearing In the Wall Street Journal of March 7,
1963, which we feel is apropos.

Yours very truly,
Bm 0. DUGOA

(For Duggan, McDonald & Bahuer)..
(The editorial appears on p. 1655.)

CIRcurr COURT OF OREose,
COUNTY OF MULTNOMAlf,

Portland, Oreg., June 17, 1965..
HOn. PAUL DOUGLAS,
Ohairmant, Subcommittee on Trath in Lending,
U.8. Senate, Waehington, D.O.

DEAR SENATOR DouoLAs: I have been advised that your Subcommittee on Truth
In Lending Is contemplating field trips to various areas of the country, including
ours, for hearings on this proposed legislation.

I am happy to hear this, as I recall that I have on several oecaWions In the past
written to you indicating my support. At that time I was' a judge in a court
that had a lot of litigation on debtor-creditor relationship.

I would be most happy to respond to a committee's invitation to appear before
it If they would be interested In my experiences and observations in this field.

Respectfully yours,
RIoARSD J. BURKE.
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PL, Funsrm rs,
Montclair, N.J., July 29, 1963.

Re bill to protect consumers.
Senator DoUGLAs of Illinois,
WaMngtoa, D.O.

HoosAwz Sir: Please be advised that we believe that we are the largest
house to house installment dealer in the State of New Jersey. At the outset,
we wish to state that we agree that there are people in this line of business
who are taking advantage of the consumer. However, there Is no business
existing today that does not have its minority of unscrupulous and crooked
members,

As you know, when the percentage of business losses are high the businessman
must raise his prices to make up the loss. Therefore, if losses are cut to a
minimum the consumer will be charged much less; and he will benefit directly
from his saving to the dealer.

We therefore suggest that any bill you sponsor should include these points,
which if corrected will aid the businessman:

1. All Federal employees should be subject to wage executions except
those earning over $15,000 per annum.

2. All Federal, State, and city employees should cooperate fully with
business by giving them details concerning the consumers who are being
aided by the government. Sinca the businessman Is a large contributor
(taxwse) toward the money used to aid these people, certainly they should
not be punished by being denied legitimate information as to the where
abouts of the consumer and his employment, if he Is being aided In any way
by the government (Federal, State, and city).

8. Federal, State, and city welfare boards should take a realistic attitude
toward the facts of life. -The government states that they are not supposed
to buy on credit, and that they will not persuade recipients of welfare to
pay these bills. It is common knowledge that people on welfare do buy
items on credit. When they refuse to pay, they are hurting not only the
businessman, but all other people who are on welfare. The government
should control their credit buying, but at the same time compel them to pay
their legitimate debts.

4. The telephone companies now permit people to get private unlisted
numbers. Some people have unlisted numbers simply to avoid their credi-
tors. We do not say that unlisted phone numbers should not be permitted.
We merely request that phone companies should be forced to divulge these
numbers upon the ligitimate request of credit houses or other businesses.

These steps may be sweeping in nature, however, so will any bill that you
pass to protect the consumer. The legitimate businessman who has high losses
due to the lack of cooperation of government or government-controlled personnel
(public utilities) can, by lowering his losses, aid the consumer by consequently
lowering his prices. Since there are more legitimate businessmen than un.
scrupulous businessmen, the consumer will be aided to a far greater degree in
this way than In any bill that will protect them against the minority of
fraudulent dealers.

Sincerely yours,
WFRNLR NATHAN, Owner.

liOUSE OF REPRESENTATIVES,
Washington, D.C'., August 13, 1963.

Hon. Senator PAuL Douose&s, 
D

chairman, S'enato Subo*mmit ee on Productiot,ond Stabilizalriot,
Waihn~t on DA.

zA SKKAToR DoUGOLAS: I am herewith enclosing a copy of a letter I received
recently from Mr. and Mrs. Michael D. Eckart, constituents of mine from Crsap.
town, Md., in which they recount an experience in borrowing which I thought
you might find useful for your Information and guidance In investigations on
truth-in-lending legislation;

As you know, I have introduced a bill, H.R. 4548, which Is identical to that
now under consideration by your committee. I am deeply concerned with the
problem and am anxious to assist in any way possible.

My office has been in contact with Mr. and Mrs. Eckart who, for personal rea-
sons, would be unable to testify In person, but who have given permls.imn to
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use their letter In any way in which It might klp others avoid their unpleasat
and costly'experience.

If there Is any way in which I can be of further assistance In this matter, please,
let me know.

Best wishes,
Very sincerely,

CARLTo2 R. Stozzso,
Member of Qonpre#e.-

OMAPTOWN, MD., JUI1 2S, 1965.
Hon. OARLTON R. SIOKLm ,

U.S. Houre of Representative,
Washington, D.O.

DE-Aa CONoBSSU.AN SioxLrs; It has been brought to our attention that a bill
entitled "the truth-in-lending bill" has been introduced into Oongress. It Is
our understanding that the purpose of this bill is to protect thO public against
unethical practices of moneylending institutions. Until recently we had no
reason to suspect that such a law was needed. Th6 following experience con-
vinces u of the need of such a bill.

We are both college graduates with degrees in mathematics, physics, and
chemistry. In November we purchased a new mobile home. We had $4,000 of
our own and needed lem than $3,000 additional funds in order to make a cash
purchase. We took our problem to Mr. J. Lee Temple of tbo National Bank of
Keyser, Keyser, W.Va., and gave him the following information on our earning
ability. In the year following our graduation from college, our eearnlngs were
$6,600 and during this period we had managed to save $2,000 plus pay a $0
hospital bill and a $300 debL Our combined 0alarles In the last 12 months ha
been $11,000. Obviously, with our past record, we could easily save $3,000 In a
year's time. Since we had had no experience in borrowing money previously,
we foolishly took the word of Mr. Temple that We were receiving what we were
asking for-a loan with a straight 6 percent per annum. Although we-felt sure
of paying the loan off in less than a year, Mr. Temple told us that It wQuld be no
more expensive to secure the loan for 2 years instead of I and then pay'it off in
1 year. We would in this event be refunded the straight 6 percent Interest that
would have been incurred during the second year. We saw no objection to
securing the loan for 2 years as the cost to us would be the same, In the event that
we paid the loan off in a year as originally planned. 9n our banknote and also
the trust paper, we noticed that no indication of rate of Interalt or type of in-
terest was given. We questioned this lack of detail but were aWured verbally
by the bank that everything was in order and that we were getting what we asked
for-a loan that accrued 6 percent simple interest per year.

After 9 months, when making final payment on the note, muchto our surprise,
we were informed that we were not pa)Ing 6 percent simple Interest but instead
were paying O percent discounted interest. So on a M044.20 loan we have been
barged $216.68 (for 9 months) instead of the promised $180.54 (simple interest

for a year).
We ar'e fortunate as we can afford to pay $40 as the price of experience. How.

ever, there are many people less fortunate than we who are being victimized
by such unethical business practices. It Is our feeling that "the truth in lending
bill" as described to use will help to protect the public against such practices
without hampering legitimate businesses. Therefore, as registered voters of
Allega-cy County we expect you to lend your support to this bIll.

Sincerely,
MICHAEL D. ECKAT,

_ (Mrs.) Mmaie H. FIoAsT.

Ha&ttS-IZ1rrxTuP OoRp.,
Olvelat0, Ohio, August #0, 196.

Hon. A, WIUtrs RoBursow, '
Banking and Ourrenoy Oommittee,
Smate Of/0 Building, Washington, D.O.

Sm: Since we and or customers would be affect-d by Senate bill 750 desis-
tated as the Truth In Lending Act, we feel that we should give the committee
the benefit of our'comments and experience.,

i Our principal objection Is to section 4(a) (7) and to the penalties provided.
In common with other manufacturers of printing and broadcasting equipment,
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Nye offer our customers deferred payment terms as an aid in making a sale. -Our,
contract sets forth all the information In items (1)-(6) of section 4(a),'nclud.
Ing the amount of the financing charge expressed in terms of dollars and cents.:
We- wbr6 influenced in the use of a finance charge as against a simple interest
computation of each payment because our customers preferred to make Uniform'
monthly payments. T'-, requirement that the finance charge be expressed as a
simple annual rate we believe to be unnecessarily expensive and the penalties for
failure to do so correctly unnecessarily harsh.

Our transactions are'all to businessmen knowledgeable in business ways, with
a typical balance ranging from $10,000 to $100,000. The exact amount of any
sale varies with the requirements and amount of accessories which the customer
may desire. Therefore each sale is likely to be for a different amount. The
calculation of the finance charge as a simple interest rate requires reference to:
tables which the average employee is unable to work with. This requirement
would require companies to employ skilled mathematicians or highly trained
business administration graduates to do work which is uneconomical from the
overall viewpoint. We tell our salesmen that the simple interest rate for uni.
form monthly payments Is a little less than twice the finance charge per year.
We believe this information provides our customers with all the information
they need or desire.
' In many cases some of the payments, 'particularly the first and the last, may be
different from the others in order to provide rounded out sums for the remaining
payments. This could well require a consulting service and a computer in order
to'figure out the exact simple Interest rate and none of us here would be able to
check the accuracy of the computation.. We suggest that (1) the bill is undesirable, (2) transactions between business
concerns should be exempt on the basis that the businessman is sufficiently
knowledgeable to evaluate his position, and (3) the expense and penalties Involved
are an undue burden on the seller and a misuse of the education and skills in.
volved in complying with the bill.

Very truly yours,
E)C. SPENmc, Treasurer.

(Same letter sent to all members of the Banking andCuirrency Committee.)

CATERPILLAR TRACTOR Co.,

Peoria, IMi., August 25,1963.
Hon. A. WILLs RoBER soNz,
Senate Office Buling,
Washington, D.C.

DEAR SETAtOR RoBERrsox: This letter, which Is being sent to all members of
the Senate Committee on Banking and Currency, concerns S. 750 (the truth in
lending bill) which would require statements of certain factual information in
connection with credit transactions.

As background information, let me brIefly describe our business. Caterpillar
Tractor Co. and its subsidiaries manufacture and sell throughout the free world
tractors, earthmovlng equipment, diesel engines and related products. Consoli-
dated sales in 1962 amounted to $827 million and in the first 6 months of 1063,
were $489.0 million. Foreign sales, which in large part comprise product sold
by the parent company to subsidiaries and reiold by the latter abroad, range
from about 40 percent to 45 percent of total consolidated sales. Nearly all cus-
tomers of the parent company are dealers; governments or governmental agencies,
other manufacturers, and the subsidiaries above referred to-and all Its sales,
whether to domestic or foreign customers, are made in the United States and
would be subject to this proposed legislation,,

Our objections to S. 750, as presently drafted, may be broadly summarized as
follows:

First, it includes within its scope definable categories of transactions to
which it should not apply..

Second, in its present form it would require us to change our established
substantive business practices in order to be able to compute the data called
for by it.

As to the first of these:
When the bill Was introduced in the 87th Congress on April 27, 1961, it was

stated that "the central purpose of the truth-in-lending bill Is to prevent the ex-
cessive, untimely use of credit by consumers" nnd that t)ie bill "would require



TUTHE IN~ LMNlNG-1988-64

that anyone engaged In the business of extending credit at the retail level" make
certain factua~dlsclaures. ' When thq bill wastnentkoduced in thbeSth (OwN
gress on February 8,4963, It was stated that: "Anyone engtged in the bud ne
of extending credit, at the retail level would have to fully disclose in W clt the
costs of credit to the borrower before the credit transact]L is sged. :-,.- 1.

The bill, of course goes far beyond the extenslon of credit atthe retal leveli
for it embraces within its scope transactions at all levels of distribution. It may.
be that if the disclosure calledfor bythe bill is needed In some types of retail
transactions, it may also be needed in some types of nonretall; transaction .
Be that as It may, there is inherent In the quoted statements the base thought
that it is the unsophisticated user of credit who needs the bill's pfoteeton--
and this thought Is clearly expressed in the bill Itself. Section 2 theref tates
that "economic stabilization Is threatened by the .untimely use of ciedity; that
"the untimely use of credit- results, frequently from a lack of awareness of the
cost thereof to the user"; and that the purpose of the bill- is,.'to assure. s full
disclosure of such cost with a view to preventing the uniformed use -of credit
to the detriment of the national economy."

Olearly the only justification asserted for the bill rests upon a supposed need
to Inform the uninformed user of credit and-'whether or not such a need exits---
there can be no Justification for applying the bill to transactions with catoimers
who are experienced well-informed businessmen such as those who own and
operate the dealerships to which we selL Our dealers have in average net worth
of approximately $1.8 million, have been engaged In substantial business tians-
actions for many years, and purchase constantly and in substantial amounts
from us. They are far.from uninformed and do not lack "awareness of the cost
of credit. Similar considerations apply to the other- manufacturefe to wbom
we sell, to our own subsidiaries, and to governments and governmental agency
(except possibly those at the local level) , . " , --' -_.. --

Our situation In this regard is, of coUrse," far from unique. ' A multitud(i'of
business concerns extend credit "(particularly in the broad ense In which-that
term Is defined In the bill) to experienced well-informed businessmen, to'govern-
ments and governmental agencies, and to their own subsidiaries. Olasees of
customers such: as these, to which the bill clearly should not apply, are susceptible
of definition In terms of volume of purchases or sales function, or relationship
to the seller.

Two further considerations arise in the case -of foreign customers. Ftr
their inclusion within the scope of the bill goes far beyond the stated purpose of
"preventing the uninformed use of credit to the detriment of the national econ-
omy." Second, If foreign governments believe that their citizens are so unin.
formed as to need this type of protection, they are entirely capable of- imposing
their own disclosure requirements, fitted to their own needs as they See therm.
It is perhaps time for ie--at least in the legislative field-to resist the termpta-

tion to tell other cotintries what Is good for them, a practice which I understand
Is rather resented in some foreign areas.

In view of the public representations which have been made as to the scOp
of the bill-sUch as the legislative statements quoted-earlier-wherein the em-
phasis has been placed almost entirely upcn retail transactions, it wbuld be best
to limit the, bill to such transactions-;-that is, if it is to be enacted at all.
Whether or not this be done, however, there should be excluded from the bill sach
classes of customers as dealerships, manufacturers, and Other concerns handling
a substantial volume of* business; subsidiaries; governments and gqveriimental
agencies (except perhaps those below the State governmental level); and foreign
customers.

To summarize this aspect of our objections:
The bill is extremely broad In 'scpe and includes transactions-falling within

definable areas--which need, ot be covered'In, order? to achieve the objective
sought. Such areas should be excluded from the coverage of the bilf, if n~qted,'
thereby lessening the burden upon business of applying to the Federal-Reerve
Board for exefnptl6ns,- the burden upon the Board of dealing with a huge volume-
of such requests, and the expense to-business ( In added paper work) .of complying
pending Issuance of exemnptloi rulings by the Board.

-Far from doing this, the bill makes no effort whatsoever to exclude fri its'
Scope definable areas Wherd Its protection clearly ti Jnot needed--and simply
dumps everything into the lap'of theFederal Reserve Board. This amntint tW
a partial abdication of the legislative function., Borderline areas, of course, way
exist-and these It Is 'proper torefer to the exemptlonmaking authority of u
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expert administrative, body. But if the purpose of the bill. truly is only to pro
tect the uninformed user of credit, there must equally exist definable areas of
inapplicability such as those indicated above. It should be the function of the
legislature to determine and define the clearly excltUdible areas, delegating to an
administrative agency only the problem of.detailed definition of the borderline
area"

The second general area in which we find objection to S. 750 lies in its potential
effect-undoubtedly not intended by its sponsors--upon. our established busi,
ness practices. Let me illustrate.

Much of ,our business results from orders placed upon us by dealers, and
accepted by us, on the basis that prices and terms shall be those in effect on
date of shipment. Shipment, of course, usually is not and cannot be made
until some time after receipt and acceptance of the order, and ordinarily pay.
ment is not to be minde until after shipment.

Under section 3(2) of the bUl "credit" includes any contract to sell property.
under which part or all of the price is payable'subsequent to the making of
the contract. When we accept our dealer's order, as above described, we make
a contract to sell with payment to be made in the future (see 26 Ill. Ann. Stat.
see. 2-305). Likewise, when we make shipment we make a sale with payment
to be made in the future. Thus at both times we extend "credit" under the
broad definition in section 3 (2).

In many such instances machines are sold on the basis that payment of the
full price is due a specified time (e.g., 30 days) - fter shipment; with a'discount
for prompt payment if payment is made within a specified shorter period (e.g.,
15 days). In other instances we accept the dealer's interest bearing promissory
note payable in specified installments (e.g., 10 percent of the principal a month)
beginning at the end of a specified time(e.g., at the end-of the sixth month)
following our sale to the dealer, with the proviso that if the machine is resold
by the dealer earlier the entire principal amount (or remaining balance if any
payments have already been made) must be paid within a specified number of
days after such resale.

In the one case the cash discount, and in the other case the interest on the
dealer's note, would appear to be a "finance charge" as defined in section 3(3)
of the bill, and under section 3 (4) we would be a "creditor" within the meaning
of the bill. Section 4 of the bill would therefore require that at some time prior
to shipmentin-and possibly prior to acceptance of the dealer's oirder-we furnish
to the dealer a statement showing both the elective simple annual interest
rate and the dollar amount of the finance charge.

In order to determine the effective simple annual interest rate and the dollar
amount of the finance charge it is, of course, necessary to know the principal
amount involved, the discount rate for prompt payment, and, in cases where
the dealer's note is accepted, the interest rate to be charged on the note. Thus
the bill would compel us to discontinue our established practice pf selling on
the basis of prices and terms in effect at date of shipment, and instead sell
on the basis of prices and terms in effect at some earlier: date. Only by doing
this would we be able to determine, at the time required by the bill, the prin-
cipal amount, the discount rate for prompt payment, and, where a promissory
note is accepted, the applicable interest rate..

Furthermore, even such a change in our method of doing business would not
enable us to comply fully with the bill's requirements. To do so, some additional
change or changes in our practices would be necessary.

Thus, in the case of the discount for prompt payment, making the above de-
scribed change in our method of doing btlsihless would enable us to determine-
at the time required by the bill-the principal amount involved and the per.
centage rate of discount to be applied to that principal amount. This in ,turn
would enable us to determine the dollar an~ount of the cash discount-but it
would still be impossible to express the effective simple annual interest rate
because the determination of that rate depends upon the length of. time the
credit is outstanding and-this we would have no way of knowing in advance.

Similarly, in transactions in which we acceptthe dealer's promissory note,
we could, by making the above described change in our method of doing busi-
ness, determine--at the time required by the bill-7-the principal amount and the
annual interest rate applicable to the note-but it would still be impossible to
determine the dollar amount produced by that interest rate since that amount
would depend upon the length of time the note is outstanding. In any case
where the dealer resells the purchased item in less than the maximum time
provided in the note, the length of time that the note is outstanding i, dependent
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upon the time at which he makes the resale-and neither we nor the dealer can
possibly predict in advance when such resale will be-made.

For these reasons the bill, if enacted in its present form, would compel changes
in our busin -s practices in addition to the change above descibed-rahd, frankly,
I cannot now visualize Just what those additional changes would be. (In this
connection, it should be pointed out that the rulemaking power of the Board
under wectlon 5 of the bill does not appear to be sufficient to permit It to resolve
these problems In nonexcepted transactions. Indeed, to give it suah power
would probably require that it be authorized to rewrite completely the provisions
of sections 3 and 4-a highly dubious method of legislating.)

The professed purpose of the bill Is simply to require disclosure of certain
* facts-not to require, through Indirection, changes In established substantive
methods of doing business. It should at the very least be confined to that
purpose.

It appears that the bill has been drafted primarily to deal with small retail
transactions, such as the purchase of a car by an individual, and that as a result
its provisions become unworkable when extended-as they are-beyond the areas
of such transactions. We urge that if the bill is to be enacted at all It at least
be limited to retail transactions, and preferably to the small Individual tethil
transactions with which It Is designed to deal and which are the only types of
transactions where It can possibly be claimed that "lack of awareness" of the
cost of credit may present a problem requiring legislation. .

Statutes such as this necessarily add to the costs of each affected business
* concern and In their cumulative effect tend to raise prices at homae and lessen

the ability of industry to sell abroad in competition with lower cost foreign
manufacturers. They should be enacted only if their value to the country out-
weighs these detrimental effects, and if enacted should be limited to the areas
in which a real need for their requirements exists.

Sincerely yours,
M. SAROENT.'

MiLwAuxEE, Wis., August 80, 1968..Ron. PAuL H. DOU0oAs,
U.S. Senate Ofline Buflding,
Washington, D.O.
DEAR SENATOR DouoLAs: I am writing in support of your truth.in-lending

bill, S. 750, after having read the June 24, 1963, copy of "Here's the Issue," on
thp subject, which was published by the U.S. Chamber of Commerce.' AmLng
thb objections to the bill quoted In the article Is one published In the March
102 monthly letter of the First National City Bank of New York. An excerpt
follows: 

p

"* * * The easiest concept, perhaps, Is that the payment of $00 Interest on'a
$1,000 loan at the end of 1 year would be 6 percent simple Interest. The pr'ac-
tice among lenders is to charge Interest at shorter Intervals. Payment of f5
a month interest on a $1,000, 1-yearloan would work out to something In excess
of 6 percent simple Interest. And there Is no formula which w!ll tell exactly
what the simple Interest equivalent would be * * *., ...

Nohsense. It's all' matter of conmonsense definition. In this case, A most
obvious presumption Is that the lender Is reinvesting proceeds of. the'Ititerest
payments at about the same rate at which the loan was made and IS, therefore,
getting somb 6.17 percent simple Interest effectively. A similar argument can
be advanced for the eoncluslod that the borrower-Is effectively paying 0.117per.
cent simple Interest. If Interest on reinvestment of Interest on the reinvested
interest payments is neglected (and It Is negligible, except for trdly usurious
rates), then the appropriate formula is:

whereI(N-1) "

2N
it-is thb effective simple Interest rate;
I-is the nominal simple Interest rate; 6 percent in this caie;
N-is the number of Interest payments made during the year, In this case 12.

My point is not that, given appropriate deflnitious, deriving formulas will bv
easy In the more difficult cases. Obviously, these derivations can become very
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sticky. My point is rather that, once your bill is enacted, definitions will bg
agreed upon; formulas derived by experts will be expressed In handy tabulAr
form for general consumption. The very abbreviated form below is a case in
polht covering our simple example.

Table of ef ecttv simple interest rate percentages

Nominal interest rate

4 a 6 7 8

Interest on loan pald:
lontbly .............................. 4.07 5.11 8.17 7.23 8.30
uatrly ........................... 4..08 &09 & 14 7.19 8. 2

%miannsUy ...... ........ 4.04 5.08 6.09 7.12 8.16Annual ....................... .00 .00 6.00 7.00 8.00

Those of us who do not use the PBA, revolving credit and such accounts,
perhaps benefit in reduced prices from those who do. But, in conscience, this
cannot permit us to condone the insidious draining of the resources of people
who, unknowingly, are paying exorbitant interest rates, even to some of our
most reputable establishments.

Very truly yours,
CLna wO J. Buno.

PILK FulNrrusuz Co.,
Nashville, Tenn., September 6, 1963.

Senator PAUL DoUoLAs,
Chairman, Senate Banking Committee,
Washngfon, D.G.

DEAR SENATOR DouoLAs: I am a partner of the Pilsk Furniture Co., Nashville,
Tenn., and am representing the Tennessee Retail Merchants Association. I was
unable to appear before the subcommittee meeting in Louisville on August 26,
1963; therefore request you Include this statement in the records of your commit-
tee's hearing on S. 750.

I am opposed to the enactment of this bill Based on samplings of opinion
from both large and small retailers (particularly Imall merchants of which I am
one) this represents the convictions of all.

The enactment of the proposed legislation will not cure the abuses that have
been brought 0to the attention of yQur committee. Fraudulent practices are
presently prohibited by adequate laws at both State and Federal levels; therefore,
S. 750 will not help matters In this area.

Many States, including Tennessee, have enacted legislation dealing with con.
ditional title sales In which requirements are listed to disclose all pertinent Items
in the contract Including the time price differential stated, of course, in dollars
an a d cents.

The need of a Federal statute, therefore, Is not required. Full disclosure is
now almost a routine procedure with most retailers who sell merchandise on ex-
tended payments.

1 will not burden you w th the complexities involved in determining the true
and exact "speling out" of the simple annual percentage rate as required then
the figure stated must be absolutely correct otherwise there can be no compliance
and hmy approximation above or below the exact rate would do violence to the
wording andte principle of the act.- I

'Another obseirAtion' -ould be made that Ai Understatement of the rate would
be a violation and an overstatement of the rate would deter the consumer from
making the purchase. In either case It would do immeasurable harm to the
retailer.

There is no doubt that this requirement, to state the interest rate, would force
retailers to go "under cover" so far as carrying charge amounts are concerned
in order to show on the sales contracts a low rate (comparable to the magic
figure of 6 percent). A move In this direction would of riecessity Increase the
cash price of the merchandise and be responsible for the following:

A. A penalty to the cash buyer (of which there areyet a substantial
number).

B. A deter i oration of morality.



TRUTH IN LENDING-1908-64 1821

It has been demonstrated that this hag been the result'whenever legislation has
been enacted that Is distasteful, harmful, repugnant, and/or, d icultto execute.. The end 'result has been wholesale disregard and violation leading eventually
to repeal of the legislation or no attemptto enforce.-.

Based on my longIdentification with the home goods Industry-and my knowl
edge of the small "meichanfs; I am convinced that the 'annual rate" provision
is not realistic. The overwhelming majority of small merchants (and they
represent a most substantial segment of our economy) are not capable of coping
with this complex computation. I I ........

I can also state for myself and the merchants that we are wholeheartedly In
favor of full disclosure as' evidenced by the fact that the organilation I am repre-
senting sponsored the statute in Tennessee. (Copy attached.)

It seems to me that an educational program, expanding those now In existence,
acquainting consumers with facts relating to financing costs, Intelligent ube of
credit, budgeting, etc. would be much more effective than restrictive legislation.
Particular emphasis should be given to understanding revolving credit charges.
The general conception is that a charge of 1 percent per month on: the ilpaid
balance represents an annual rate of 18 percent. This, of course, is not true.

Buying on terms has become a "way of life" for millions and ncludes families
in practically all income brackets. The enactment of the proposed legislation
will not stop, In any substantial volume, the use of installment credit but It surely
will create resentment and noncompliance. ' ' i .

I urge, therefore, the elimination of the provision requiring the simple annual
interest rate (if the Oongress feels It is needed in those Stateq that at this time
have not enacted legislation in this area) or the withdrawal of the bill.

Sincerely,
A. PwicS.

PUBLIC CHAPEr No. 110

PEmNAT Buz No. 222

By Peters

A bill to be entitled: AN ACT to amend Title 47 of Tennessee Code Annotated by Insettin
at the end of said title a new chapter to be deuignated a. t 19-Retail Instalment
Sales," said chapter to be known as the "Retaill Instalment aes Aet" euate the
sale of certain goods in retail Instalment transactions, including the rem nation of retail
instalment contracts and retail charge agreements, and fixing the time price differentials
charged on each; to regulate condtlonsa sles contracts ano the assignment thereof;
to provide for various types of transfer of such conutracts an agreements; to provide
criminal and dvil penalties and sanctions for violation of the act; and to define certain
terms used In the Act -

SEcrnoN 1. Be it enacted by the Gewratl Assembly of the State of Tcnne8see,
That Chapter 47 of Tennessee Code Annotated be and the same hereby Is
amended by adding at the end of said title a new chapter as follows:

"47-1901. Short title.-This chapter may be cited as the "Retail InstalmentSales Act."ISl47-19. 'Definltions.-Unless otherwise clearly indicated'by the context,

the following words when used In this chapter, for the purpose of this chapter,
shall have the meanings respectively ascribed to them in this section:

"(a) 'Goods' means all personalty, including certificates issued by a rtall
seller exchangeable for personalty or services, but not including other
choses of action, personalty sold by a manufacturer or wholesaler for com-
mercial or Industrial use, money or motor vehicles. The term Includes goods
which', at the time of the sale or subsequently, are to be so af ed to real
property as to become a part thereof, whether Or not severable therefrom.

"(b) 'Services' means work or labor furnished, whether or not furnished
in colnebton with the delivery, installation, servicing, repair or Improye-
ment of goods and includes repairs, alterations, or Improvements upon or in
connection with real property. - --I .- ; I

"(e)-'Retall buyer' Or 'buyer' means a person who buys goods or obtain'
'services from a retail seller In a retail instalment transaction and not
principally for the purpose of resale. .

"(d) 'Retail seller' or 'seller' means a person regularly engaged In, and
whose businss consists to a substantial extent of, selling goods to a
retail buyer.

"(e) 'Retail instalment transactions' or 'transaction' means a contract
to sell or furnish or the sale of or the furnishing of goods or services by a
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retail seller to a retail buyer pursuant to a retail instalment contract or
a retail charge agreement.

"(f) 'Retail instalment contract' or 'contract' means an instrument or
instruments evidencing one or more retail instalment transactions entered
into in this state pursuant to which a buyer promises to pay in instalments
for goods or services. It does not include a retail charge agreement or an
Instrument evidencing a sale pursuant thereto.

"(g) 'Retail charge agreement' means an instrument or instruments pre-
scribing the terms of retail instalment transactions which may be made
thereafter from time to time pursuant thereto, under which the buyer's
total unpaid balance whenever incurred, is payable in instalments over a
period of time and under the terms of which a time price differential as
hereinafter defined is to be computed in relation to the buyer's unpaid
balance from time to time.

"(h) 'Cash sale price' means the price for which the seller would have
sold or furnished to the buyer, and the buyer would have bought or obtained
from the seller, the goods or services which are the subject matter of the
retail instalment transaction, if such sale had been a sale for cash. The
cash sale price may include any applicable taxes and charges for delivery,
installation, servicing, repairs, alterations, or improvements.

:6(i) 'Official fees' means the fees prescribed by law for filing, recording,
or otherwise perfecting or releasing or satisfying any title or lien retained
or taken by a seller in connection with a retail instalment transaction.

"(J) 'Time price differential' means the amount, however denominated or
expressed, which the retail buyer contracts to pay or pays for the privilege
of purchasing goods or services to be paid for by the buyer in instalments;
it does not include the amounts, if any, charged for insurance premiums,
delinquency charges, attorney's fees, court costs, or official fees.

"47-1903. Retail instalment contracts.-(a) Form and Contents. Every
retail instalment contract shall be in writing and shall set forth the following:

"(1) The cash price and identification of the goods or services.
"(2) The amount of the buyer's downpayment, if any, whether made

wholly or in part in money or goods.
"(8) The difference'between items (1) and (2).
"(4) The amount, if any, of official fees and the costs, if any, to the buyer

of any insurance the buyer has agreed to procure if the seller has agreed to
purchase the insurance and charge the buyer for the cost thereof.

"(5) The principal balance owed on the retail instalment contract, which
is the sum of items (3) and (4).

"(6) The amount of the time price differential.
"(7) The time balance owed by the buyer to the seller, which is the sum

of items (5) and (6), and except as hereinafter provided, the maximum
number of instalment payments required and the amount and date of each
payment necessary to pay such time balance. The foregoing items need
not be stated in the sequence or order set forth above; and additional items
may be included to explain the computations made in determining the
amount to be paid by the buyer.

"(b) Payments. The maximum number of payments and the amount and
date of each payment need not be separately listed if the paynkents are stated
in terms of a series of scheduled amounts; and in such case the amount of the
scheduled final payment may be stated as the remaining unpaid balance. The
initial date for the payment of the first instalment may be a calendar date or
may refer to the time of delivery or installatloh.

"(c) Document or Documents Comprising. A retail instalment contract need
not be contained in a single document. If the contract is contained in more than
one (1) document, then one (1) such docunment may be an original document
executed by the retail buyer applicable to purchases of goods or services to be
made by the retail buyer from time to time and in such case such document,
together with the sales slip, account book, or other wi-itten statement'relating to
each purchase, a copy of all of which shall be delivered to the buyer, shall set
forth all of the information required by subsection (a) hereof and shall consti-
tute the retail instalment contact for each such purchase.

"(d) Time Price Differential. Notwithstanding the provisions of any other
law the seller or other holder under a retail instalment contract may charge,



TRUTH IN LENDING-1983-64 1323
receive, and collect a time price dlfferential4 which shall not exceed the
following:

"(1) On so much of the principal balance as does not exceed Five Hundred
Dollars ($500), Ten Dollars ($10.00) per One Hundred Dollars ($100) per
year;

"(2) If the principal exceeds Five Hundred Dollars ($500) but is lees
than Five Thousand Dollars ($5,000), Eight Dollars ($8.00) per One Hun-
dred Dollars ($100), per year on that portion over Five Hundred Dollars

(8 If the principal balance exceeds Five Thousand Dollars ($5,000),
Six Dollars ($6.00) per One Hundred Dollars ($100) per year on that portion
over Five Thousand Dollars ($5,000), the time price differential under
this subsection (d) shall be computed on the principal balance of each
transaction, as determined under this section, on contracts payable in suc-
cessive monthly payments substantially equal in amount from the date
of the contract to the maturity of the final payment, notwithstanding that
the total time balance thereof is required to be paid In one or more deferred
payments. When a retail Instalment contract provides for payment other
than in substantially equal successive monthly payments, the time price
differential shall not exceed the amount which will provide the same return
as is permitted on substantially equal monthly payment contracts, having
due regard for the schedule of payments. The time price differential may
be computed on the basis of a full month for any fractional portion of a
month In excess of fifteen (15) days. A minimum time price differential
of Twelve Dollars and Fifty Cents ($1250) may be charged, received, and
collected on each such contract.

"(e) Copy of Contract Given Buyer. The seller shall deliver or mail to the
buyer at his address as specified by him a copy of the retail Instalment contract
prior to the date on which the first payment Is due thereunder. An acknowledg-
ment of the delivery thereof contained in the body of an nstrument'signed by
the buyer shall be presumptive proof of delivery In any action. The seller
under any retail instalment constract shall, prior to the date on which the first
payment Is due thereunder, deliver or mail to the buyer at his aforesaid address
any policy of insurance the seller hhs agreed to purchase in connection there-
with, or In ilen thereof a certificate of such insurance.

"(f) Receipt Given for Payment. A buyer shall be given a receipt for any
payment when made In cash. At any time after the execution of a contract,
but not later than two (2) months after the last payment thereunder, the holder
shall, upon written request of the buyer, give or forward to the buyer A written
statement of the dates and amounts of payments and the total amount, if any
unpaid thereunder. Such a statement shall be supplied by the holder once with-
out charge if any additional'statement is requested by the buyer, the holder
shall supply such sti t~nent to the buyer at a charge not exceeding one dollar
($1.00) for each additional statement so supplied. The term 'holder' In this sec-
tion means the retail seller unless .Seller has assigned the contract, in which
case 'holder' means the assignee of such contract at the time of the
determination.

"(g) Payment In Full Acknowledged by'Instrument. After payment of all
.sums for which the buyer is obligated under a contract, and upon written demand
made by the buyer, the holder shall deliver or mail to the buyer at his last known
address, one (1) or more good and sufficient instruments to acknowledge pay-
ment in full and shall release all security In the goods.

"(h) Prepayment-,-Refund Credit. Notwithstanding the provisions of any re-
tail instalment contract to the contrary, auy buyer may prepay in full at any
time before maturity the unpaid balance of any retail Instalment contract and
In so paying such unpaid balance shall receive a refund credit thereon for
such anticipation of payments. The amount of such refund shall represent
at least as great a proportion of the time price differential after first deducting
therefrom an acquisition cost not to'exceed the sum of fifteen dollars ($15.00), as
the sum of the monthly time balances beginning one'(1) month after prepayment
Is made, bears to the sun of all the, monthly time balances under the schedule
of payments in the contract. Where the'amount of such refund credit Is less
than one dollar ($1.00) no refund need be made.

'47-1904. Retail cbirgo agreements.-'"(a) F6rm and Contents; Delivery to
Buyer. Every retail charge agreement shall be In writing and shall be signed
by the retail buyer. A copy of 5ny such agreement' executed on or after
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March 15, 1961, shall at the request of the buyer be delivered or meiled-.to theRetail buyer by the retail seller prior toithe.date on which the first payment is
-due thereunder. An acknowledgment of the delivery thereof contained in the
body of the agreement shall be presumptive proof of delivery in any action.
All agreementS executed on or after said date shall state the amount of, or the
method of calculating, the time price differential to be' charged and paid pursu.
ant thereto -or'shall state that a time price differential not In excess of. that
permitted by this law will be charged and paid accordingly.
a "(b) Monthly Statements-Payment in Full Privilege. The retail seller undera retail charge agreement shall promptly supply the retail buyer under. such

agreement with a statement as of the end of each monthly period (which need
not be a calendar month) or other regular period agreed upon by the retail
seller and the retail buyer, in which there is any unpaid balance thereunder,
which shall recite the following:

"(1) The unpaid balance under the retail charge agreement at the beginning
and end of the period.

"(2) Unless otherwise furnished- by the retail seller to the retail buyer by
sales slip, memorandum, or otherwise, an indentification of the goods or services
purchased during the period, the cash price and the date of each purchase.

"(3) The payments made by the retail buyer to the retail seller and any other
credits to the retail buyer during the period,

"(4) The amount of the time price differential, if any.
"(5) A legend to the effect that the retail buyer may at any time pay his total

balance, if such legend is not stated in the original contract signed by the
buyer. .,

"The items need not be stated In the sequence or order set forth above; and
additional items may be Included to explain the computations made in deter-
mining the amount to be paid by thq retail buyer.

"(e) Time Price Differential. Notwithstanding the provisions of any other
-law the seller and assignee under a retail charge agreement may charge, receive
and collect a time price differential which shall not exceed Fifteen Cents (15
cents) per Ten Dollars ($10.00) per month computed from month to month
(which need not be a calendar month) or other regular period, on all amounts
unpaid from time to time under the agreement. The twe price differential under
this subsection (ce) may becomputed for. all unpaid balances within a range
of not In excess of Ten Dollars ($10.00) on the basis of the median amount within
such range, if as so computed such time price differential Is applied to all unpaid
balances within such range. A minimum time price differential not in excess
of Seventy. Cents (70 cents) per month may be charged, received and collected
under each such agreement.

"47-1905. Mail order and telepboqe sales.-Retall installment contracts and
retail charge agreements negotiated and entered into by mail or telephone without
personal solicitation by salesmen or other representatives of the seller, where
.a catalog of the seller or other prlnteI solcitafior of business, which is dis-
tributed and made Available generally to the public, cleary sets forth the cash
price and other terms of sales to be made through such medium, may be made
as provided in this section. All of the provisions of this chapter shall apply
to such sales except that the seller shall not be required to deliver a copy of the
contract to the buyer as provided in subsection (e) of Section 47-1903 and if

* the contract whei received by the seller contains any blank spaces the seller may
insert in the appropriate blank space the amounts of money and other terms
which are set forth in the seller's catalog9r other printed solicitation which is
then in effect. In lieu of sending the buyer a copy Of the contract as' provided
in subsection (e) of Section 47-1903. the seller shall furnish to the buyer a written
statement of any items inserted in the blank szaces in the contract received from
the buyer.

"47-1990. Transfer of contracts.-Any retail seller may assign, pledge, by.
pothecate, or otherwise transfer a retail instalment contract or retail charge
agreement to any person, firm, or corporation on such terms and conditions and
for such price as may be mutually agreed upon. No filing of the assignment, no
notice to the buyer, and no requirement that the seller be deprived of dominion
over payments upon the contract or agreement, or over the goods, if title thereto
or a lien thereon has been retained by the seller, shall be necessary to the validity
of such assignment or transfer as against creditors, subsequent purchasers,

-pledgees, mo 9tgagees, or enciupbrances Of the seller.
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"47-1907. Violations a misdemeanor-Recovery of liquidated damages.-

"(a) Intentional adid willful violations of this chapter shall be a misdemeanor
punishable by a fine not t t.elnva Hundrdd Dollars ($0.00).

"(b) In'case of an Intentional failure to comply with provisions of this chapter,

or in case the seller shall permit the buyer to sign a contract conthining blink!

spaces not permitted by this ebapter, thelbuyet shallbAv'e.h rlghtto~woyerec
from the person committing such violatlon orto set, off or counterclaim In any

action by such person, to enforce a iConjract or *greement, as llquidqte4 darAsses,
an amount equal to the whole of tbe original tWne balance In a contract, andja,

amounts payable under an agreement.wih respect to the , trancUon of frgn.'

actions to which such violation pertains," together with reaso nable attornys' fee4.r,
11(c) In case of any other failure t0conpl, with the.provlsioo ofthi chap ter,.

the buyer shall have a right to recover trom thb peOW4Z°9con mitlng such ylolation,

or to set off or counterclaim in any, actkon by, quch person to enforce a contract.

or agreement, as liquidated damages, an amount equal to two (2) timesth pJ

price differential charged to the buyer, together with reasona!Iqjqrney's

fees.
"(d) Notwithstanding the provisions of this section, no person shall be subject

to any penalty for any failure to comply with any provision of this chapter until

the retail buyer has notified such person in writing of such allure and unless

within thirty (30) days after such notice such failure is not corrected by such

person.
"47-1908. Waiver of provisions unenforceable.-AnY waiver by the retail

buyer of any provisions of this chapter or any remedies granted to the buyer

by this chapter shall be unenforceable and void.
"47-1909. Prior contracts not affected.7-be provisions of thie chapter shall

not make unlawful contracts or retail charge agreements in effect prior to

March 15,1901.
"47-1911. Retail Instalment Transactions and'Conditional Sales Contracto or-

Assignments thereof not to be Deemed Loans. A retail installment tncton.
as defined herein or any other. conditional sales contract or other agreement

covering the time sale of personal property or services, and the assignment

thereof, and the business of selling said personal property and services o n time

payment basis, and the business of purchasing or acquirlng such transactions,

contracts, or agreements, whether or not regulated under ths chapter, shAll not

be deemed to be loans or forbearances of money or thing of value or the making

of same, nor shall they be regulated by or subject to the provisions of Sections

45-2001 through 45-2015, Tennessee Code Annotated. The terms 'personal prop-

erty' and 'services' as used in this Section shall include all personal property

and services whether or not purchased for a commercial or Industrial use and

whether or not such personal property is affixed or to be affixed to real property

as to become a part thereof whether or not severable therefrom."

SEc7io 2. Be it further enacted, That if any pYiri'slon of this Act or the ap-

pUcation thereof to any person or circumstance Is held uconAtitutl6nal, the re-

mainder of the Act and the qppnleatlon of such provision to other persons or

Circumstances shall not be affected thereby, and It sbhll bq conclusively presumed

that the legislature would have enacted the remainder of this act without s uo

invalid or unconstitutional provision.
Szno 8. Be it further enacted, That the provisions of tbi Act shall not

make unlawful contracts or retail charge agreements in effect prior to the effeC.L

tire date hereof.
SntoroN 4. Be it further enacted, That this Act take effect from and after Its

passage, the public welfare requiring It.
Passed: February 22, 1961: Wu. D. Bja,

Speaker of the Senate.
JAUtS L. BotAR,

Speaker of the House of Repreentatve*.

Approved: February 23, 1961:
BUFORD ELLINOTON,

Governor.
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U.S. 8SENAT...
O0M1MIM"r ON BANKING AND CURRENCY,

October 19, 1963.
Dr. RioHARD L. i. MORSE,
Profestor and Head, Department of Family Hoouomios,
Kansas State University, Manhattan, Kat.

DEAR DR. MoRsE: In the Consumer Advisory Council report of October 1963,
on page 64 are listed the council's suggested Items of disclosure on credit trans-
actions. Item (5) calls for "the simple, nominal annual percentage rate * * $."
Would you please advise me what meaning or significance the word "nominal"
has in this definition? I assume you are speaking of the usual simple annual
rate of interest. But I am puzzled as to the necessity of the word "nominal"
in this statement. You use the same term in item o on page 63 and also in item a
on page 64.

Sincerely,
CHARLES H. BRADFORD,

Minority Clerk.

OCTOBER 25, 1963.
Mr. C HALEs H. BRADFORD,
Minority Clerk, U.S. Senate,
Committee on Banking and Currency,
Washington, D.C.

DEAR Ms. BRADFORD: I am pleased that you have asked for clarification of the
use of the word "nominal" as used In Item (5) on page 64, item o on page 63, and
item a on page 64.

I believe it would be Incorrect to assume that nominal annual percentage rate
Is the same as the simple annual rate of interest, although to some people it
does convey the same meaning. The nominal rate, however, Is less likely to be
misunderstood because it has a precise meaning applicable for financial arrange-
ments involving irregular or any periodic regular time intervals.

Nominal has been In use for many years. There are many citations for defi-
nition of "nominal rates" which I could suggest from books on the mathematics
of finance. I happen to have a book published in 1913 by Ginn & Co. on 'The
Mathematical Theory of Investment," by Ernest Brown Skinner. The following
is quoted from page 59:

"23. Nominal and effective rates of interest. The two problems for which
formulas (1) and (3) of the previous section arp solutions make necessary a
distinction between two kinds of rates of interest when the conversion interval
Is less than a year; viz, nominal rate and effective rate. The nominal rate Is
the rate which would be realized if the Interest received at the end of each con-
version interval were not productivel' Invested until the end of the year, while
the effective rafe Is the total return on the unit principal for 1 year. For exam-,
ple, if $100 were Invested at 6 percent,- payable semiannually, with the under-'
standing that the rate plr half year beone-half the rate per year, the interest
for the first half year would be $3, and the amount available at the beginning of
the second half year would be $103. The interest on $103 for the second half
year would be $3.00; so that the total amount at the end of the year would be
$106.09. The return on $1 is therefore 0.0609, and the effective rate Is 6.09
percent. If the $3 received at the middle of the year had not been productively
invested, the total amount at the end of the year would have been $106, and
the rate would have been 6 percent. This rate Is the nominal rate. The nominal
rate may also be defined as the product bf the rate per conversion interval by
the number of conversion intervals in a year. In the example the rate per con-
version Interval is 0.03, and the number of 5 pnversion Intervals in a year is 2,
giving 0.06 as the nominal rate."

The second definition, which I have italicized for empha.ls, is almost identical
with that in item (5) on page 64 in which the words "periodic rate" have been
substituted for Skinner's words "rate per conversion interval."

Probably one of the more distinguished writers of Installment credit and
considered authoritative by many in the installment credit business, is Dr. M. I.
Nelfeld who published in 1953 "Neifeld's Guide to-Installment Computations." It
is published by Mack Publishing Co., Easton, Pa. Chapter 8 is entitled "Com-
pound Interest, Nominal and Effective Rates of Interest." I think you will find
Nelfeld's discussion of nominal Interest helpful and convincing that there Is
merit in distinguishing between simple Interest and nominal interest. For your
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convenience I have selected quotations from pages 59 through 61 of'chapter 3
"Simple interest, as defined in chapter 1I, is interest computed on a princil

that does not change. * ,"
lieCompounid'interest Is interest on Interest,
"Interest may be compounded at fractional periods' within the y1ear as 'well

as annually. When interest is compounded in fractional periods of a year, a
distinction is made between a nominal interest rate and an effective rate."'

"The nominal interest rate is the quoted annual rate which does not take into
account that interest is compounded at Intervals throughout the year."

"The effective Interest rate is the rate actually earned per year. * * * An
effective inter it rate is also called a real interest rate, or a true interest
rate. * "

"Given the nominal interest rate and the frequency of conversion p, the ef-
fective interest rate i can be found from the relation

f= (1-j/p) P-"
I call your attention to the advertised rate which appears periodically in.the

Wall Street Journal by a savings and loan association' which pays interest daily.
The ad reads: "Only Lytton Savings pays 4.85 percent a year compounded
daily! * * * returning you a full 4.97 percent in' a year.pl (Wall Street Jour-
nal, Oct. 3, 1963). It is the intention of Item o on page 63 to distinguish clearly
between the 4.85 and the 4.97 by use of the word "nominal," which, by, the above
definition, would refer to the 4.85 percent and not the effective rate of 4.97
percent. Because this is a compound interest situation, simple interest would
be inadequate or at least more difficult to defend.

The recommendation Is that quoted rates be comparable with the nominal
rates quoted to attract savings. If institutions "borrow" savings from depositors
at a nominalrate, is it not reasonable that they can lend at a nominal rate?
The recommended method of quotation not only standardizes but neutralizes the
quotation so that words employed for the identical mathematical operation do
not vary according to whether the borrower is addressing the lender or the lender,
is addressing the borrower.

In closing you may ask if the expresion "simple annual nominal percentage
rate" Is not redundant, and I might agree were it not for the fact that there seems
to be a disposition to confuse nominal with effective. Hence, I defend includ-
ing all of these words for emphasis.

The signflcance of the use of the word "nominal" is implied in the above.
However, there may be other aspects of this matter that have escaped my atten-
tion since I am consumer oriented.

If I can be of further service, I hope you feel free to write me.
Sincerely yours,

RIonuin L. D. MoRsE, Member.

[ Excerpts from first report, Consumer Advisory Council, October 196S]

Truth its lending
The council supports the principles and purposes of the Douglas truth in lend-

ing bill (S. 750). Such legislation will-
Promote the right of consumers to have the facts they need to make

rational, informed choices regarding credit usage;
Protect the ethical and efficient buisnessman who wishes to filly disclose

credit charges from those competitors whose' charges are deceptively con-
cealed;

Reinvigorate price competition in the consumer credit market and there-
by contribute to the free enterprise system;

Introduce a stabilizing, countercyclical element into the Nation's economy
by making consumers aware of rising credit costs in boom times and declining
credit costs during recesions; and

Encourage consumers to shop for cheaper credit, thereby releasing funds
for purchasing goods and services, thus buttressing the economy and con-
sumer purchasing power,

After careful examination of the proposals and objections thereto and consulta-
tion on technical problems, the council spelled out in detail what it considers the
teim "full disclosure of credit" to mean. - This will be found in the summary of
committee 4's a~tlvttes In appendix B.
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The members of this committee ai Dr., Mrse chaini rmap, r. AngeAne.,

Mr. Du Brul, Dr. Lewis, Attornoy General Mondale, Mrs. Nelsoia,' and IDr. Ware.

Two major topiewere cousdcred by Committee 4: consumer credit and eco-

nom c welfare indicators. In addition, the committee rendered ad hoe advisory

op1610ins on several specific topis.

Oontumer credit
The committee's iesponsibilities in this area were established at the September

meeting of the Consumer, Advisory Council 'as follows:
P 1.' Study the effect of consumer credit on the family.

2. Study the effect of consumer credit on the national economy.

8. Evaluqte'conaurner credit terms as they facilitate or inhibit efficient

and intellient use of credit.
4. Appraise the procedures used,

' in cases where consumers have made

excessive use of credit.
Progress was achieved through (1) staff research andreferral of questions to

appropriate in-government experts; (2) study' of the three sets of published

hearings on the truth in lending bill, the two-volume 1957 Federal Reserve Board

study of "Consumer Installment Credit," the Personal Finance Law Quarterly

Report, and the consumer finance trade publications, such as Consumer Finance

News, Credit Union magazine, Time Sales Financing; (8) extensive correspond-

euice between the chairman of the committee and Ralph Botts of the U.S.

Department of Agriculture; and (4) consultation with interested individuals and

groups.
The committee adopted a recommendation on policy regarding standardization

and full disclosure of consumer credit terms at the November meeting. A tenta-

tive position was presented for discussion at the January 1963 meeting with a

group of Governmebt experts directly concerned with consumer credit: Ralph

Botts of the Department of Agriculture, Miss Mona Dingle and Francis R.

Pawley of the Federal Reserve Board, Gale P. Gotschall of the Federal Trade

Commission, Jonathan Lindley of the Senate Banking and Currency Committee,

Milton P. Semer of the Housing and Home Finance Agency, and John Skillman

of the Department "of Commerce. Action was taken at the March meeting. The

council's recommendations on consumer credit are to be found on page 18, except

for the detailed statement on full disclosure of credit, which follows:

The council believes full disclosure of credit means that:

1. When credit is extended on the basis of separate contracts, each contract

shall include-
(a) An itemiz tiox of the cash or delivered prices of goods and services

purchased, and 21 additional charges assessed against the debtor in connec-

tion with the transaction,
(b) -The terms of payment (including downpaymnt, amount to be

financed, amounts and times of payments needed to retire the obligation),

(C) The rate at which the finance charge is to be Imposed on the amount

financed, sueh rate to be in standardized terms so as to be directly comparable

with rates (a simple annual nominal percentage rate) that banks, savings

and loan associations, credit unions, and postal savings use to disclose

earnings on money saved,
(4) The cost of such credit services, expressed in dollars and cents, and

(e) The terms of credits or charges.imposed in the event of advanced

or delayed payments from the contract terms; and

2. When credit is extended on revolving credit, open-end credit, or plans other

than credit, each contract shall include-
(a) A clear statement in writing, priot to any agreement to extend such

credit, setting forth the simple annual nominal percentage rate at which the

finance charge will be imposed, and

(b) A clear statement in writing, at the end'of each month (which need

not be a. calendar month) following the date of the contract setting forth-

(1) The outstanding balance in the account as of the beginning of

the monthtihprc
. 2) The -amount of each extension of credit (inciding the ca e

or dVewird price of, any property or service)- during such period,

together with the date thereof and .brief identificatto~k of any property

or services so acquired,
(8) The total amount crediteA to the adcount during the perio,

I !



and the tinie period f6ireach ai0unt if ether thai-1 mdhtb' ,
(6) The simple, nominal Onnual prtentge *Ate ki Whleh :the flnaige

charge it Ihipoed,'*Wich rate '#ahh be the periodic raht tnultipilid b"
th6uflfllueror eous hIf'y"r-

(6) The Onance charge in dollars and cents required foteihh period,
and

(7) The outstanding balance in the account at the end of the ionth.

KANS5AS BANKERS.AssooiAtioIm,
Topeka, Kanrs,, December i., 1963,'

To: Members of the Kausas Bankers Association.
Senators and Representatives totongress from Kansas.
Senate Banking and Currency Conmittee.
House Banking and Currency Committee.
Managing officers, State bankers associations.
ABA Installment Credit Commn'sslon.
Director, Federal Deposit In,,rance Corporation.
The Comptroller of the Currency.
Federal Reserve Board of Governors.
ABA Washington Office.
Dr. Charls Walker, executive vice president, ABA.
Mr. R. M. Bunten, Merchants National Bank, Topeka.

GENTLEMEN: For your attention we are enclosing a copy of a resolution per-
taining to the Douglas disclosure bill which has been adopted unanimously by
the executive council of the Kansas Bankers Association.

Cordially,
CARL A. BOWMAN,
Executive Secretary.

RESOLUTION

Whereas it has come to the attention of thts executive council of the Kansas
Bankers Assocwiation that there Is pending In the Congress of the United States
a bill known as Senate bill 750 commonly referred to as the Truth in Lending
Act, the declared purpose of which act is "to assist In the promotion of economic
stabilization by requiring the disclosure, of finance charges in connection wkith
extensions of credit"; and

Whereas the act further states that "the unthmniy use of -credit results
frequently from a lack of awareness of the cost thereof to the user"; and

Whereas the Kansas Bankers Assoclition has a sincere interest and deep
respunsibllity .for. continuing and maintaining consumer credit In baqks upon
the sound and mutually beneficial high plane it has come to occupy in Kansas
banks; and

Whereas responsibility for regulating consumer credit has been recognized
In most States by enactment Of appropriate legislation; and

Whereas the proposed legislation now pending In Congress i impractical
because of the impossibility of interpreting and enforcig the proposed law under
the many and varied conditions existing and arising out of the many different
types of transactions covered by the proposed law; and .

Whereas the law infilnges on the rights of the seyeral States to determine
and regulate such matters within the respective States: Now, therefore, be
it hereby

Resolved, That this executive council, governing body of the kansas Bankers
Association, go on record as being opposed to the proposed legislation, specifically
known as .Senate bill 750, because such legislation, Is unnecessary, Impractical
and can be better administered and regulated by the indivI4ual States; ahd )be
it further

Resolved, That the Kansas Bankers AssocAta tQcarry .on a continuing pro-

gram, urging its members to express the coat ofborrowing in terms of dollars
per hundred per year whether required to express i spch manner by, State
statute or not, and to .scupulously observe the prinie r.esponsibility of banks
for guiding seekers ,of Installment credit *o thiitsuljsa4ers, of credlt do not
assume a burden of debt lncofsistentivith 'their ability tO repay,'and to catry
on in their respective communitiesIa continuing program directed to the public,
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to competition, and to State and local government officials concerning the true
principles upop which consumer credit has been successfully and soundly ad.

-ministered by bunks during the past 50 years, to adhere tothe principle that
-if legislation Is deemed necessary, It must be susceptible to practical administra-
tion and must be administered at the State level and not at the national level;
and be It further

Reaolbed, That a copy of' this resolution be forwarded to each member of
the Kansas Bankers Association, to the Senators and Representatives elected
to represent this State in Congress, to the members of the Senate Banking
and Currency Committee, to the members of the House Banking and Currency
Committee, to the secretaries of the State Banking Associations, to the Install-
ment Credit Commission of the American Bankers Association, to the Federal
Deposit Insurance Corporation, to the Comptroller of the Currency, and to the
Federal Reserve Board.

Certified to be a complete copy of a resolution adopted by the executive council
of the Kansas Bankers Association on the 4th day of December 1903.

CARL A. BOWMAN,
Executive Secretary.

NAToNAL AssocIATzoN' OF MAN UFACarURERS,
New York, N.Y., December 18, 1963.

Subject: S. 'i50.
Hon. PAUL H. DouoLAS,
Chairman, Subcommittee on Production and Stablilzat ion Committee on Banking

and Ourreny, U.S. Senate, Washington, D.C.
DEAn SzNAToR DOUOLAs: As chairman of the marketing committee of the Na-

tional Association of Manufacturers, and as a representative of our association,
I wish to direct the attention of your committee to the particular concern of in-
dustrial producers as to the implications of the proposals embodied in S. 750
affecting the terms and conditions of sale of the Nation's products and services.

Against any supposition that such a statute as suggested would create diffi-
culties solely at the retail level of distribution, our experience indicates that the
proposed controls would have direct impact upon the selling operations of a wide
range of manufacturers, in addition to the mo . serious disruption which may be
expected within the whole credit structure of our economy.

We have in our possessioD, for example, Information that credit facilities are
operated by manufacturers of such diverse good; as shoes, aircraft, heating
control equipment, dry-cleaning chemicals, home construction materials, pinspot-
ters, theater equipment, foods, locomotives, tires, metal products, feed grinders,
and a full line of farm equipment, in addition to automobiles, television sets,
home appliances, and other common consumer products with which the hearings
on this bill largely have dealt, We can advise that the requirements of this bill
would Impose upon such companies and industries wholly' needless, onerous,
and extremely costly burdens of compliance.

3rust as the typical retailer would be confronted by a completely Impossible task
of determining an accurate Interest rate under the revolving charge account fjys-
tenis, so would manufacturers find themselves at a loss to compute such rates
under the varied credit situations we find within the manufacturing segment of
the economy. Such a law, of course, would apply not only to those firms with
established credit subsidiaries, but to all manufacturers who under any cihcum-
stances extend credit in the normal course of their marketing operations. The
needlessness of such a new regulation within the industry structure Is apparent
in light of the fact that the bulk of such arrangements would be between strictly
professional sellers and buyers.

Where credit is extended by these producers to individual consumers, such as
occurs In the 'sale of farm equipment to farmers, we find again that the terms
and conditions of sale may be developed to meet there convenience of the buyer's
uncertain seasonal income. We. cannot understand why Congress sbould con-
sider leIslation so potentially d4 imaging to the flexible, wholly beneficial credit
system which is so much apart of this Nation's remarkable economic iV ).

Our general views on the impact of such legislation upon'marketing operations,
economic stabilization, and competition In the credit field were presented to your
subcmittee in a letter to you, as chairman, under date of June 29, 1962. In
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the succeeding period we have observed closely the additional hearings and
information developed on the matter. The utter needlessness of such a law as
a protective device foi the consumer has become even more apparent. As sellers,
we have been appalled at the type of some *of the testimony which has been
offered in support of the bill. Witnesses who have been clearly victimized in
their retail purchases in violation of existing State laws have offered their ex-
periences as evidence of the need for this Federal regulation. - Such, testimony
would have been significant if S. 750 had been drawn to deal with usury, fraud,
or other loan-shark practices. But S. 750, an economic stabilization measure
whose supporters disclaim any intent to impute excessive charges to established
lending institutions, is not directed to these evils. Such testimony; has been
wholly irrelevant to the bill, and the experiences of the witnesses could not have
been forestalled by adoption of the bill.

One such witness, it was interesting to observe, testified that she would not have
been so victimized in the purchase of an appliance if she had known the true
cost of her loan in dollars and cents. Her yardstick, she revealed, was her total
cash outlay, not an interest rate or other percentage figure. Ironically, it has
been the contention of business witnesses from the start that full disclosure of
the cash cost of all carrying charges is the consumer's best protection from credit
abuses, and such disclosure is the general practice among sellers today. The
testimony of this witness, therefore, was a complete repudiation of the concept
of the bill, which holds that a "percentage ratio" is more meaningful to a buyer
than a statement in terms of the dollars-and-cents In which he receives his pay
and buys all his goods and services.

The National Association of Manufacturers does not stand against full dis-
closure of the lending terms to any buyer. We believe that those who engage
in sharp lending practices should suffer the full consequences of the law-laws
which already are in existence and which this bill would not reinforce in any
way.

At this time, in reaffirming our earlier views that the proposed legislation,
S. 750, is wholly unnecessary and irrelevant to the evil it seeks to correct, as well
as damaging to the economy, we wish to present the following polyev statement
of our association, adopted by our board of directors on February 17, 1961, as
reflecting most succinctly the views of manufacturers and their thousands of
marketing executives: '

"MANDATORY DisoLosuRn OF TERMS AND CONDITIONS OF SALE

"Adopted, February 17, 1961

"Industry stands fully In accord with the objectives of local, State, and Fed-
eral regulations protecting the consumer from false, deceptive, or misleading
representations as to the price, quality, or conditions of sale of any product or
service. Individual business firms, trade associations, and industry-supported
organizations have amply demonstrated respect for and responsibility to the
consuming public.

"The furnishing of information as to the terms and conditions of sale of any
product or service is a basic element of good supplier-customer relationships anid
a function which Is self-regulating in a free market. The mandatory disclosure
of such information places an unreasonable burden upon all business and moves
toward a controlled economy."

We ask that the text of this letter be incorporated in the record of the current
hearings as an official statement of the position of our association on this bill.

Sincerely yours, D. BERYh MANxSolEITzwr,
Chairman. NAM Marketing Oommittee.

Copies of this letter' were also sent to Senators A. Willis Robertson (Virginia),
Wallace F. Bennett (Utah), Joseph S. Clark (Pennsylvania), Peter U. Dominick
(Colorado), Jacob K.-Javits (New York), Edmund V. Long (Missouri), Thomas
J. McIntyre (New Hampshire), Edmund S. Muskie (Maine), Maurine B. Neu-
berger (Oregon), William Proxmire (Wisconsin), Millard L. Simpson (Wyo-
ming), John J. Sparkman (Alabama), John 0. Tower (Texas), and Harrison
A. Williams (New Jersey).
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TANo WOBID S1:Svwcss, Inc,,.
HIYATTsVILLE, Mo., January 3, 196.J.

0Hon. PAUL H. DouoaLmS,
Room 109, Old Senate 0fce Blcg., r
lVashitgton, D.O.

Some time ago, Senator, I, appeared; before your Subcommittee on Banking
and Currency during Its initial hearings 'on proposed "truth'in lending" legisla.
tion. For me the occasion was a memotable'experience and one, I trust, that
provided a measure of meaningful assistance to your deliberations.

Since that time, I have kept abreast of subsequent hearings as well as pursuing
an expaniding professional interest In the stibject field. This continuing effort,
while essential to the fulfillment of my t oial$1btllties as general manager 6f
Trans World Services, Inc., has also surfaced a subtle but disturbing aspet of the
proposed legislation. Without discouraging the continuing need to protect the
uninformed Find gullible individual aghlnst. Unscrupulous creditors, I fear that
in our enthusiasm we may have unintentionally overlooked a contingency as dis-
tasteful as the one we seek to correct. I refer to the fact that enactment into
law of "truth in lending" legislation as now proposed, will not only foster the
advance of an objectionable form of socialisni but will most assuredly weaken
our economy by replacing taxable earnings with tax-exempt profits. This is a
personal opinion, Senator, but one In which I believe yo can concur.' Please
let me explain.

A few years ago. commenting on commissary stores, you stated that while you
were a friend of TVA. you did not believe In the socialization of grocery stores
and that military socialism was still socialism. At the same time. you also
pointed out that it could be readily seen that the provision of the law that states
commissary stores should be established o1W when there are no adequate com-
iercial facilities which are conveniently available, has not only been liberally
interpreted but has. in fact. been grossly violated.

Additionally, while commenting on the proxiinity of the Fort Myer commissary
to commercial stores, you stated "This Indicates that a farce has been made of
the law and the Intent of the law which was to provide commissary stores where
adequate commercial facilities were not available to personnel." You also said
"I subscribe to th original Intention of the act and do not oppose the stores
where they are genuinely needed."

It is most refreshing, Senator. to note your coticert for the necessity of estab-
lishing and maintaining the healthy competitive atmosphere essential to private
industry's continuing support of our ever Incrasing economy. With this In
mind. I note how very appropriate your remarks were to the activities of many
credit unions.

As in the case of comml.ssry stores, credit unions were also created and subsi-
dized because of a specific need., The Federal Credit Union Act of June 26, 1934,
cited to the text was entitled "An act to establisb a Federpl Credit Union Sys.
ten. to establish a further market for securities of the Uifted States and to
make more available to people of 8mall means credit for provident purpo.ses
through a national system of cooperative credit, thereby helping to stabilize the
credit structure of the United States." [The italic is mine.] Originally, credit
unions served a very needed and worthwhile purpose in undergirding the eco-
nomic security of people of small means. However. as credit unions matured,
they spawned organizations of substance who se,atlvltles now extend far beyond
those contemplated by the architects of the law. The attached advertisements,
clipped from recent issues of the Navy -nimes. illustrafe" this fact.

One ad compares the credit union with the Navy comissary stores and ex-
changes. I believe you will agree the comparison is well stated. Another adver-
tisement carries the picture of a uniformed naval officer with both hand out.
stretched holding simulated currency. The officer shown is not only an official of
the credit union but is actually on active duty as well. 'In addition to questioning
the appropriateness of such activities by Active duty officers, I doubt seriously
that the conimissary stores ever engaged In such worldwide acts of commercial
competItl6n.

St ill other advertisements appear to encourage junior grade officers to obligate
themselves for automobiles in a price range far beyond that which is appropriate
to their individual level of earnings. These particular ads are also somewhat
misleading In that they appear to Imply that by financing a large expensive ca-
with the credit union, the overall cost including financing would be comparable
to that of an average priced car financed elsewhere. These ads also state that
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"most (commercial) lenang institU Ions cargefrom$1. 4 to 14.13 per year
for every $100 they lend * * *." I am sure you will agree that- 210 parent to
28 percent simple interest Is substantially.beyond the range of charges made by
most lending institutions, particularly when an automobIle is Ivolved.

Notwithstanding these specific observations, my immediate concern Id 'not with

the technical accuracy or format of credit union adverUng9.'Instead, and of

greater significance, it is that these ads actually exist, that they are paid for out

of tax-free profits and that they appear in the same media atnd In direct competi-
tion with private industry. It is therefore my position that such activities on

the part of certain large credit unions not only makes a farce of the law and
intent of the law but actually serves to defeat both,

So long as credit unions conduct their activities within intended and legal
bounds, I shall vigorously defend their right to do so. However, wben credit
unions exploit their tax-free status by using untaxed earnings to pay for com-

petitive commercial advertising, when the economic advantage of free space and
facilities in tax-supported Government facilities Is publilced In unfair com-
parlson with self-supporting free enterprise and when credit, unions otherwise
use their legislated benefits in unfair competition with private industry, I trust
you can agree with me that any new legislation that could-be so utilized is, In
this respect, both morally undesirable and economically unsound,

In conclusion, Senator, I would like to make it clear that my remarks and

premises are strictly my own. They do not necessarily reflect the Position of my
employer, my organization, or my associates. My motivation in calling this
matter to your attention Is due simply to a feeling that yod, as I, may not have
realized that a great many credit unions have long ceased to operate in ac-
cordance with the principals and philosophies expounded at-the time enabling
legislation was passed. As a consequence, many are now truly operating as
"big business" and should be required to either accept responsibilities appro-
priate to their activities or to revert to the operational format intended by law.

I would very much enjoy reviewing my position with you in person or to be
otherwise helpful at your convenience.

Most sincerely, W. A. liUSSONG.

23-902-64-pt. 2- 42
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CoMUrnii ON BA~qiINo ANr CuntsbY,

Mr. W. A. HussoNo,
Trans World Servl cp, In .,
HVattsvill, Md.

DEAa Ms. HUBsOX:. I am sorry that you have changed your mind and now
think that Federal full disclosure laws "foster the advance of an objectionable
form of socialism." On the contrary, I cannot concur with you.

However, I am sure that your most recent views on this legislation are- a.
matter of sincere conviction and, with your permission, I would be happy., to
make your letter and attachments a part of the record on this bill.

Faithfully,
PAuL H.L DOUGL.As.

TRANS Wouw Savics, IN0.,
Hyataville, Md4 January 30, 1964.

HOn. PAUL U. DOUGLAS,
Old Scnate Office Builditg,
Wa8hington, D.C.:

Thanks very much, Senator Douglas, for taking the time to review and comment
on my letter of January 3, 1964, to you regarding my concern over any legislation
that could be utilized In unfair and unprincipled competitive activities.

While I regret that you cannot concur 'with me In toto, I.-of course, respect
your position with reference to Federal full disclosure. However, you did not
clarify your position regarding the commercialized activities of large credit
unions nor comment on the obvious loss of tax income occasioned by their legis-
lative privileges. In view of pending tax legislation and your previously ex-
pressed views related to need, justification, and activities of commissary stores,
I would very much like to have the benefit of your evaluation of the other areas
involved in my concern for a truly "free" enterprise system.

Now as to including my letter and attachments as a part of the "Truth In
Lending" record, I feel this is certainly in order as they reflect not only a sincere
personal conviction but, in my opinion, voice a concern which I am sure is
shared by a substantial segment of the business community.

Most sincerely,
W. A. HussoNo,

General Manager.

CREDIT UNION NATIONAL, AsSOCATI[O, INO.,
Washington, D.C., February £1, 1964.

Hon. PAUL H. DOUoLAS,
U. S. Senate,
Washington, D.C.

DrEa SENATOR DOUGLAS: A letter dated January 8, 1964, written to you by
Mr. W. A. Hussong, has come to our attention. This letter contains several
assertions about credit unions which we feel impelled to answer for the record.

In particular, the letter stated that "enactment into law of truth-in-lending
legislation as now proposed will not only foster the advance of an objectionable
form of socialism but will must assuredly weaken our economy by replacing
taxable earnings with tax exempt profits." Later statements In the letter make
clear that this is a rather direct refeence to credit unions.

First, there Is the implication that truth-in.lending legislation will "foster"
the development of credit unions to the detriment of other consumer lenders;
It seems to be on this-basis that disclosure of Interest rates Is assailed in the
letter. Of course, it has not been proved that any particular lender would
benefit from full disclosure. On the contrary, we feel this legislation would
stimulate the entire consumer lending Industry to provide better services at
lower cost and would benefit borrowers and lenders alike by placing all on a
fair and equal footing.

The letter also makes reference to the tax status of credit unions, notably their
exemption from Federal income taxes. While the basis of this exemption Is
generally understood and accepted, it might be well to restate it for the record:
Credit unions are groups of people, organized around a common bond of
employment, residence, or fraternal affiliation, *ho save their money together
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and lend to ech other from the resulting pool of funds at low interest rates.
No one may b; oW from, or save In, a credit union unless he is a member.
Control of the t union is based oh the democratic principle of one member,
onevote 'IaiflnO% of the credit union, primarily if not wholly derived from,
interest paid by its members, are used to pay office expenses, to finance the
educational efforts Mr. Hussong told you about when h6 testified before your
subcommittee in 1960, and to meet legal reserve requirements. The bulk of the
em'Ailiidr is returned:to members in the form of dividends and Interest refunds.
-Thus, credit unions do 'not pay Income taxes because there are no outside

investors and there is no profit derived from their operations. Mi. Hussong's
letter tis misleading wbf it indicates that your bill somehow would replace
"taxable earnings with tax-exempt profits." . - %

It is unfortunateW that this letter seeks to equate credit unions with socialism.
Since each member has a monetary stake in his credit union, he is apart owner
in this 6orporzition. Shortly before his death, the late President Kennedy took
time out of his busy schedule to recognize the work of credit unions, and one
of his comments bears directly on this question:

"Credit unions-have a long history of service. They perform a valuable
fuuction-permitting people to pool their resources and attain greater economic
security. It Is a form of self-help in the best American tradition."

I am appending a copy of Mr. Kennedy's full statement to this letter.
"The organizational structure of the credit union as a democratic, wholly

member-owned corporation evolved in the United States early In this century.
It was designed to fill a need for personal credit which was being supplied
primarily by illicit lenders. Livestor-owned organizations since have entered
the consumer lending field in an aggressive manner. This fact should not cause
credit unions to cease operating or to change their structure or their philosophy.
They pioneered the field and will remain in it so long as people need their
services.

Testimony before your subcommittee has developed a substantiql collection of
evidence that fraudulent practices are widespread in the consumer lending indus-
try and that unconscionable rates of Interest are still being levied every day
against unsuspecting citizens. The market for providing fast, honest, and low-
cost thrift and lending services has not been saturated. Credit unions help to
fill a void in this area. They also provide a valuable yardstick and guide for
borrowers, government representatives, and other consumer lenders.

This letter also places an onus on credit unions which have grown large In
terms of membership, loans made to members, or the savings of members. The
common-bond principle I mentioned earlier is simply q reflection of the fact that
society can be broken down into groups sharing employment, or residence, or
membership in an organization. These comrpon-bond groups may be large or
small. They may be growing, or declining, or remaining static. The fact that
a particular ommon-bond group Is large, or growing large, is not relevant to the
question of whether it should have available the services of a credit union.

Mr. Hussong currently Is chairman and general manager of a Maryland small
loan firm, Trans World Services, Inc., of Hyattsville. When he appeared before
your subcommittee to testify in favor of truth-In-lending, he was manager of
Navy Federal Credit Union, of which his letter is now most critical. Navy
Federal was chartered basically to serve military and civilian personnel of the
Navy in Washington, D.C., and Navy and Marine Corps officers around the world.
This worldwide scope is highly unusual. It was designed to fill a real and special
need. As you know, usury continues to pose a serious problem for our Armed
Forces personnel overseas, and the Navy FederAl Credit Union is doing a neces-
sarv job in helping to combat It.

-The need for truth-in-lending legislation, vohich Mr. Hussong so ably demon-
strated before your subcommittee, still exists, aud we should be most happy to
ha 'e Mr. H1ussong and other representatives of the consumer lending Industry
Jbin us in support of it.

Sincerely,
DAvm R. Wznrrzo,

Director, Lepa and Leg(4atfve Department.

0. ' i
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STATEMENT BY THE PuMamlT

Today, cred.1t u tojsrougbout tbe Natltn are6 pele~ratinfl ft ( ldji non ay.
It Is, therefore, particularly appropriate that we iecg.lWe th, .o6664n b.i-
Ing Il b,-'Vich allows Federal crdlit unions gietoer fexbit3tin, theie
operation.

CreditUni~u havehad along istor.,of service, They p0f~i a., ~ s
function--permitting people to pool their resources 5nd attalte.ter oonO
security. It is a form of self-help in the best American tM.ition.

Fifty-four years 'ago, Massachustts passed the f1rat State Iaw., a rt ik
credit unions. Xow there are active units. in every one of t.h 50 6..atee, h4ie
there Is a Federal Credit Union Act. Fourteen million Americap citizens bavo
used their facilities to accumulate $7 billion In savings,.

With their growth has come increased opportunities for service--in teaching
thrift-in making credit available to people without major assets at reason ble
rates of interest,

This legislation, which I am delighted to approve, was sponsored by Congs-
man Patman and Senator Sparkman. Their longstanding, interest 'in c6it
unions is known to all of us. We are grateful to them for their leadership.

QuEsS COLLEOr OP THE Crry Ui[vzRsrr o? NEw Yoax, "
Dzprummt~z 0r EloqNOMIos,

Flushing, N.Y., JanuarV 30, 1984.
Hon. PAL H. DouaLAe,
The Senate,
Washington, D.O.

DEAR SsxAToR DoUoLAs: Within the last few days, i have had an'opportunity
to read, for the first time, the testimony presented before your committee by Mr.
Ira Millstein, appearing for the New York State Council of Retail Merchants in
opposition to the Douglas "Truth in Lendlng",bill. In his' testimony,..Mr. Mi-
'stein held up as a shining example of good credit legislation the iNew York bill
passed In 1966-58 during the Harriman administration when, 46 consumer COubel
to.the Governor, I was primarily responsible for developing ad supporting rg.
lation in this field. Since Mr. Millstein made 'certain statemen.hi inrrot lt.h
respectto the attitudes and beliefs of the Harriman idninlitraotn mi gene
and the consilmner counsel In particular, regarding this p r am' of credit lebis-
lation, I ask that the following note be Inserted in the record together With' the
above explanatory paragraph:
Mr. Millstein must have misunderstood the situation when he stated that the

"consumer counsel to Governor Harriman firmly believed that the disclosure
of dollar amount of the service charge was sufficient to permit the consumer
to compare credit charges"; and again when he stated that "everyone believed,
and still believes, that the well-understood statement of service charge in terms
of dollars was adequate not only for the purpose of advising the consu rnr of the
actual service charge but also for the purpose of permitting the- consumer ii
shop for credit."

The administration came to the decision that, In view of strong, continued op-
position, it was better to go so far as politically practical in 19S-M. to 6tder
to get as good a bill through as possible to control the extentiVe abuses whlM.h
then characterized a wide area of the Industry. The administration decideA
most reluctantly to drop its orIginial proposal to require the statement of service
charges In terms of an annual rate as well as a dollar amount. Ot ateminnt of
the dollar amount facilitates comparison between cash and time-sal6 pieces;
the annual rate facilitates comparson between the qosts of different types and
sources of credit. But Industry opposition made It clear to the adminlttratioO
that we would not be able to secure pasAge of a ny legislationunles's the annual
rate provision was dropped.
.Perhaj* some historical backgroud will make eledi ' the Wlild of prelires

that 'ere being exerted pt that time agatfst the full trogrIuM of i*ilt6On
which the Democratic administration was' urgtg up6n th"Reblicabi-ce
trolled legislature. Though the first steps in credit regulation in New Yor



1342 THU= IN LNDING-1903-84

Site had been taken in 1941, the abuses In the credit fel4 had reached such
proportions before the end of that decade that a Republican-appointed committee
of investigatoii had-urged the need for further legislation. However, the oppose.
tion was so strong, no step forward was taken until after the Harriman admin-
istration took office January 1955.

,The Impression left by the Millstein testimony is that the long proes involved
indevelopi.ngthe new legislation, though "wearying" was, nevertheless, a process
of friendly accommodation on details among associates basically in harmony.
On the contrary, 'the administration 'was forced by the strength of industry
opposition, to give up its original plan for overall regulation covering installment
sales of automobiles and all other goods. It then decided t9 limit Its first formal
encounter in 1950 to automobile credit in order both to divide the formidable op-
position and also to take advantage of the fact that certain groups in the automo-
bile credit business were prepared to accept regulation and even help support it in
order to cleanse the industry's "public image." Once the automobile legislation
was on the statute books, the administration moved, in 1957, to extend regulation
of credit to all "other goods" and also revolving credit plans. It was in this
process of trying to get as much consumer protection as possible that the annual
rate provision was dropped. The dollar price requirement was strengthened by
addition of the total time-sale price to make comparison with the cash price
even easier.

In planning to extend the area of regulation to the newly developed retail
"revolving credit," the administration came to the opinion that at least some
of the retailers involved, and their supporting flnar'ee agencies, were somewhat
concerned about the possibility that court decisions might bring this type
of credit under the-usury laws: this could explain any inclination to favor
legitihizing it through regulation, but the regulation proposed was at such a
minimum level, the administration would not accept It as adequate for consumer
protection. The conflict was particularly sharp over the question of a minimum
monthly charge: the industry's demand for $1 minimum was finally reduced to
70 cents. Even 70 cents represents a higher rate of charge than the stated 1.5
percent per month on all outstanding balances under about $45. But ti'e ad-
nministration finally accepted this compromise for the same reason It dropped the
annual.rate provision. It wanted to save the core of its program, which at that
time went further than any other State In bringing all areas of installment credit
under Government supervision and control in the interest both of consumers and
of responsible businessmen. , ,

.Mr, hfillsten should know that the failure of subsequentatnending bil. intro-
duced into the State legislature in 1061 and 1962 to require 'disclosure of a
'simple annual rate was due to the formidable opposition which he so ably repre-
sents. This failure draws attention again to the need for reestablishing a con-
sumer counsel in the Governor's office.

Your sincerely,
PEusrI CAMPBELL, Chairman.

Tn-Orrrzs CHAMBER OF COMMERCE,
Granite City, 1i., February 3, 1964.Hon. A. WiL~is ROnunrs0N,

ffenate Offlce Building,
Washington, D.O.

DEAR SENATOR RonyrxsoN: We understand the Federal credit control bill. (S.
.750) will soon be up for consideration again by the Senate Banking and Currency
Committee.- The board of directors of the Trh-Cittes Chamber of Commerce has
directed me .to tell you that the members of our organization strongly oppose
the proposal. /
* We oppose the measure -for a number of reasons. It is, it seems to us,
jmpract:aI because it provides for no enforcement ehinery.4 etilers offer-
ing r eVOring credit service to their customers would be forced t0.state their
service chIarges i" -t i of an annual Interest rate which could not be accurate.
,This percentage v~ries from month to month depending'on "add ons" and sub-
sequent payments and cannot be determined In-advance.

The abuses cited by -he proponents of this measure do pot represent the vast
mainstream Of, typical busineod transactions. The overwhelmlg majority of
business firms do not AnIslead tielr customers as.to the Interest they tare asked
to pay,
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Our chamber further feels that legislation in this field -on the'part. of the
Federal Government Is an unwarranted intervlitlon'whlih c" best be handleA
on the State leveL Our chamber favors truth In lendliig and Is working fVk a
sensible bill in the State legislature.

Thirty-two States already have such legislation on their books.
Please vote against this harmful measure when It comes up'for reconsideration.
Your consideration of our Views will be greatly appreciated..

Sincerely,
CHESTER L BArn, :Presduftf.

(From the Chicago Daily News, Aug. 17, 198]
Nsw BATLE EaUPTING IN CONGRESS : RUTH IN LxNDINo" SHoWD0W XLiKxuY nr
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CREDIT OARD LIVING POINTS UP THE ISSUES.

(By James McCartney of our Washington Bureau)

WASHINOTOMN.-Hold on to your credit cards. A new -battle over "truth in
lending" Is about to erupt In Congress and across the Nation.

The fight has been going on for 4 years and at times has been as biter as any
In Washington.

But this may be the year for the Inevitable showdown.
Senate liberals have just won a victory In a power struggle in the heretofore

conservatively controlled Banking and Currency Committee
They won a fight to hold public hearings on truth-in-lending legislation in com-

munities scattered across the land--and thus a chance to kindle new fires 0%
public favor for the bill.

Truth in lending iS an issue that Is all wound up with the Nation's galloping
credit card economy-an economy in which debt has become an accepted, way
of life.

It's a question that advocates have made to sound quite simple, but opponents
say isn't simple at all,

It's as close to you as the monthly payment on your car-or maybe on -your
wedding ring.

The question is: When you borrow money, should the lender hive to tell you
exactly how much he Is charging you for extending credit?

In other words, does he have to tell you how much interest you're paying, in a
simple way that anybody can understand?

At first glance, such a proposal would seem to be pretty close tononcontro-
versial, In the category of asking a merchant to post his prices.

But even the suggestion of simplicity is deceptive when it comes to credit--
for with credit things aren't always what they seem,

According to testimony before the Banking and Currency Subcommittee on
Production and Stabilization, merchants and lenders have historically had an
aversion to using figures larger than 6 percet when mentioning credit costs.

Thus figures often quoted by lenders are likely to sound low--but under eX-
amination turn out to be much higher, If computed at simple, annual interest
rates.

Senator Paul Douglas, Democrat, of Illinois, chief sponsor of the truth-in-lend-
ing bill, cites many examples:

A "small" service charge of 1% percent per month on a department etore
charge account Is often a true annual interest rate of 18 percent.

A "8 percent per month" plan often used by small loan companies is
actually 36 percent for a year.

New car financing plans used by commercial banks and advertised tS
"4% percent" plans are often 9 Ircent per year.

An advertised 5 percent rate on home improvement loans Is often nearly
twice as much, or about 10 percent per year. .

The so-called 6 percent-rate for financing used cars offer-ld by some dealers
is at least 12 percent per year and sometimes very much higher-18ito 25
percent per year orimore.

- The cost o2 teenage credit promoted by some retailers as only "pennies per
week"Is sombtimes as high as 80,percent per year.,
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£omcf'tfme aoar above 100 Per tt
For y, percet ikeest rates pave nout been uncommon in case histories unfolded

at hearings before the subcommittee and in some cases rates have soared to 50,
60, 70 or even more than i1001pecpnt.
.- ,But they are rarely, if ever, bled that way to borrowers. "

The word of credit, as one sllbc0zmuIttee witness put It--a credit manager with
years of experience in lending-isa i'wonderland."

.It's a lanl, he said, "where percentages are divided and multiplied at will,
where flnanco charges materialize on command and fees are collected on the way
out."

It's a land where "sharp practice and rackets not only Inflate the cost of credit
_ ut also impose enormous financial hardships on the debtor, particularly those
Who can least afford it."
He was far from alone In feeling that the "wonderland of credit" is confusing.

Many experts testified that It is confusing to them, too.
One, William Mchesney Martin, chairman of the Federal Reserve Board and

a well-known financial conservative, admitted during public hearings that he was
confused by the practices now used by lenders and vendors in stating their In.
rest or financial rates on consumer credit transactions.

And Martin is a former Assistant Secretary of the Treasury and former presi-
dent of the Now York Stock Exchange.

Theodore 0. Yntema, vice president In charge of firance of the Ford Motor
Co., discussing automobile financing, declared:

'The variety and complexity of finance and insurance arrangements and the
charges for them are such as almost to defy comprehension."It is imposlble for the average buyer to appraise the rates for the finance and
Insurance services offered, as compared with alternatives available elsewhere."

Says Senator Douglas:
"The average consumer is often either unaware of or badly misinformed about

the credit charges and interest rates he pays for various types of credit."
-ear go tamper. with boom

The implicit suggestion of many who oppose the legislation Is that any serious
tampering with the Nation's credit boom, somehow, might, cause the credit
structure to tremble.

Y* For credit Is now a way of life In the United States, a rock upon which poet.
war abundance has been built.

In 1945, consumer debt in the Nation as a whole totaled less than $8 billion.
Today It Is more than 10 times that---something over $63 billion and still growing.

It has increased by more than $2 billion a year, for example, since 1960.
This figure covers what are usually known as short- and intermediate-term

debts.
Says Douglas: "Consumers paid approximately $5 billion more last year for

their personal debt than the whole Nation paid in carrying charges on the
national debt."

Out of every $100 of after-tax Income, the American family pays out about
$18 to meet short-term installment debts.
-Yet the consumer, according to the argument furnished by those who favor

the "truth In lending" bill, rarely knows what this mammoth amount of credit
Is costing him.

Many buying on the Installment plan are aware of the size of their down-
payments a.d of their monthly payments.. But they may never know what
they're paying for the privilege of credit.

Senator Douglas says that a consumer who desires to obtain credit for a $100
purchase to be repaid in monthly installments Is usually confronted with one of
the following alternatives : /

Example 1.-No rate Is quoted: The borrower Is told that the charges Will be
$10 down and $10 a month., Neither the total finance charges nor.the finance
rate is disclosed.

'example 2.-The "ad-on rate": The borrower is told that the finance charge
,ll be$6 ori the $100 IoAl The lender represents this to the borrower as being
a 6-percent, rate. This quoted rate is a play on-the digit 6.
, the actual iate is almost 12 permit, or nearly double the etated rate, because
a borrower over a period of the year only has the use of approximately $50 credit
rather than the $100 face value.
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In other words, the interest rate i quoted Qf ,the orIgi#nl , mgupt of4 q debt
and not on the declining or unpaid balanhc as is tlie vustoimi In b1sie Ce4i4,
Government loans; or consumer mortgage rnsactlonis.

Example 3.-The "discount rabe": TT4 is 'a latlon o ad4i '
the case of theadd-on the borrower reqlv-s $100.ncah ooo Jl mu y
back $100. In the case of the discount technique the borrower r, lvee .94, but
repays $100.

The finance charge again Is $6 and is often represented as 1 6ng8$Ie66t.
Again, the actual rate Is almost 12 percent, or twice the quiotd iated bcau. the
borrower Is periodically repaying the loan.

Example 4.-A simple e monthly rate": This rate statement mehod is us ually
quoted by small loan companies and by retailers using revolving credit plans.
The finance rate Is represented as being 1, 2, 8, or 4 percent per month. '

The simple annual rate In tbis case is 12 times the quoted dgue or.12, 24 ,8K,
or 48 percent per year.

Example 5.--The "add-on or dlscouht-plus-fee', system": ,Sometmes lenoit
compound the camouflaging of credit by loading oh all sorts 6f extraneous fee%
such as exorbitant fees for credit life Insurance, excessive fees for credit Invest-
gallon, and loan-processing fees that rightfully should be included In the per-
centage rate statement so that any percentage rate quoted Is c Xpletely
meaningless and deceptive.
Senator Doup4as offers a solution

Senator Douglas' answer to this sort of thing Is a bill requiring that all lenders
and credit sellers fully disclose to the consumer the costa of using credit In what
he calls an accurate and uniform manner.

"Anyone engaged In the business of extending credit at the retail level would
have to fully disclose in writing the costs of credit to the borrower boforethe
credit transaction Is signed," Douglas says."This written statement would Include the total amount of the finance charge
expressed in dollars and cents and the percentage that this charge bears to the
total amount financed expressed as a simple annual rate on the unpaid balance."

Though it has been before the Senate for a long time, the Douglas bill has
never been In serious danger of becoming law. :

First of all, a great lobbying campaign against the bill was started soon after
It was first introduced In 1060, and has never abated when the chips were down.

The principal opponents have been small loan companies, automobile dealers-.
particularly those in the used-car business--furniture dealers, and retail mer-
chants In general. . ... - , ,

They have successfully enlisted the support of such major lobbying powers as
the U.S. Chamber of Commerce, the American Bankers Association, and the
American Bar Association.

Recently the Department Store Journal characterized the battle this way:
"Of all legislation actively pending In Congress, none has caused so much
excitement, strident opposition, or downright anguish as the so-called truth in
lending bill."

But the lobbying campaign has been aided and abetted by the fect the, Senate
Banking and Currency Committee has been controlled largely by conservatives.

Southern Democrats, led by the committee chairman, Senator A. Willis Ro
ertseon, Democrat, of Virginia, have worked with Republicans to retain effective
control, which, until recently, had not been seriously threatened.

Atthe same time, until this year, a 5-to-5 deadlock existed on the 10-member
Douglas subcommittee, keeping the "truth in lending" bill bottled up.

The senate, however,, is slowly changing. Bit by ,bit liberals are gaining
pOwter as bld-line southern conservativespass out of the picture and Northern
States continue to send liberal Democrats to Washingto . -

Small Democratic gains at the polls in the 1902 off-year congressional elec.
tons resulted In a slight shift In power on the Douglas subcommittee-but It
was a vitally Important shift.

The membership of the Douglas subcommittee was cut to nine after the elec-
tions and the liberals have taken it over, with a W0to-4 majority.

The fruits of this victory are now apparent In the truth-in-lending picture.
Allow hearings in three o|tes

Douglas, after a tough battle with Senator Robertson, has won permission to
hold public hearings on his truth In lending bill In three cities--New York,
Pittsburgh, and Louisville.
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It is the first time that hearings have been scheduled outside Washington.
Robertson and the conservatives were soundly beaten, and they know it.

The hearings are scheduled during the last 2 weeks in August. At the same
time, discusslons are underway to bring the House into the act.

Representative Leonor K. Sullivan, Democrat, of Missouri, chairman of a
House Subcommittee on Consumer Affairs, is trying to set up hearings in other
cities, perhaps Chicago.

The political problem of the truth-in-lending advocates lies in the full Banking
and Currency Committee in the Senate.

It Is generally acknowledged that If the bill could be brought to a vote on the
Senate floor, it would pass. Few Senators would want to take the risk of voting
against what many consumers believe are consumer interests.

But the Banking and Currency Committee appears to be relatively evenly
divided on the Issue. Key figures now are Senators Jacob Javits, Republican,
of New York, John Sparkman, Democrat, of Alabama, Edward V. Long, Democrat,
of Missouri, and Thomas J. McIntyre, Democrat, of New Hampshire.

THE LABYRINTH OF UNCONTROLLED CREDIT

THESE FOLKS PAID AND PAID BUT THEM BILL GOT BIGGER

(From our Washington bureau)

WAsnEHIToN.-In the wonderland of uncontrolled credit a man can pay and
pay-and when he's paid for months, find that he owes more than when he
started.

That's what happened to one man who bought a used car in a deal exposed
during Senate hearings on the truth in lending bill.

The sucker in this case borrowed $300 to buy a car from an unfranchised
dealer.

For 11 months he paid $15 each month.
Then he got billed for the "final" payment. The bill was for $322.65.
The total cost of borrowing the $300 came to $187.65.
According to calculations by Senator Paul Douglas, Democrat, of Illinois,

sponsor of the truth in lending bill, that amounts to a simple annual Interest
rate of 62% percent-a figure the lender neglected to mention.

This is just one of many examples of what Senator Douglas calls harsh prac-
tices in the lending field.

Hearings before Douglas' Senate Banking and Currency Subcommittee have
been studded with many others.

They have Involved purchases of everying from autos and TV sets to home
Improvements and-in one case-a $1,800 accordion.

TV BUTER PAYS 83 PERCENT INTEREST

One fellow bought a TV set for a list price of $285.55. He was supposed to
pay for it at a rate of "about $14 a month" but there was no mention, either
verbally or in writing, of interest or finance charges.

Even the number of months he supposed to pay was not mentioned in the
contract.

He made payments for more than 10 months to a total of $147.30 and didn't
start to wise up until he discovered that he still owed $206.22

His $285.55 TV set cost him $353.2-a total of $67.97 In credit charges.
This works out to more than 83 percent per year in simple interest although

the borrower had no way of knowing it.
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Then there was the, sad story of the mother of four wh6 fell for an appeal to
her parental pride and bought her daughter a $O accordion. oii tlme.! .

She was earning only $44 a week, but someone had toll her that the 34ughterhad talent. Thenhe was told that the talent was even more lnpeye .. h n
originally belleved-and that a $1,$00 accordion would be npcesry.

Before she was through she paid carrying charges of $400,;bULed at a simple
Interest rate of 20 percent It eost her $883 to learn the leeson. -

TYPIST FOUNDERS IN LAN MAZZ

A typist In the Justice Department became deeply involved with personal loans
from bank and finance companies. Before long she was at the end of hei.eco-,
nomic rope.

She began to review all the special loan charges, the refinancing costs, the re-
quired Insurance and the original high-but unstated-finance charges. -1

She found to her amazement, that she had been paying-more than 40 percent
simple interest.

A 67-year-old Floridian couldn't afford to retire because he was faced with 1,
more years of payments to fluance a home Improvement bill.

The cost of the improvements, $2,650. The total cost, ideluding the financing,
$5,482.50.

One witness before the subcommittee, Richard L. D. Morse, a professor of family
economics at Kansas State University, presented a survey showing credit charges
4nd interest rates of various lending Institutions in the university area. -

Each lender was asked what the monthly payment would be on a $200 loan 16
purchase a ;.0 used car, to be repaid in 12 monthly installments, and what the
annual interest rate on the loan would be.

Here are some of the answers he was given:
Five lenders said that the monthly payment for 12 months would be $18.&7.

However, the same lenders quoted these annual rates: 12,9, 6, and 8 percent.
Four other lenders said that they would charge $18.83 per month. The

annual interest rates that these four lenders quoted were: 7.5, 10, 18, and 9
percent.

None of the rates quoted by these lenders Is the true annual interest rate, ac-
cording to Professor Morse.

The true annual rate on the $18.67 monthly payment is approximately 22 per-
cent, bha says, and the true annual rate on the $18.88 monthly payment is approxi.
mately 18 percent.

(From the National Informer, 'ay 19, 1963]
SENATOR DOUoLAS TELLS How CREDIT RACKETEEas RAKE JN MILLIONS EVERY

YEAB FROM IGNORANT CONSUMERS

(By Senator Paul Douglas, U.S. Senate)

More than 2 years ago I introduced In the U.S. Senate a bill providing that the
American consumer be given full and accurate information concerning the
Interest rates and financial charges he is asked to pay when he borrows money
or buys an article on the installment plan,

The measure requires simply that anyone engaged In the business of extending
credit at the retail level disclose In writing the true cost of credit to the borrower
before the lending transaction Is signed.

This written statement should include the total amount of the finance charge,
expressed in dollars and cents, and the percentage that this charge bears to the
total amount financed, expressed as a simple annual interest rate on the' unpaid'
balance.
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For instance, when the consumer sought a 1-year $500 loans from a small lri'i
company payable In monthly installments of $53.33, the lender would be required
to tell the borrower that the total financecharge Is $140 and that the true interest
iate, therefore, Is 52 percent.

Oit, if a consuxt er wished to finance the balance of $2,400 due on his new car
over 2 years, with monthly payments of $11333, the dealer would be required to
tell thecukomer' the total finance charge would be $20, and the interest rate
would therefore be 18 percent.

TRUE RATE

Thus, if this bill were enacted, every borrower would know in advance, before
signing a note or a contract, the two indispensable measures of the price of
credit-the dollar cost, and the interest or finance rate.

This would enable the consumer to compare accurately the costs of alternative
credit plans and to shop as wisely for credit as he does for other items In the
family budget.

For the past 2 years, the Production and Stabilization Subcommittee of the
U.S. Senae Banking and Currency Committee has held extensive hearings on
the truth-ln-lending bill.

This U.S. congressional investigation of current consumer credit practices has
conclusively demonstrated that the average consumer is unaware or at best
badly misinformed about the credit charges and interest rates he pays for various
ty pes of credit.

Last spring, President Kennedy, in a message to the U.S. Congress, stated that
the truth-in-lending bill Is "essential to advance and protect the consumer
interest."

"Excessive and untimely use of credit arising out of ignorance of its true cost
Is harmful both to the stability of the economy and to the welfare of the public,"
he said.

EVThEMOR STRONG

Yet, In spite of the overwhelming evidence offered in behalf of the truth-in.
lending bill, the Senate Banking and Ourrency Committee's Subcommittee on
Production and Stabilization voted against it by a vote of 5 to 4.

It is certainly no secret that the'truth-in-lending program is opposed by some
of the most powerful interests in the credit industry.

To' enact this type of legislation will require equally determined efforts by
everyone who believes that the consumer has the right to know the truth about
the costs of credit.

NEED LOBBIES

However, American consumers are not well organized; they do not have
powerful and well-financed lobbies in Washington to represent their views before
Congress.

And, yet, adequate consumer protection Is not only "a pocketbook" problem.
It involves the translation into law of a longstanding tradition of American

ethical values: The consumer, Instead of being treated as a dupe, Is entitled
to the truth.

[From McClatchy newspapers, Sacramento, Modesto, and Fresno, Calif.]

EOHOE8 FROM CAPITOL HILIr-SENATORS ENOLE AND DOUGLAS Do BATTLE FOR

Tn OONsUMER

(By Edward H. Dickson, McClatehy newspapers Washington, D.C., staff writer)

genjitors 0lair.Engle, of California, eAd Paul.Douglas, of Illinois, have lighted
their lanterns like Diogenes and gone crusading in behalf of legislation fr so-
called truth In labeling and truth in lending. * .,

The two Senators claim things are In pretty much of a mess with the 'con-
sumers who buy labeled goods unaware in many cases of how much they are
getting for their money and who are as ignorant of the interest they pay on
installment credit as a hillbilly given a problem in nuclear physics.

Engle implies that in some of their labeling th6 manufacturers have adopted
the Hollywood motion picture technique where every class B good gu versus
bad guy film is advertised as colossal with the passable ones being ballyhooed
as supercolossal.
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He would require the net weight to be printed on the package in conspicuous
type without any adjectives which might be as misleading as a spinster's advice
on how to keep a husband. -

"This," snorts the Senator, "will eliminate such absurdities as the 'giant half
quart.'"

Under the Engle bill a can of succotash would not carry a picture of a savory
beef stew even though a bride, after a long, hard afternoon at the bridge table,
might open a can of stew, mix the two together and serve them up as a recipe
from Antoine's.

It would show Just plain old succotash, mainly corn, that is, son.
Douglas has had extensive hearings on the subject of how much consumers

have to pay when they get involved in the great American pastime of buying
on the installment plan.

He implies that some of the charges imposed on the borrowers by various
lenders make Shylock look as generous as an inebiated sailor on shore leave after
a 6-month cruise.

Douglas is not interested, right at the moment anyhow, in how much a bor-
rower pays in interest but he thinks the borrower has the right to have it stated
simply without the various charges being concealed like the March box score
on broken New Year's resolutions.

Douglas says that during the hearings such acclaimed financial figures as
William McChesney Martin, Chairman of the Federal Reserve Board, and Dr.
Theodore 0. Yntema, vice president in charge of finance for a big automobile
manufacturing company, stated they were confused about the mechanics of
installment financing and came to the conclusion it must be done with mirrors.

An experienced agent of the Federal Bureau of Investigation, Douglas says,
went around sleuthing for a low Interest automobile loan and finally found
one which was claimed to be only 4 percent.

But when he rechecked the figures he found he was paying about 20 per-
cent and was all in favor of putting the lender on the FBI's list of the 10 most
wanted.

Douglas recalls the case of a widow with four children whose daughter was
hailed by a music conservatory as an accordian genius.

The proud mother, working for $44 per week, on the conservatory's recom-
mendation went out and bought a $600 "squeezer."

In about 6 months the conservatory reported the daughter had such talent as
an accordian virtuoso that it would be just commonsense to buy an $1,800
Instrumefit.

This the mother did and came to the edge of bankruptcy.
After bailing out she found she had been paying 20 percent interest and the

$1,800 Instrument could have been purchased elsewhere for only $400 without
even trading in-a used ( melody circa 1020 saxophone or a zither with a broken
string.

Douglas cited another case where a borrower purchased a television set for
$285.55 to be paid for at the rate of $14 per month.

The trouble was nobody bothered to write into the fine print of the contract
how many months the $14 was to be paid.

The buyer, having little faith in human immortality, paid in $147.30 and then
asked to settle up. He had to pay $262.22 more to get clear of the install-
ment collectors. He had paid 38 percent interest.

Douglas says thp "iron law" or the "golden rule" of many of the lending in-
stitutions is never to quote a figure of more than 6 percent interest.

The 6-percent figure dates back to medieval days when money was borrowed
only because of some catastrophe which threatened starvation.

Charging more than 6 percent was considered unfair profiteering at the
expense of the unfortunate.

While maintaining the fiction of 6 percent interest, Douglas says, the lenders
get far more by tacking on fees for credit investigations, service charges,
discounting, and other devices.

23-902 O--4---pt. 2- 48
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(From Fortune. June 19611

TuE MONsTRR Srxzor, KauPs KxrPs SPEOEL

(By Carl Rieser)

Spiegel's credit terms have created a monster that has to be fed con-
stantly with long-term money. This kind of thing hakes Sears and
Ward. But the terms sell goods-and the piaoflts are wonderful.

"I know what it Is to be both a hero and a bum." This was Modl6 J. Spiegel,
chairman and president of Spiegel, Inc., of Chicago, talking recently about the
curious pattern of his career. Spiegel first appeared on the bu~ness scene as a
boy wonder who took over the family mail-order business during the depression
and saved it by extending million of dollars of credit, ostensibly without charge.
to people who didn't have much money. Spiegel stock rose from 62% cents a
share in 1932 to $120 in 1937, when it was split 5 for 1. But after the war Modle
Spiegel looked less heroic when he stubbornly persisted in trying to become a
big chainstore operator as well as a catalog merchandiser. The decline and de-
raise of the retailing venture were largely responsible for a decline in Spiegel
stock from $39 in 1946 to $5 in 1953. But In the past few years the stock has
bounced up nearly twelvefold, and Modie himself, now 60, has become a kind
of late middle-aged wonder, still jolting retailers' thinking by showing them
new possibilities in credit.

What it is showing them, specifically, is something called the budget power
plan, a form of installment credit that makes it easy to get into virtually per-
manent debt to Spiegel, Inc. In effect, Modle Spiegel has taken the familiar re-
volving-credit idea, developed by department stores back In the 1930's, and ex-
tended it further than anyone used to think practicable. His company has
pushed the customer's line of credit--or what it euphemistically calls his trust
fund-up to a standard $550, and in some cases even up to $1,000, and it allows
up to 22 months for repayment. Even more disconcerting to orthodox mer-
chandisers is Spiegel's liberality with small accounts; It permits a man owing
only $90 to pay it back at $5 a month over 18 months. Furthermore, Spiegel
has applied Its plan to everything it sells, from refrigerators to stockings, and
has merchandised it so relentlessly that customers often feel they are losing
out on the good things of life if they fall to use their Spiegel trust fund to the
hilt.

The results of this liberality have been breathtaking, both to the company and
to Its customers. Spiegel now has some 1,752,000 credit customers, whose aver-
age debt to the company is $141, and who account for 84 percent of the com-
pany's revenues-an extraordinarily high ratio. One of Spiegel's own directors
noted recently that the company strongly resembles "a combination merchandise
and small-loan company." In any event, the combination has been mainly re-
sponsible for running Spiegel's total revenues from $138,608,000 in 1957 to
$268,34,000 last year; they may go up as high as $300 million this year. Net
profits meanwhile have risen from $3,500,000 to nearly $12 million, and by sev-
eral criteria Spiegel is now among the most profitable of all big general mer-
chandisers.
I Despite this vast success other major merchandisers have not seen fit so far

to adopt Spiegel's extended credit terms. An exception Is Aldens. Inc., one of
Spiegel's competitors In the catalog business. Aldens has not only borrowed the
basic idea and many details, but has stretched the terms ever further, and allows
monthly payments as low as $3. However, two much larger competitors,
Sar.i Roebuck & Co. and Montgomery Ward,& Co., have notably refrained from
tampering with their own revolving-credit plans. The fact Is that Spiegel's
scheme makes many merchants. nervous, for §everal reasons. One Is the need
It cre&aes for borrowed capital. Installment credit uses up money In inordinate
quantities as It Is; Spiegel's liberal terms require it in massive, dizzying amounts.
Four years ago, Spiegel's gross customer receivables were $91,600,000 and it had
short-term borrowings of $40 million. Now, with gross receivables at $246.400-
000, its short-term borowings alone are $50 million, and its long-term obliga-
tions are $120 million. (They were just increased 6 weeks ago by the sale of $40
million of senior debentures to the public.) "You have to feed the monster."
says an Aldens official, commenting on Spiegel's (and his own company's) credit
systems.

What would happen if merchants generally started to compete with each other
by offering liberalized credit terms like Spiegel's and Aldens'? Consumer credit,
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aside from some $140 billion in home mortgages, now totals about $56 billion In
all kinds of installment and nonlnstaUment debt,, Including 'personal loans,
modernization loans, and charge accounts. Consumer-goods paper alon6, Irre-
spective of automobile paper, comes to more than $11 billion. Now,'& -mer-
chant, by extending his terms in the fashion of Spiegel, will automatically in-
crease the level of receivables that results from any given level of sales. Thus,
if Spiegel should touch off a great new era of credit competition, it Is easy to
see that retailers could very easily sop up additional billions in financing-
providing they could find lenders willing to give it to them.. Contemplating the
prospect, a Ward executive recently said, bleakly and not altogether fancifully,-
"There isn't enough money In the commercial banking system to finance them."

POP-UPS AND OOUTUKIERS

Spiegel has been in the credit business for nearly a hundred years, ever since
Modie Spiegel's grandfather opened a credit furniture store on Chicago's Wabash
Avenue Just after the Civil War, before installment credit became rv*spectable.
The company had a tradition of pioneering new ideas even before Modle Spiegel,
and Its present setup is unique even aside from its credit terms. It Is the only
one of the four big catalog houses that sells solely out of a catalol,-that Is,, that
has no retail stores. Sears, which is the world's biggest catalog merchandiser,
nevertheless did more than three-quarters of Its $4.1 billion volume last yeaf- In
stores. Spiegel is free to concentrate on the two things It understand, well-
credit and catalogs-and is no longer distracted by operating stores which, on
the record, it doesn't understand very well.

Modile Spiegel is a thin, intense man of many moodsi by turns reflective,
explosively good-humored, brusque, and dramatic. He runs his shop In a highly
personal way, chivying and coaxing people like an irascible but indulgent father.
He has a huge portfolio of organization charts on the wall of his-office, with
photographs of all the company's executives and supervisors pasted In place.
If he runs into one whose name he can't recall, he is apt to plow through the
charts penitently, page by page, until he finds the man in question. He was the
first major retailer In Chicago to hire Negroes on any scale-that was in 1946-

and Negroes now constitute over 75 percent of the company's employees, who
range in number from 11,000 in slack seasons to 16,000 around Christmastime.
There Is no executive dining room in the headquarters building In south Chicago,
and the company restaurant In which Spiegel and most of the executives have
lunch is open to any employee who wants to eat there. Modle's own distinctive
mixture of democratic generosity and autocratic highhandedness attracts and
stimulates people, and he has built and kept a staff of capable top extcutives.
Their average age is only 47, but their average length of service Is 20 years.

The Spiegel catalog invariably features a blK picture of Modle accompanied
hy a few sententious words of wisdom such as, "You can have more of life's
rewards when you use both your catalog and your trust fund regularly--fully."
The Chicago catalog houses pore over each other's books with keen attention,
and Modle's competitors are amused by what they regard as his pretension.
But from Modle Spiegel's point of view, the customer can never get enough of
his face, a view arising less from vanity than from a decision to exploit the fact
that the other catalog houses have become Impersonal, faceless corporations, as
he puts It. while Spiegel is still a family business. (Modle's son, his son-In-law,
and brother Frederick, who Is an executive vice president, are all officers of the
company, and the family stockholdlngs make up about 20 percent of the 3,100,000
outstanding shares of common.) And, Indeed, the company still gets scores of
letters in the same genre as one that arrived recently with a cigar and a birth
announcement and began, "Dear Mr. Spiegel: This Is why w, were late paying
our bill * * *"

Spiegel is a tireless Innovator, which means that some of the ideas he has
tried over the years have been not so good. as he cheerfully concedes. In the
1930's he commissioned the late LAszlo Moholy-Nagy, the Bauhaus painter who
founded the Institute of Design In Chicago, to redesign the Spiegel catalog.
Moholy-Nagy came up with one of his most inspired and least usable Ideas in
cardboard pop-ups for the furniture section of the catalog. Modle once tried to
sell the Spiegel catalog on newsstands at a dollar, the money to be refunded With
the buyer's first order, but the Idea was a bust.

On the other hand, Motie haS had a few quite original successes. Spiegel was
the first catalog house to sell live pets. A squirrel monkey, for instance-
"Affectionate, cheerful, lively and pot destructive'* * * ho sex cholce"-costs
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$82.79 plus shipping charges. Modie's innovations in soft goods have been even
more successful. Spiegel was, for example, the first house to buy new designs
from Jacques Helm and other Paris couturiers and feature low-price copies in
its catalog.' We're trying to get away from the mail-order look," says
Robert Engelman, executive vice president in charge of merchandising. Though
the company offers some 15,000 items of all kinds in its catalog, from absorbers
(shock) to zippers, in general it concentrates on soft goods and does not try to
compete too seriously with Sears in such products as automotive parts, refrig.
erators, and plows. Spiegel does 56 percent of its sales volume In apparel.

Of all Modle Spiegel's innovations, however, his work in credit Is plainly his
masterpiece. To appreciate it fully, one must understand certain basic aspects
of the catalog business and how it has changed in the past decade or so.

THE TYRANNY OF STATISTICS

The mall-order business is no longer rural. The 5 or 6 million catalogs that
Spiegel distributes twice a year are flossy and handsomely printed, and are filled
with much of the same high-priced merchandise-aluminum boats for $209 and
transistor radios for $49.95--sold by department stores. Spiegel's customers live
in the cities and suburbs-about half of them are In cities of 25,000 or more.
They are pretty much concentrated in the lower middle Income brackets, as are
the customers of the other catalog companies. (A lot of families have catalogs
of at least two of the four big companies-Sears alone distributes 9 million semi-
annual books-which means that there is a lot of comparative price shopping.)

The bulk of the catalog business today, is not really a "mail order" business.
It is handled, instead, by clerks who take orders either in the so-called cata-
log stores, or at catalog desks in retail stores; or sometimes it is handled through
telephone-order offices. The catalog stores are generally supplied by overnight

.shipment from Chicago or from branch plants scattered around the country.
Actually, Spiegel Is unique among the big four catalog companies in that its
mail-order business is still relatively large--about 70 percent of the total. It
has 201 catalog stores, mainly concentrated in the MIdwest. (Sears has 947,
Ward 638.)

Among retailers, catalog people are a breed apart, and they have a certain
contempt for merchants who sell over a counter. Like those of other catalog
companies, Spiegel's fortunes are tied to "the book," and the book imposes on
Spiegel a set of rigid conditions from which there Is no backtracking (until the
book expires). The catalog houses get out numerous flyers and sale catalogs,
but It is the big semiannual books, appearing In January and July, that circum-
scribe their lives and require an almost military precision In their operations.

Goods must be selected, priced, and put into the catalog months before the
books go out to the customers. Whatever goes into the book must be described
exactly, so that there is no (*nfusion about what the customer Is getting.
Workmanship and fit must be almost perfect-a store can make alterations, a
catalog house obviously cannot make them, and It cannot afford high rates of
return. Furthermore, what is in the catalog must always be in stock, which
means that inventories must be kept up to Just the right levels; catalog houses
have scores of assistants who are known as "control buyers," whose principal
Job is to see that nothing is ever out of stock.

The catalog business Is tyrannized by statistics. Modle Spiegel has made
almost a fetish of statistical controls, and the company keeps endlessly detailed
records-as, for instance, the reasons why customers return merchandise. "We
have taken the Judgment out of this business," say Spiegel's vice president of
sales and marketing, Louis Rudin. On the' basis of the first few orders, Spiegel
can predict with remarkable accuracy Just how each item In the new catalog
is going to sell, and this ability is reflected in phenomenally efficient Inventory
buying. Spiegel turns its Inventory 12 tiniest a year, against an average for
big department store chains of about 8 times.

The catalog itself is planned to get the maximung benefit from its fabulous
selling power. (A color picture of a $9.97 wool frock, one of six dresses on page
29 in the 1960 fall-winter catalog, generated $250,000 of sales.) But the
catalog is expensive; Spiegel's semiannual book runs to about 600 pages and it
costs about $1.20 to produce and distribute each copy. In allocating costs to the
various merchandise departments, Spiegel figures a single black-and-white page
at $10,000 and a color page at $20,000. Obviously, sheer circulation could
bankrupt a catalog company faster even than returned merchandise. "Our
catalog is very desirable," says Rudin. "Kids lille to cut, out the pictures.
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We make it bard to get." This is done by 'requiring everyone who wants a
catalog to make out an application for credit. This procedure both limits the
distribution of the catalog and acts as bait to pull in credit customers.

Spiegel must keep acquiring new credit customers on the scale that big-cir-
culation magazines, book clubs, and other mass media acquire new subscribers.
There is a steady rate of attrition among Spiegel credit customers. Each year
about 20 percent of them disappear, die, go broke, or for some reason become dis-
satisfied. When they stop buying for a year, Spiegel culls them from itsfiles
and stops sending them the catalog. Meanwhile, to keep growing, it is send-
ing out solicitations by direct mail; some 30 million households (out of 53 mil-
lion in the United States) were invited last year to apply for Spiegel crgdit and
accept a catalog. I ,

In response to Its mailings, Spiegel gets a return of some 2 million to 2,500 000
applications a year, which poses a staggering job of screening. 'Spiegel does
some of the job with a so-called pointing system, a method of evaluating appli-
cants en masse, based on Spiegel's experience with its own credit delinquents.
The applicants answer various questions concerning, for example, the number of
rooms in their houses, whether they rent or own, their occupation; income, ahd
marital status. In Splegel's experience, Connecticut residents get the best
ratings, Mississippians, the worst. A wife rates lower thin a husband, and a
professional man rates lower than a skilled laborer. (Financial Vice President
James E. Burd explains: "A man moving up In the world won't be so prompt in
meeting his obligations as a poor person who knows how necessary credit is to
him and who has to meet his obligations.") By and large, Spiegel grants credit
immediate.y to the 35 percent of the applicants who make the best score, and
rejects out of hand the worst 15 percent. This leaves about 60 percent who
must be checked further by credit analysts.

The point system is based on a conviction that Spiegel's best bets are families
in the $3,000-to-$7,500-a-year class. It tends to screen out applicants who re-
port very high incomes, on the grounds that such an applicant is apt to be lying.
(Spiegel doesn't want liars, and $30,000-a-year men don't Want Spiegel credit.)
Recently, the point system threw out the application of a Chicago multimillion-
aire because he had "no present employment."

The rejected applicants, about 30 percent of the total, pose a ticklish problem.
After all, Spiegel probably solicited their trade in the first place, and so Spiegel
has a special problem in saying no to them. For years, Vice President Rudin
composed gentle and evasive letters of rejection, which talked vaguely about a
"Board of Budget Counselors" (actually there was no such thing) by whose
Implac .Ae decisions we must abide. The usual approach today is to send the
rejectees a catalog, without comment, on the theory that this hurts fewer
feelings in the long run-and may even produce a few cash customers.

THE UNLOVED TRAMPS

Spiegel puts out about $5 to acquire each new credit customer, and pays a
substantial amount regularly thereafter for billing, posting, etc., just to maintain
the account. But the costs are well worth it, for credit customers, as every re-
tailer knows, spend more than cash customers. In Spiegel's case, the average
credit order in 1960 was $31 against an average cash order of $13. Furthermore,
the credit customer tends to stay around longer-to be, in a word, hooked. To
be sure, the service charges on his first years' purchases generally do not cover
the collection and interest costs involved in handling the account. But the longer
he stays with Spiegel the more he is apt to spend. The cash customer, on the
other hand, is apt to move restlessly from one merchant to another, patronizing
each impartially. An old epithet for this kind of customer in the credit business
fir "cash tramp."

Spiegel's basic premise about the credit customer is that he is more concerned
about being able to afford the monthly payment than he is about the total bill
he runs up. Indeed, his entire standard of living is determined by his monthly
income-or rather, by what is left of it after he has paid for the necessitlesa-and
not by his total resources. As a kind of corollary to the basic premise, Spiegel has
developed the principle that a customer must never be given a chance to reduce
his monthly payment. Spiegel's frank intention is to get its customers in the
habit of earmarking a certain part of their budgets for Spiegel, month in and
month out, and to coax them into increasing the rate whenever possible.

Spiegel uses every known device In coaxing its customers to spend, and it has
developed a few ingenious refinements. In its monthly statements, the company
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not only tells the customer. the current state of his account, but it goes on to
tell him, in bright orange ink, just what he could do if he chose to make fuller
use of his Spiegel line of credit. For instance, to a man with a $250 trust fund.
who has bought $145 worth of goods and has worked his unpaid balance down to
$67.47 at $8 a month, Spiegel says ingratiatingly: "With no increase in your pay-
ment, you can buy this amount today-$77.53. You can use all your trust fund.
You have this amount available-.-$182.53. If you use all your funds, this is all
you pay a month-$14."

- "NO 0CHABE FOR CREDIT"

Spiegel lued its first furniture mail-order catalog in 1905, offering terms as
low as 75 cents down and 50 cents a month. From furniture it moved into ap-
parel and general merchandise, and sales hit a peak of $24 million in 1920. But
by 1932, the year Modle took formal charge, the business was at a depression low
of $7 million. Modie acted with characteristic daring. He closed the last of
the retail furniture stores, ruthlessly culled the nonbuyers from the catalog
mailing list, pushed Spiegel deeper into apparel and other goods that were more
profitable than furniture. He smartened up the catalog. And, most Important of
all, he vigorously promoted the slogan, "No charge for credit." He also elimi-
nated down payments except-on the customer's first purchase, and thus became
a pioneer of what has since come to be known generally as the "add-on"--in
which all the customer's purchases are consolidated In one running account in-
stead of being treated as a series of separate Installment transactions, which had
been the custom. These moves paid off handsomely, and sales bounded up to $56
million by 1937.

There [s really no such thing, of course, as "no charge for credit." As one of
Spiegel's directors today puts the case, "The cost came out of the quality."
Spiegel had a real problem in staying competitive on trademarked goods and
staple items, which could be compared with similar goods sold by the other mail-
order houses. But on other goods there was no problem; Modie Spiegel remarked
recently, "I got enough on the 'blind' items so that I was all right on the rest."
The customers were in no position to complain because they were largely lower
income families, there was a depression on, and where else could they get credit
on such easy terms?

This merchandising formula later became an embarrassment, however. As
the depression eased, the customers were able to afford better and more taste-
ful goods. By the mid-1930's, Modie had established a quality-control bureau and
was gradually upgrading Spiegel's merchandise. But the upgrading came Into
conflict with the "free credit" slogan. "It became perfectly obvious that they
had to get rid of the phony credit slogan," says one Spiegel director. "But
the question was how-after saying just the opposite-they could explain the
logic of charging for credit."

Along about 1942, Regulation W, designed to curb inflation during World War
II by limiting consumer credit, did it for them. Regulation W required a one-
third downpayment on most of the goods Spiegel sold; it also required a repay-
ment period of not over a year. This had the desired effect of discouraging
credit buying, and it forced Spiegel into doing more and more of its business
for cash. This gave Spiegel the chance it had been waiting for: it began to
charge two prices, one for cash and one for credit.

But Spiegel was not really set up to do a cash business, and as the old credit
customers stopped buying and paid up their accounts, Spiegel had lower volume
and profits. It also had more and more cash in the bank, in addition to some
tax credits. Modie Spiegel decided to put these mounting reserves to work by
buying up all the retail chains he could find. For a while, the decision worked
out well. The stores were profitable during and just after the war, they built
volume, and they kept Spiezel in business. By 1947, Spiegel had acquired 150
apparel, furniture, and automotive-supply stores, and had a combined retail-
catalog business of almost $130 million.

Eventually, the acquisitions created some sizable problems. The chains
Spiegel collected were a hodgepodge, and many of the stores were "dogs." Modie's
team of bright young executives was thoroughly unsuited by temperament and
training to run retail stores, which soon began to lose money., As the catalog
business came back after the war, the store business dwindled proportionally to
about a third of the overall volume. But it was still absorbing an inordinate
amount of the executives' time. And it represented a $28 million investment,
tying up capital that was desperately needed in the catalog business.
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)Iodie Spiegel stuck with the stores for a long time--partly because ob the
losses he would have to take on any liquidation, and partly, as one director,,
recently put it, because of "the normal desire of a brilliant man to have ohe
more try and not to admit that he had made a mistake." Finally, In 1954, when
the operating losses of the store division had reached $1,500,000 a year,,Modie
swallowed his pride. By 1958 he had sold off the retail properties, and the com-
rany had digested a loss, before tax credits, of about *8 million. Retrieved from
the debacle was about $20 million in cash.

THZ WONDERUL SPXOOT

Now able to concentrate on the catalog business again, Modle began to "rev"
up his credit machine in a big way. He introduced the trust fund-the cus-
tomer's line of credit-and to ease the customer's worries about getting so deeply
Into debt, the company covered every customer with a Prudential Insuirance Co.
policy that would take care of any posthumous debt to Spiegel up to $1,000. The
effects of this vigorous merchandising of credit were electrifying. Credit sales
during 1954-SO rose from $81,800,000 to $98 milUon, .and total catalog revenues
rose to almost $139 million, offsetting the loss of the retail. buslness.- Profits
rose even faster.

Spiegel was able to offer so much credit largely because of the $20 rilllqn
it had salvaged from the retail business; this was Invested In receivables. - The
company's grosg customer receivables rose from $85 million in 1954 to *W million
in 1956. But this kind of growth required constant infusions of money, and in
the *spring of 1057 Spiegel ran out of money. The company's redlt terms were
competitive with other plans--10 month to pay on a $0 balance, up to 17 months
on $550 or more-but in order to turn Its funds over faster and stretch 'them
further, Spiegel now shortened the periods allowed for repayment by about 10 t,
15 percent. It was like turning off a spigot. Spiegel's sales volume not only
stopped growing, but even began to recede slightly. I •

Modie Spledel and Jim Burd went out hunting for long-term money and found
it very elusive. Money was tight, anyway, but insurance companies and other
lenders were especially leery of Spiegel because of its volatile history and Its
recent retailing flop. There was something else about Spiegel that made financial
people uneasy. Most big concerns with a sizable credit business either sel off
their receivables, at a discount, or have credit corporations of their own to handle
the paper. But Spiegel holds on to almost all its receivables, for tax reasons.
Like other companies receiving income in the form of installment payments,
Spiegel has the option of paying its Fedcral corporate tax on a cash~collection
basis or on an accrual basis. Spiegel has been on the former basis ever since
1917, when the law first allowed companies to defer payments to the Government
until the customer paid up his account. Meanwhile, the cost of the goods and
other expenses are deducted from income in the year they occur. This means
that Spiegel has had a lot of working capital put up, in effect, by the taxpayers-
capital on which Spiegel does not have to lmy any Interest. ' If it sold its paper
and got spot cash in return, It would lose this tax deferral.

Spiegel finally did interest Prudential in lending the company some long-term
money. It took about 3 months before the Prudential men had chewed their
way through the Spiegel system and made up their minds about it, but eventually
they came up with $25 million 15-year loan that was tailored to Spiegel's needs.
For example, the terms did not require Spiegel to set up a sinking fund to reduce
the debt, though such a requirement was normal in corporate long-range borrow-
ing. But the "Pru" reasoned that Spiegel was not the usual corporate borrower.
which requires money for one specific purpose, like building a plant that can be
amortized over a period of years. Instead, Spiegel somewhat resembled a finance
company, which uses money As a commodity and whose need for money is contin-
uous. If Spiegel were required to pay money into a sinking fund, it would only
have to borrow money somewhere else; so why set up the fund? However, the
"Pm" did thoughtfully forbid Spiegel to go back into the retail-store business.

THE POOR MAN'S CHARGE ACCOUNT

With $25 million in its pocket, and the possibility of more money where that
came from, Spiegel could now afford to open the throttle wider. First it restored

I If it had a bad year, and new alei fell below cash collections. Spiegel would have to
give the taxpayers a refund.
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its terms to competitive levels, and then, in January 1958, it offered a new credit
plan that incorporated some of the basic features of revolving credit.

Revolving credit started as a kind of poor man's charge account. It was In-
troduced by Wanamaker's in 1938 as a means of financing customers who could
not afford to pay up their charge accounts in the usual 30 or 60 days. The Idea
was wonderfully adaptable, and it spread rapidly. In a typical plan, the cus-
tomer can charge merchandise up to a limit set by the store, to which he repays
a stipulated amount every month (including a service charge on the unpaid bal-
ance) ; as he reduces his debt, he restores his credit line and is allowed to charge
additional purchases. Virtually all department stores use it now, and so do many
other companies % Including banks, which have introduced revolving credit ac-
counts and made of them a kind of permanent small-loan plan. About 7 years
ago Sears first introduced revolving credit to the customers of its retail stores
and its popularity among Sears' customers has been impressive. Sears has, in
all, four credit plans, including installment terms specifically designed for major
appliances and home modernization. Of its total sales volume, 53.4 percent, or
over $2 billion, Is done on credit. Revolving credit, though it was offered to the
catalog customers only 2 years ago, now accounts for more than $700 million
of Sears' sales, and it is growing much faster than all of Sears' other installment
plans combined.

Up to a few years ago, the credit service fee commonly charged by merchants
was 1 percent a month, but now the usual charge Is 1% percent. This rise is
often ascribed to the influence of Sears, one of the first major merchandising
companies to levy the higher charge. Since 1% percent a month comes to 18 per-
cent a year, It was very attractive to other merchants, like Spiegel, who had
been charging fiat service fees for installment credit. Under this system, cus-
tomers tended to pay high annual rates on the smaller balances that are cleared
up in a few months, and low rates on the larger, long-term balances. The aver-
age worked out to less than 18 percent.

In the beginning, revolving credit conformed with conventional credit doc-
trine, which holds that the period of repayment shall have some relation to the
useful life of the goods involved. This doctrine is based on the premise that the
goods are security for the amount owed, and that the seller can, if necessary,
assert the right of repossession. Thus cars, appliances, and hard goods in general
can ordinarily be paid for over a longer term than, say, wearing apparel, house-
wares, and other soft goods, which are soon not worth repossessing. Most revolv-
ing credit was used to buy the latter kind of goods and department stores usually
held the period of repayment down to a year or less.

The old doctrine has been eroded in recent years, but Spiegel has probably
flouted it more openly than any other company. Jim Burd sums up Spiegel's
philosophy when he remarks, "Our belief is that the customer does not associate
the moral obligation to pay with the kind of merchandise." This total repeal
of the law of repossession has not produced chaos; Spiegel's loss rate is about
1% percent of credit sales, which is about triple Sears' rate but still compares
favorably with small-loan companies' losses, which Spiegel uses as its own yard-
stick.

WHAT $5 OAN BUY

When Spiegel first offered its new credit plan, its scale started at $5 with 12
months to pay, which meant that $5 a month would "buy"-as Spiegel puts it-
$60 worth of credit. At the top of the scale, $25 a month for 22 months would buy
$550. Then, in 1959, Spiegel really broke loose. It offered the customers one
simplified table, which lengthened the termson the lower end of the scale. This
meant that a cutomer paying $5 a month could now get 18 months to pay, so that
his $5 would buy $90, and $10 a month, would buy $180. (A Sears' revolving-
charge customer, meanwhile, could buy only $100 for $10 a month.) This put,
or seemed to put, more millions of dollars into the pockets of Spiegel customers.
The results were awe inspiring.

From 1957 through 1960, Spiegel's overall revenues about doubled, to $268,-
834,000. Very little of this came from increases In cash sales, which went up
only about $10 million, to $43 million. Credit sales, however, almost doubled,
from $90,100,000 to $188 million. Meanwhile, service charges rose nearly four
times, from $10,800,000 to $9,700,000, a rise reflecting the combined effect of In-
creasing the monthly service charge and the length of time over which It was
paid. By last year, the income from service charges represented a thumping 14.8
percent of total revenues, and was almost equal to the volume brought in by cash
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sales. By the end of 1900, net receivables (after: allowances for doubtful ac-
counts and collection expenses) had risen to almost $225 million, and constituted
an unusually large part of Spiegel's total assets of $288 million:

To finance the rising costs of carrying all this paper, Spiegel has several times
been back to the well for more money. Its 1ng-range debt picture now looks
like this: Prudential holds $50 million in senior notes and another $20 million
in subordinated notes. In 1959, Spiegel issued $15,417,500 of convertible sub-
ordinated debentures, now reduced by conversion to about $10 million. In addi-
tion, $40 million of senior debentures were sold in mid-April. There is also the
$50 million of short-term bank loans and commercial paper. But against this
must be placed those deferred taxes, now totaling some $8 million..- By the
end of this year, if Spiegel's credit sales keep on rising at their present rate, this
kitty (,f interest-free working capital should swell to something like $52 mil-
lion. TVhe lesson has not been lost on others. Recently Sears asked for and got
permission from the Internal Revenue Bureau to shift over to a deferred tax
basis.

THE DOUOLAa JITTERr

Financial Vice President Burd says that 40 percent of Spiegel net profit'Tiow
come from its service charges. This statement has probably caused more ex-
asperation in the trade than anything else the maverick company has ever said
or done. Other merchants do not like to concede that they make any profit on
credit. "In our business," says Andrew Lamb, treasurer of Montgomery Ward,
"it is not In the cards to 'make a profit on credit." And he adds, "We regard
credit as a customer service, not as a primary profit source."

What really annoys the competition Is Spiegel's indiscretion in talking about
credit profits. There Is an uneasiness in the credit business today, but not o)Any
because of the magnitude of consumer debt, but also because over the retailers'
heads hangs a consumer-credit labeling bill, the so-called truth-in-lending bill.
This was Introduced last year by Senator Paul U. Douglas, who will undoubtedly
hold hearings on the bill again in this session of Congress. It requires that all
installment-financing charges be stated in dollars and cents and also as a simple
annual rate on the unpaid balance. Almost all merchants (including Spiegel)
und their organizations are violently opposed to it. They argue that it would
be unenforceable, and also that it is the first step on the way to Government
control over consumer credit through a kind of peacetime regulation W. Senator
Douglas insists his bill is intended only to bring about better self-policing of
credit by consumers who are in full possession of the facts.

TUE PROBLEMS OF GROWTH

Spiegel'e rate of growth has been less in 1961 than in the past couple of years.
The company is now busily trying to catch up with the enormous increase in
business that it has already experienced. It is involved in building additions to
its complex of Chicago warehousing and shipping operations, and by the end of
this year it will have increased its total plant space by 70 percent in 3 years.
Spiegel Is also tackling another expensive problem. Because it has only its
Chicago plant, it has been at a disadvantage insofar as parcel post and express
charges--which are paid by the customer-are concerned, and this has been a
sales deterrent in the East, South, and Far West. It Is now pushing into the East
on an experimental basis. Instead fo building a warehouse there It has estab-
lished a fast trucking service from Chicago to carry goods to a distribution point
in Philadelphia. ,,

The chances are that the Philadelphia move Is only the first step toward the
erection of a plant. And in Chicago, Spiegel confronts the possibility of having
to modernize as well as to expand its present facilities, which are a congeries of
old buildings laced together by conveyor belts and chutes. There simply hasn't
been the money to do everything at once. "If you put too munh in brick and
mortar," Modie Spiegel remarked recently, "you won't have the liquid assets you
need to finance your receivables." He added, "We have to stay as liquid as
possible."
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(From the Boston College Industrial and Commercial Law Review, Spring 19611

PROITKgrI0N INSTALMENT BUYERS DIDN'T GET

tsa Wililam F. Wlliler's)

"Yours on easy credit terms" has become the hark and cry in an affluent so-
ciety in which every man feels entitled to be as affluent as the next at whatever
the personal cost to himself. In the years following World War Ii consumer
credit-was introduced upon a wide scale until, today, there Is hardly a con.
sumer, good or service not available upon some sort of credit terms.' Sellers
could not afford to pass up this selling innovation, but neither could they afford
to assume the rather bad risk of the personal credit of so many buyerswhom
they could not possibly know or afford to investigate. The secured credit
transaction was the answer, but also the undoing of the unwary buyer at the
hands of unscrupulous or profit-hungry sellers. In various ways, security would
often disproportionately exceed the amount of the debt; charges for credit,
hidden and otherwise, would be excessive; fine print would conceal unreasonable
terms. As easy credit became the opiate of the people, more abd more pushers
made a fix more accessible, though not less expensive. Monthly payments be-
came the monkey on the back of the consumer. The plight of the consumer soon
came to the attention of the legislatures of a number of states. Existing legis-
lation did not purport to deal with these problems or, if so, it was piecemeal and
easily circumvented.- At worst, it provided the creditor with unbridled freedom
of contract and the-utmost protection in realizing upon his security. Legislators
were at once faced with conflicting demands for protection from the credit seller
and financing agencies and from credit buyers. The result was the enactment
by a number of states of what havy come to be known as Retail Instalment
Sales Acts. The acts vary in their scope and approach, but generally follow a
similar pattern. They require full disclosure of all contract terms to the buyer,
prescribe and proscribe a number of those terms, a"d limit the security and
charges for credit.' Thus, they tend to be regulatory rather than prohibitive
and at first glance they give the appearance of broad protection to the consumer.
But a careful analysis of their essential provisions reveals that the protection
they afford is minimal if not minus, more often formal than real.

This article proposes to consider the effect and effectiveness of certain major
provisions of those acts. The exemplary acts of California' and New York'
have been chosen for this purpose and, where relevant for comparison, the Uni-
form Conditional Sales Act, Uniform Negotiable Instruments Law, certain ex-
emplary chattel mortgage and motor vehicle certificate of title acts, and the
Uniform Commercial Code are considered.

TRANSACTIONS INCLUDED

Problem of use.--Retail Instalment Sales Acts clearly include the secured
transaction In which the security interest is in goods and payment of the in-
debtedness for the purchase price is in instalment& But the extent of the
inclusion is not so clear. The New York act, defining "goods" as "all chattels
personal, other than things in action or money 0 ' *",' excepts transactions with
goods for "business or commercial use"' but nowhere defines such use. The

'Assstant Professor of Law, Boston College Law School. B.A. 1953' Iowa State
Teachers College ; JD. 1957 State University of owa.

I Of $3S.1 blltooin outstanding instalment credit in the United States in 1958, almost
$15 billion consisted of payments for or against automobiles. Ill. Bus. Rev., Nov. 1958,p. 5.

A "As of 1950 Retail Installment Sales Legislation bad been enacted In 31 jurisdictions."
Corman, Sales and Secured Financing 553 (1960). ."

'For an excellent survey of the approaches of different states as of 1958 see Hogan,
A Survey of State Retail Installment Sales Legislation, 44 Cornell L.Q. 38 (1958).

'Cal. Civ. Code, Title 2.
N.Y. Pers. Prop. Law, Articles 9 and 10.
'Retail instalment contract" Includes a chattel mortgage, conditional sales contract,

or a bailment or lease whereby the ballet or lessee can or will become the owner upon
fulfillment of terms. N.Y. Per@. Prop. Law 1401(6) ; Cal. Clv. Code I 1802.6.

I N.Y. Pers. Prop. Law 1 401.(1) : This is the same definition as appears in the Uniform
Conditional Sales Act 1 1.

N.y. Peru. Prop. Law 3 401(1). Article 9 of the Personal, Property Law deals _olely
with motor vehicles as defined In 1 301(1) with provisions almost Identical In effect to
those of Article 10. The "business and commercial use" exception is there found in the
definition of a "retail instalment sWle," 1 901(5).
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California act$ defines "goods" in the same maner as "consumer goodW' are
defined in peo 9-1090(1) of the Uniform Qonnmerclal Code: I "If they are used
or bought for use primarily for personal, family or household purposes", but
California,u like New York," employs the same exception with reference to
"service&" The dilenrma presented by this exception and by the differing defint-
tion of "goods" in t6e two acts, so similar in other respects, is not easy tQre-
solve. Secured transactions under Article 9 of the Commercial Code and condi-
tional sales under the Uniform Conditional Sales Act are not excepted according
to use and hence these acts are broader In their inclusion than the Retail Instal.
ment Acts1. Chattel mortgage acts seldom define "chattelk" but have been held
to apply; to all movable things .without reference to use.", The California defini-
tion of "goods" and the New York Act's emphasis upon "retail" probably
correlate to mean only "consumer goods and services," but if so, both imply a
very narrow meaning to "consumer" and hence, in many instances, thwart their
purpose of protecting the unwary buyer. It is unfortunate to exclude the small
entrepreneur such as, to use an extreme example, the energetic college student
who buys a power mower under an instalment sales contract with which to earn
summer money on the grounds that the mower was bought hot for household
purposes but for a business use. Purchase of cows by a farmer would likewise
be excluded."' Yet these buyers are as unwary and as in need of protection &.s
the buyer of :the home appliance. Thus, the "consumer goods" definition or
"business and commercial use" exception can provide a convenient loophole to
the unscrupulous seller requiring prolonged and expensive litigatiorn with doubt-
ful results A distinction based upon the capacity of the buyer or the nature
of the goods " would better achieve the Intended purpose. Both Acts might well
define their application by classifying transactions along the lines of the sug-
gested distinctions, but with differing maximum~sums."'

Unmovable flztres.-Both the California and the New York Acts include
"goods which, at the time of the sale or subsequently, are to be so fixed to realty
as to become a part thereof whether or not severable therefrow." " Thus, goods
are Included which may be excluded from the protective and remedial provisions
of the Uniform Conditional Sales Act." The same, In effect, is true of the Uniform
Commercial Code, although both uniform acts apply to secured transactions with
certain fixtures whether before or after they become so." It Is possible, however,
that under the broad definition of such goods even "sticks and stones" incor-
porated into a structure are included while expressly excluded by the other
acts n This can, no doubt, create an interesting skirmish between holders of
security in the real property and In the one-time personal property, while the
rights of the buyer-debtor dangle precariously somewhere in the "in between."

Perfection of the securitV interet.-While the Retail Instalment Sales Acts
expressly include chattel mortgages and leases which are security devices," the
term "retail Instalment contract" by which the chattel paper Involved must be
designated and the provisions which must be included and excluded, create the
problem of how the secured creditor is to perfect his security interest. Tradi-

*Cal. Civ. Code § 1801.2.
is Uniform Commercial Code, 1958 Official Text (hereinafter cited ae UCC).
it Cal. CIv. Code 1 1602.2.2N.Y..Pers. Prop. Law 401 2).
Is Uniform Cond lonal Sales AcCt J 9 provides expressly for sales for resale with reference

to the rights of a buyer in the ordinary course. Interestingly, Cal. Civ. Code 1 1802.4
defines "retail buyer" as one who buys goods "not principally for the purpose of resale."
Article 9 of the UCC distinguishes types of goods primarily for purposes of perfection
against third parties. See definitions of "-onsumer goods," "equipment," "farm products,"
and "Inventory," 1 9-109, and 11 9-30?, 9-312, and 9"401.

H See e.., N.Y. Lien Law 1 230.
"s So held In Welch v. Campbell, 197 Misc. 15 94 N.Y.S. 2d 860 (Sup. Ct. 1950), aff'd.

278 App. Div. 605, 102 N.Y.S. 2d 51 (1950). In this case, the court applied the same
exceptUon found In the N.Y. Per@. Prop. Law 1 64a, which amended the Uniform Condi-
tional Sales Act and required disclosure of terms to buyers under a "conditional sales
contract" similar to the requirements of Article 10.

H"The UCC makes such a distinction, but for other purposes. Se note 13 supra.
IfThe California act excludes an unsecured transaction of fifty dollars or less. Cal.

Civ. Code 1 1801.3. New York limits indebtedness by "added-on" security to $3,000.
N.Y. Per. Prop, Law 1 410(2).

iCal. Civ. Code i 1802.1; N.Y. Per. Prop. Law J 401(1).
iUniform Conditional ales Act 1 7 provides that the reservation of property In fixtui's

not serverable without material injury is void against those who have not assented or, if
severabl, against owners and subsequent purchasers in the absence of filing in a manner.
to rfect a lien upon realty.

98e UCC 119-104(j) and 9-1S(2)-(5); Uniform Conditional Sales Act. I '.
In UCO 19-818(1).
3 See note 6 supra.
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tional rigid construction of filing requirements may render a "retail instalment
contract" filed as a chattel mortgage or lease unperfected against third parties."
By omission, the Instalment Sales Acts leave this to existing legislation and
decisions. Problems Of this sort would not arise under the UCC, since formal
distinctions between secured transactions are abandoned In favor of a functional
distinction." This, perhaps, has little direct effect upon the credit buyer, but
indirectly he may suffer from over-extension of his indebtedness induced by
creditors who have neither constructive nor actual notice of another security
Interest In the same goods. Signing on the line with the "X" is easier for a buyer
than a consideration of the personal economic or legal' ramifications involved.

"Add-ona."-Retall Instalment Sales Acts attempt to curb another evil,
"add-ons"," while other acts usually do not purport to deal with this problem.m

In brief, the Instalment Sales Acts limit extension 'of security of prior contracts
tonew contracts and provide for ratable application of instalment payments' to
old and new retail Instalment sales with termination of the security interest in
the former when fully paid." These contracts take on certain characteristics of
"after-acquired" property transactions except that the subsequent purchases
must involve a retail instalment sale and not property acquired in some other
way." Hence, a provision such as that In the UCC which restricts afC r-acqulred
consumer goods to acquisitions within ten days would either have no bearing
or create a conflict of provisions. The Code contemplates an initial security
agreement which provides for the after-acquired property," while an "add-on"
contract in the usual sense Includes prior, not subsequent, transactions. In this
respect, the seemingly similar language In both exemplary acts tends to differ in
effect. The California act 1 allows the Initial contract to provide for adding on
subsequent purchases, while the New York act refers only to a subsequent con-
tract In which a previous Instalment balance Is included.* When both expressly
permit adding the security of prior contracts to that of subsequent, the language
Is almost identical: "5 * Sluch -[California, 'the'] contract* * *may
[California, 'also'] provide that the goods purchased under the previous con-
tract or contracts shall be security for the goods purchased under the subse-
quent contract. * * *".. "The contract" i'n the California act must refer to that
of the immediately prior language in the same section, which is an initial con-
tract allowing for "subsequent add-ons", but the "previous contract" reference
in the quoted sentence creates an Inconsistency." The New York act Is at least
consistent, for its prior language permits "add-ons" only by subsequent con-
tracts." Whatever the construction of these provisions, the protection afforded
the buyer is doubtful. In the first place, the seller will be Inclined to encourage
additional purchases under the "add-on" arrangrnent and his only duty to
the buyer is to make the writing available to hini. Only those who have been
Injured by the enforcement of such a contract would know what the highly
legalized language means In practical results. While the security interest under
the prior contract terminates when It !s fully paid by allocation," a situation Is
more than remotely conceivable where default occurs only shortly prior to termi-
nation. The buyer is not allowed to redeem the collateral of only the prior con-

23See People v. Burns, 161 Mich. 169. 125 N.W. 740 (1910).
04"Security interest" means an interest in personal property or fixtures which secures

payment or performance of an obligation, 1 1-201. ". .. (TIhis Article applies so far as
concerns any personal property and fixtures within the jurisdiction of this state (a) to
any transaction (regardless of Its form) which is intended to create a security interest in
personal property or fixtures. * * 19-102(1).= Cal. Cir. Code 1 1808.1-.0; 1804.3., N.Y. Pere. Prop. Law I 410. "Add-ons" would
seem to be prohibited in New ork where a motgr vehicle is the subject matter of the
contract. N.Y. Pers. Prop. Law J 802(17).

" Cf. N.Y. Pers. Prop. Law 145.
pSupra note 25.
" Cal. Civ. Code 1808.1 ; N.Y. Pero. Prop. Law' 3410(1).a UCC 1 9-204 (4) (b). Cf. 19-108.
"UCC | 9-203(1)(b), 204 (1)and (3).
InCal. CM Code 11808.1.
33 N.Y. Pern. Prop. Law5 410 (1).
'* Cal. CiV. Code I 1808.1 (last sentence) - N.Y. Per. Prop. Law 1 410(2).
3Cal. Cir. Code i 1808.1 and 1810 tend to overlap in their contemplbtion of a series

of purchases provided for in an initial contract. The definition of "goods" In the Cali-
fornia act and the sentence dealing with security for "add-ons," the-former taken from
the UCC and the latter apparently taken from the New York act, indicate that the act
borrmwo language from other statutes with the unfortunate results of inconsistency and
conflict.

N.Y. Pero. Prop. La 5410(1).
Cal. Civ. Code 18084; N.Y. Pers. Prop. Law 1410(1)(d).

7 Cal. Civ. Code I 1806.4, 1806.2; N.Y. Pers. Prop. Law 1f 410(2), 412.



TRUTH IN LMININO-1O68-8 1861

tract. In fact no provision at all is made for, redemption. Under existing
statutes, the buyer could be forced to pay the entire amount under the "add-on".
contract in order to redeem anythin*.w Were thls not "so, the add-on device
would serve little more than to coerce the buyer t6 make his payments. The
acts would* do well to clarify redemption statutes or prohibit "add-ons"I alto-
gether. As they are, they reflect a less than satisfactory compromise of their
very purpose.

Prioritfes.-Were the above not enough, the acted create problems for creditors
as well. Since, under both acts, it seems the security' interest for a subse-
quent indebtedness could attach n.only by the subsequent contract thoughh
in California the added de),t could be anticipated In the prior contract ), -an
intervening lien would take precedence over the interest arising from the sec-
ond contract, assuming all perfection requirements were met at the time of the
transactions.' The termination of "added-on" security when the balance-due
under the prior contract is 'fully paid 4 confirms this conclusion. The col-
lateral of the first contract at that point ceases to secure the subsequent in-
debtedness. It is probable, however, that unless the security is actually added
to the subsequent contract, consolidating all prior and present indebtedness, it
will be lost to an intervening lienor. " This problem would probably not arise in
mere refinancing to extend maturity and alter payments and charges, since
this would amend the original contract, which would remain In' force. 0

Revolving accountt.-The California act specifically, and by cross reference to
other provisions, allows a "retail installment account" which contemplates a
series of Installment sales under an ''account" agreement or, apparently, the con-
version of prior indebtedness to an installment payment' plan." Where this
arrangement Involves security," it closely resembles an after-acquired property
transaction which may conflict with judicial hostility toward, or other statutory
restrictions upon, such clauses." Otherwise, the security interest would pre-
suniabi.?o perfected by virtue of the "account agreement" even though it attached
subsequently. Under the usual third-party protections statute, the perfection of
the security would relate back to the first agreement and thus the security Interest
would be prior to an Intervening lien.'" This is the statutory scheme for "revolv-
ing accounts" and similar arrangements whereby an installment payment auto-
matically extends that much additional 'credit to the buyer. The' theory is
that once the buyer is on the merry-go-round, he can never get off. The facility
with which the seller makes the credit available and the tempting inducements
he offers insure the success of the ride. The California statute merely legalizes
the practice. In New York, any installment contract involving security is, by
definition, a "retail installment contract" regardless of form and, in view
of the New York act's position as to "add-one," and the "entire agreement!' re-
quirement," it would seem that the "installment account" for after-acquired
collateral would not be permitted."

NUniform Conditional Sales Act 18. California has added redemption provisions to
its Retail Instalment Sales Act but makes no provision for redemption under an "add-on"
contract. Cal. Civ. Code 1 1812.2.

"Attach" is here used In the UCC sense, 19-204(1), requiring an agreement that it
attach, that value is given, and that the debtor has rights in the collateral.

"The same result would be reached under UCC I I9-107, 301 (1)(e) and (2), 812 (4)
and (5) (a) and Ib).

A' Cal. Civ. Conle 1 1808.1; N.Y. Pers. Prop. Law 1 410(2). New York adds "or (b)
twenty per centun of the time sale price of the goods purchased under the subsequent con-
tract bas been raid whichever event first occurs. •

iCal. Civ. Code 1 1806.4 and N.Y. Pers. Prop. Law 1 412 provide for cancellation of the
contract and release of security when terms are performed. "The contract" referred to
In these provisions would be t1he subsequent consolidated contract and whatever security
was included In It. In essence, it would be a contract completely substituting for the
former ones. Cf. Uniform Conditional Sales Act 11, "Condftioral sale" and 516; Cal.
Civ. Code 11812.2; UCC 1 9-404.

"Refinancing Is allowed by both acts with method and charges restricted. Cal. Civ.
Code 1 1807; N.Y. Pers. Prop. Law 1 409.

"Cal. Civ. Code 151802.7 and 1810.1-.11.
"Allowed by Cal. Cir. Code 1 1810.8. Allocation of payments to prior purchases Is the

tame as in an "add-on" transaction. Cal. Civ. Code I1 1810.8. 1808.2.
See Callahan v. Auburn Production Credit Asa n, 240 Ala. 104, 197 So. 47 (1940);

UCC 19-204.
" See N.Y. Lien Law 1230; Uniform Conditional Bales Act 1f 4 and 5; UCC is 9-204,

312(6).
'sN.Y. Pers. Pro p. Law 1402 (2).
M A chattel xnortga weon inventory requires notice to be given creditors. N.Y. Lien Law

1 230a. Lien Law I 2 30b deals specifically with, among other goods, mortgages on crops to
be grown. Certain non.secured credit transactions are treated separately in the New York
Retail Instalment Bales Act. Merchandise certificates to be exchanged for goods may be
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PROVISIONS O' CONTRACT AND THEIR EFFECT

Re aU Instalment Sales Acts have as their ostensible purpose curtailing free.
dom of contract. Form and terms are carefully restricted to protect the innocent
buyer from the seller's fine print, especially In the fact of the effect of the
parol evidence rule upon an integrated contract ,0 or, suiting the seller's purpose,
the lack of effect upon the multi-document, non-integrated contract.5' Some
statutes, such as those giving holders In due course cut-off powers," operated
to the detriment of the buyer.

Form In other atatute.--The Uniform Commercial Code adopts an extremely
liberal policy toward freedom of contract, allowing the parties to agree to
choiceof law," to vary rights and remedies otherwise imposed by law, 4 and to
waive those same rights and remedies." On the other hand, the UCC adds to
its many "unless otherwise agreed" provisions "subject to any statute" in at
least one instance," which allows specific intrustion of the Retail Instalment
Sales AcL In spite of the open door of section 9-203(2): "A transaction, al.
though subject to this Article, is also subject to [designated Retail Installment
Acts], and in case of conflict between the provisions of this Article and any
such statute, the provisions of such statute control * * *," conflict can well
arise as to when there is in fact a conflictY Other existing statutes, unless
amended in keeping with the Instalment Sales Acts, seldom limit the form or
terms of the contract involved, and then usually by indirection." Such limita-
tions do not have as their purpose the protection of the buyer, and they leave
open no doors for Retail Instalment Sales Acts, the latter acts providing only
an occasional keyhole for the others.

The California and New York acts both provide that the retail instalment
contract, both in form and terms, shall be the entire agreement of the parties,"
thus excluding separately executed security agreements" and instruments evi-
dencing the indebtedness." This in effect, supersedes the application of the
parol evidence rule.0 Of course, in cases of refinancing or consolidation there
may be more than one writing, but each writing, as well as the combination
of writings, must comply with the statute."

Diecloure.-The form of retail instalment contracts is prescribed from the
label, "RETAIL INSTALMENT CONTRACT," " to the size of type."6 The
items to be set forth have as their purpose full disclosure of the subject matter
and all amounts for which the buyer is liable, without hidden charges or lump-

issued but with limitations upon charges, full disclosure of terms to the buyer, and restric-
tion of those terms. N.Y. Pers. Prop. Law § 402A. "RetaIl installment credit agreements"
include a merchandise certificate or other arrangement whereby a buyer agrees to a
his "outstanding indebtedness" in Intallments. Form, terms, and charges are restricted.
N.Y. Pert. Prop. Law 1f 401(8) and 418. A retail installment obligatlon is simply an
agreementt of the buyer to pay for goods or services In installments Restrictions are
similar. N.Y. Pers. Prop. Law II 40117) and 402(7).

" See Valley Refrigeration Co. T. Lange Co., 242 Wis. 468. 8 N.W.2d 2-94 (1943) and
UCC 1 2-202.

61 See Restatement, Contracts If 239-240 (1932,.
" See Uniform Negotiable Instruments Law (hereinafter cited as NIL) If 52, 57 and 58;

UCC If 3-302 3-305, 3-306.
" UCC 1-105(1).'
"UCC 1-102(a).
" UCC 119-206(1), 9-318(1) ; cf. 12-316.

UCC 3 9-201.
See, e.g., UCC 1 -507 and "Remedies and Penalties," infra.

* Uniform Conditional Sales Act it 1-3 describe the contract in broad terms, chattel
mortgage acts makes no reference as to form. N.Y. Lieu Law 1 230. New York, however,
added remedial provisions and a brief form similar to those provided in its conditional
xales act, as amended. lien Law 1 239 a-I. and to the form in the Retail Instalment Sales
Act 1 402. Motor Vehicle Certificate of Title Acts do not prescribe form, see New Jersey
Stats. Ann. $ 39:10-11 and 15.

" Cal. Cir. Code 11803.2(a) : N.Y. Pers. Prop. JAw I 402(2).
"0 N.Y. Pero. Prop. Law 1 403(8)(c. See In re Ftnkelsteln, 11 Misc. 2d 938, 174 NY .S.

2d 126 (Sup. Ct. 1958).
$ "N.Y. Pers. Prop. Law I 403(1.1

, 
(indicates separate instruments may be allowed,- but

they must be non-negotiable) ;Cal. Civ. Code 1 1803.2(a) (separate instruments expressly
prohibited).

This Is Implied from the emphatic language invalidating a separate assignment of
wages in In re Finkelatein, supra note 60. Cf. UCOC 1 2-202.

"Cal. Civ. Code 3 11807.1-3 1808.1-.6 (cf. instalmentt accounts," || 1810.1-.11)
N.Y. Pers Prop. Law If 409. 416 (cf. "retail credit obligation" Ii 403(7) 402A).

4 Cal. Civ. Code 1 1893.2(b) ; N.Y. Pers. Prop. Law 1402(2) (a).
"Cal. Cv. Code 1 1803.2 (agreemnent must be in elght point type, label In ten polat

bol type) ; N.Y. Pers. Prp. Law 1 402 (1), (2).
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Ing of charges." In fact, there may be no blanks in the document whether an
item is part of the contract or not." The buyer Is warned at the bottom in bold
type, "Do not sign this agreement before you read it or if it contains any blank
space."" The buyer is entitled to a copy of the complete agreement and the
seller must deliver it in person or by mail."

The disclosure requirements of Retail Instalment Sales Acts do proscribe cer-
tain obvious evils, such as blanks to be filled in by the seller after signing, usually
with added charges, and the lack of a visible total of obscure smaller amounts to
be paid. However, it is doubtful that the anxious buyer will read the agreement
carefully, if at all, or even understand it if he does; nor will he be inclined to
seek legal advice in- advance. Typical of the inconsistency and inadequacy of
remedies available to the buyer are those available upon the seller's failure to
deliver a copy of the agreement to the buyer. New York allows cancellation
and return of payments and trade-ins where the buyer has not received the
goods or services, but apparently leaves him* to the penalty provisions if the
goods have been received.n California, in addition to the penalties, holds the
buyer responsible only for the cash sale price until the copy is delivered."

A8ignic's "cut-off" powcer.-Most significant for this analysis are the re-
strictions upon the terms of the contract other than upon the chargeable items.
Xegotiable instruments are in effect prohibited," the buyer, it would at first
seem, thus being allowed to retain and assert his defenses against the seller and
his assignees." However, should a seller, not complying with the statute, employ
a negotiable instrument which Is negotiated to a holder in due course," the
buyer's remedies wculd be solely against the seller or perhaps his immediate
nssignee, for the Installment Sales Acts do not go so far as to impair the free
flow of negotiable instruments by destroylng their most important attribute."
The Acts contemplate only one assignment, to a "financing agency," "' which then
becomes the "holder" of the contract." While the contract may contain no
blanket waiver of defenses against the assignee,"' generally allowed by other
statutes," a qualified waiver is allowed which can render both the negotiable
instrument and waiver prohibitions practically nugatory. The contract may
contain a waiver of defenses against an assiguee for value, in good faith, and
without notice, who receives no notice of the defenses within ten days of the
mailing of the notice of assignment with full details of the contract to the buyer.
In New York the notice must warn the buyer that if there is error in the state-
ment, or if he has not received the goods, or "if the seller has not fully performed
all his agreements with you," the assignee must be notified within ten days;
"Otherwise, you will have no right to assert against the assignee any right of
action or defense arising out of the sale which you might otherwise have against
the seller.""1 Since the contracts are usually assigned, by prearrangement, to
o financing agency almost simultaneously with execution, the buyer has very
little time to discover the seller's defaults. This is especially true of defects
under an express or implied warranty " which may not appear f<r some time.

"4 Cal. Civ. Code 1 1803.4 (add-one involve a "memorandum" with the terms of the con-
solidated contract to be sent to buyer before first Instalment is due, 1 1808.3 : N.Y. Pers.
ProD. Law 1 402()(b), (4). (However, a subsequent contract of consolidation or add-on
need not contain the amount of credit service charge, the time balance, or the time sale
price, but the rate of service charge must be stated. These may be included or attached
after the buyersigns but within ten days. 1 410(1) (c) and dV Cal. Civ. Code 1 1 803.2(c) , N.Y. Pers. Prop. Law 402(2) (b).

,"Cal. Civ. Code | 1803.7- N.. Pers. Prop. Law 5 405.
"N.Y. Pers. Prop. Law 1405.
'N.Y. Pero. Prop. Law 1414.

Fk8-e "Remedies and Penalties," infra.
"Cal. Civ. Code if 1803.7, 1812.7.
s See note 61 supra.

q4Cal. Civ. Code 1 1804.2 N.Y. Pero. Prop. Law 1403 (1).
"See note 52 supra. The Acts use the negotiable Instrument law term "holder" to

-ean the seller or an asSIgnee. Cal. Civ. Code 1 1802.13; N.Y. Pers Prop. Law 1401(15).
"See Hawkland, Bills and Notes 3 (1956).""Financing agency" is a person engaged in purchaing retail Installment contracts,

including a bank, trust company, private banker, or investmet company. N.Y. Pers. Prop.
Law 1 401(18) pledgee of a number of contracts to secure a loan excluded) ; Cal. Civ.
Code 1 1802.16." See note 75 supra, for definition of "holder."

"Cal. Civ. Code I 1804.1 (a ; N.Y. Pers. Prop. Law 1 403(3) (a).
"Uniform Conditional ales Act I52 and 26; UCC I59-206 (1), 9-318(1). Cf. NIL* 5(3).
I1N.Y. Pero. Prop. Law 1403(3) (a) (services to be rendered more than ten days after

notice of assignment excepted) ; Cal. iv. Code J 1804.2 (fifteen days allowed and form of
notice not prescribed).

M Sales warranties are retained In secured transactions for sale of goods by the Uniform
Conditional Sales Act 1 2 and UCC 1 2-102.
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An important remedy, rescission, would seem to be Iobt to the buyer after that
time, along with the coercion for adjustment which its threat provided."- Thus,
in effect, when a good faith assignee enters the picture, the buyer's rights are
actually lessened since even defenses arising before the assignment and notice,
normally available against an assignee, are cut off ten days after notice of the
assignment. Seemingly, this would be true of the forfeiture of charges pro.
vided as a penalty for noncompliance with the Acts.4 It is absurd to expect a
buyer to know within ten days whether, for example, the complex computation
of a service charge is correct. Further, the acts allow a non-complying error to
be corrected by the seller or holder within ten days of a notice given at any
time," but a good faith assigned would not be inclined to surrender his advantage
and, if so, It becomes a gamble whether or not the buyer ever discovers and
gives notice of an error, Of course, many factors may affect the good faith of
the assignee. Shouldn't lie be required to check the provisions of the contract
against the requirements of the Act? What is his past experience with assign-
ments from the same seller? At what discount did he buy the contract? But
the acts do not define goo(l faith. Certainly a test as liberal as that used with
regard to a persoRe-sitatls as a holder in due course of negotiable Instruments
should ,not-be applied." Unfortunately, the seller and financing agency seem
to hay's complete freedom of contract in their dealings.1

Annual stat emeni and acoeleration.-The buyer is entitled once each year to a
statement of account informing him of the dates and amounts of payments
and the unpaid balance.88 The Uniform Commercial Code makes a similar pro-
vision." The creditor, however, need not provide the statement absent the buy-
er's unlikely request.

Maturity of the obligation may not be accelerated arbitrarily or without
reasonable cause, but this is vague language likely to create litigious questions
of fact and controversies not unlike those with reference to the negotiability
of instruments.90 Mere default is excepted and hence gives some clue as to
what constitutes a "reasonable cause." The Commercial Code has liberalized
acceleration of the obligation evidenced by a negotiable instrument to the extreme
of allowing any acceleration." This may be a sound commercial practice where
parties involved are familiar with commercial usage." One of the reasons nego-
tiable instruments are precluded in retail instalment sales transactions under
the Acts Is to protect the nonbusiness buyer who is not familiar with commer-
cial practices.. A commercially reasonable cause may be unreasonable as to a
buyer of a washing machine. Acceleration upon default alone would provide
ample protection to the- secured seller or financing agency. An allowed de-
linquency charge is optional and, if provided in th contract, would be cumu-
lative with acceleration upon default."

PrepaWmen and finance charges.-The buyer may pay the entire sum before
maturity and Is entitled to a proportional refund of charges and insurance pre-
miums included." This is true also of refinancing before maturity: the sum
refinanced Is with refund credit on the amount of the original contract." The
credit is allowed whether or not the buyer is in default or maturity Is accel-
erated." Again, this sort of restriction seems fair enough on the surface, but it

"See Uniform Sales Act 169 1)((d), (3), (4). (5) and UCC if 2-608, 2-711.
" See "Remedies and Penalties,' Infra.
5Cal. Civ. Code 1 1812.8; N.Y Pers. Prop. Law 1 414(3).

"See NIL 152, 56; UC6 $1 3-302, 3-304; Renton v. Sikyts, 84 Neb. 808, 122 N.W. 61
(1909).

" Cal. Civ. Code § 1809.1 ("on such terms and conditions and for such price as may be
mutually agreed upon.") ; N.Y. Pers. Prop. Law 1 411(1).

mCal. Cir. Code 1 1806.2; N.Y. Pers. Prop. Law 1 407.
so UCC 1 9-208 (debtor may send his statement of the transaction, including collateral.

once each six months for approval or correction within two weeks). Chattel mortgage
acts do not provide for account statements. Fee, e.g., N.Y. Lien Law 1 230. Uniform
Conditional Sales Act 1 18 provides for buyer's demand of a statement only for purposes
of redemption.

tCal. CiV. Code 11804.1 b) ; N.Y. Perm. Prop. Law J403 (3)(b). Under the NIL
acceleration has been allowed where there is an objective test which does not include the
holder's deeming himself insecure. NIL 1 4 (2), (3) ; see flawkland, Bills and Notes 62
(1956).

"UCC 13-109(1) (c).
92 See UCC 1 3-109. comment 4; but cf. the requirement of good faith, | 1-208.

Cal. Civ. Code 1 1803.6; N.Y. Pers. Prop. Law 1402(6). See "Remedies and Penalties,"
infra.

" Cal. Civ. Code 1 1806.3 ; N.Y. Pere. Prop. Law J 408.
"Cal. Cir. Code 1807.2; N.Y. Pers. Prop. Law 1 409.
"Cal. Cir. Code 1 180.3; N.Y. Pers. Prop. Law 1 408.
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is simply the end result of a statutory pattern giving sanction to eOarges which,
prior to the Acts, were usurious in fact although not always considered such by
the law.' In the first place, finance charges are based upon percentage rates ap-
plied progressively or regressively according to the amount or the age of the
chattel involved" as if higher rates for smaller amounts or second-hand chattels
are invariably Justified. The rates tend to be higher than those which reputable
and competitive sellers and financing agencies charged prior to the Acts. The
Acts provide an incentive to make the price inducingly competitive while charging
the no longer questionable maximum rates, The lower price is thus often
illusory.

Upon prepayment, buyers are often shocked to learn that the amount of refund
is not a simple interest computation, but is based upon a sum-of-digits fraction."
Further, if the earned service charge upon rebate is less than the minimum
charge, the minimum charge may be retained.' As a result, extremely high
charges upon small purchases are exacted and the thrifty buyer is deterred from
saving toward prepayment which, after a relatively early period, would be
economically impracticable.'m

REMEDIES AND PENALTIES

The penalties provisions tend to supplement thet-h6er civil remedies afforded
the buyer or seller. Wilful violations of the Retail Instalment Sales Acts con-
stitute misdemeanors and if such occur, the contract is probably unenforceable
against the buyer,' except where the holder is a good faith assignee.'" A pro-
hibited term is void, but the remainder of the contract terms are enforceable.'"
It is not clear what effect this has upon the buyer's right to recover charges for
violation,1" but neither the criminal sanction nor this severability provision
should preclude the buyer from this remedy. Otherwise, a material and non-
material violation test must be read into the Acts with resultant uncertainty.'"
Strict compliance is essential to achieve the intended protection to the buyer.

Thus, if any violation allows the buyer this recovery, then even though the
buyer is in default, or maturity is accelerated, or repossession effected, he would
be entitled to recover the charges, including delinqliency charges, if he could
show a violation. A buyer redeeming repossessed goods would have to pay only
the unpaid balance less all forfeited charges. However, it appears that "any
failure to comply" with the Act, presumably even wilful failures, may be cor-
rected by the seller or holder within ten days of notice./r' This should not allow
the seller or holder who gambled against discovery to correct the error while
enforcement is in progress thereby defeating the sanctions of the Act; on the
other hand, the clever buyer should not be entitled to withhold notice until then
in order to reap his harvest. The correction provision is capable of reducing
the Acts to mere formalities.

91 The legal rate of interest In New York for banks and trust companies is six per centum
per annum, N.Y. Banking Law j 108. See Hare v. General Contract Purchase Corp.,
220 Ark. 601, 249 S.W. 2d 973 (1952).

" California multiplies prorsaive rates times the number of months from date of execu-
tion to the date of the last intalment payment: Up to $1000, % of 1 percent upon the
cxccas over $1000, of 1 percent, with minimum fees of $10 if the contract is for elght
months or less, or $12 if for a longer time. Cal. Civ. Code 1 1805.1. New York providesfor ten per centum per annum up to $500, and eight per centum npon the excess, with the

name minimum fees as California. N.Y. Pers. Prop. Law 1 404. Upon automobiles, the
rate progresses according to age, from seven percent for new cars to thirteen percent for
automobiles more than two years old. N.Y. Pers. Prop. Law 1 303.

" Upon a twelve-month contract, the denominator would be 78. Thus, refund upon
prepayment at six months would not be , but 21/78.10 See note 98 supra. In New York. for example, there would e no rebate upon any
one year contract of up to $120 at any time prepayment was made.

'0i In the simple case of the $1000 contract for one year with nothing but the service
charge of $80 added, prepayment at nine months would allow a rebate fraction of 6/78
or 1.13 or, in dollars, $6.1

100 N.Y. Pers. Prop. Law 1 414(l1): Cal. Civ. Code 1 1812.6. See Bratta v. Caruso Car
Co.. 166 Cal. App. 2d 661, 333 P. 2d 807 (1958), 1 B.C. Ind. and Comm. L. R1ev. 102
(1959).

'0 See "Assignee's Power of 'Cut-off'," supra.
IN ~Cal. Civ. Code 1 1804.4 ; N.Y. Pers. Prop. Law 1403 (8).
IUs N.Y. Pers. Prop. Law 3414 (2) ; Cal. Civ. Code 1 1812.7 (non-complying party may not

recover the service charges from buyer and buyer may recover all that he has paid).
'(See General Motors Acceptance Corp. v. Kyle, 351 P. 2d 768 (Cal. 19
" Cal. Civ. Code 11812,9 ; PN.Y. Pero. Prop. Law 1414 (3) ; (error in service charge on

consolidated or "add-on" contract may not be corrected, Cal. Civ. Code 1 1812.9 ; N.Y. Pero.
Prop. Law 1 414(4).

23-902 0-64-pt. 2- 44
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The holder is entitled to collect a single prescribed delinquency charge when
there bas been default for "not less than ten days." IM This is no doubt in addi.
tion to his other remedies, such as repossession, although the "not less" clause
has the characteristics of a grace period. Under the Uniform Conditional Sales
Act the seller may retake possession immediately upon default, in which case
he could not collect the delinquency charge,"O or he may give notice to the buyer
of intent to retake twenty to forty days before retaking. ' In the latter case,
a 'notice given immediately upon default would allow the buyer to pay within
ten days without the delinquency charge; a notice given after ten days would
allow the holder to collect the charge from a buyer redeeming before the re-
possession. The notice must contain a statement of the buyer's rights or, if
retaking occurs without notice.' a statement of the sum due must be given the
buyer upon his demand under penalty of forfeiture, plus damages to the buyer 1'
The Code makes no provision for notice of intent to retake, the right accruing
immediately upon default. 1' Further, the secured party need not hold the re-
possessed collateral for any length of time and, in the case of consumer goods,
where the buyer has paid at least sixty per cent of the sum due, he must dispose
of the collateral within ninety days."' Redemption Is allowed at any time prior
to disposition,."' Curiously, the Code penalizes the secured party for failure to
comply with Part 5 of Article 9 by imposing a forfeiture of the credit service
charge plus an additional sum 2' which tends to overlap with the similar penalties
of the Retail Installment Acts.

CONCLUSION

From the above analysis it should be apparent that the two exemplary Retail
Installment Sales Acts were enacted with little correlation to existing legislation.
They have imposed new, complex, and often conflicting terminology and require-
ments upon the secured sales transaction involving an innocent and unwary
buyer. In more instances than not, the buyer, who is the object of their shelter,
receives less protection than without them. The buyer's need for protection Is
obvious, but a great deal more thought, research and draftsmanship must go
Into legislation which will meet his need. MHerely drawing the pushers from the
street corners and the public view will curtail neither their activites nor the
addiction which they Impose and sustain. Uniform legislation Is called for.

STATEMENT oF Da. RICHARD L. D. Mosez, PROFESSOR AND HEAD, DEPARTMENT OF
FAMILY ECONOMICS, KANSAS STATE UNIVERSITY, BIANIIATrAN, KANS., ON CON-
suMa CsEDrr

Presented to the Assembly Committee on Finance and Insurance, California
Legislature, January 23, 1964, Los Angeles, Calif.

I feel both honored and privileged to have been Invited to appear before you
and to participate in your interim study of consumer credit.

The opening phase of my statement emphasizes the significance of consumer
credit. It is followed by a listing of certain essential principles and values that
I use In approaching a public policy issue such as we are discussing. This
Is followed by a brief review and evaluation of legislation which will reveal
a segmented approach to credit resulting in consumer protective legislation
that misses its mark by its failure to recognize the needs of consumers for
standard information. Wnat is meant by full disclosure Is the fourth and I
hope the most constructive part of my report In the final phase I will respond
to as many counterarguments as time will permit.

There Is one question I keep asking myself whenever I am confronted with
such language as add-on, discount, rule of 78's, constant-ratio formula. How
successful would a seventh grade schoolteacher be in getting students to

N.Y. Per@. Prop. Law 1 402(6) ; Cal. Civ. Code 1 1803.6.
IM Uniform Conditional Sales Act 1 16, but seller must bold repossessed goods for ten

days after retaking, 18.It* Uniform Conditional Sales Act 1 17.
HI Id.
112 Uniform Conditional Sales Act £ 18. See "Annual Statement and Acceleration," supra.
"'UCC "9-603.
u4UCC 619-804(1),9-505(1).
I's UCO "-0.
I'sUCC 1 "67 (1).
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understand these terms? For it is usually in seventh grade that credit, and
interest rates are taught.

I suggest as a motto: Let's keep credit decisions In the bands of the people
and question seriously any proposal which is too complicated for teaching.
effectively at the seventh grade level. Then, future generations can use credit
intelligently and confidently. With a better informed public, credit legislation
will become self-enforcing.

1. SIONMOANCE OF CONSUMERS CREDrI

Consumer credit is a very significant element of the economy. The total
1963 debt in the United States was over $1 trillion word ($1,000 billion).

The three major debt sectors are: Government debt of $343 billion, corporate
debt of $372 billion, and Individual and noncorporate debt of $81 billion.
Government debt, of which the public is keenly aware, is the smallest of the
three. Individual and noncorporate debt is the greatest.

Billios
Federal ($261,000,000,000) and State and local ($82,000,000,000) debt-.... $343
Corporate debt ----- ------------------------------------------ 82
Individual and noncorporate debt ------------------------------------- 1

Total debt ---------------------------------------------------- 1,006

Individual and noncorporate debt of $381 billion Is approximately equal to
the annual rate of personal consumption expenditures.

What is the makeup of the Individual and noncorporate debt?

(Billions of dollars (rounded)]

Individual and noncorporate debt --------------------------------- 381

Mortgage nonfarm debt -------------------------------------- 238
Farm mortgage and production debt ---------------------------- 33
Financial debt for securities or insurance ------------------------ 41
Consumer credit, short term and intermediate term ---------------- 70

Installment credit ---------------------------------------------- 54

Automobile paper ------------------------------------------- 22
Other installment ----------------------------------------------- 14
Repaid and modernization - - - - - - - 3
Personal Installment loans ----------------------------------- 14

Noninstallment credit ------------------------------------------- 16

Single-payment loans -------------------------------- 6
Retail charge ---------------------------------------------- 5
Service credit ----------------------------------------------- 5
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What has been the growth in debt?
The total debt in 1952 (of $555 billion) is approximately one-half of what it

is today. Although total indebtedness has almost doubled (97 percent) the
growth rate is far from uniform.

11n billions of dollars]

Increase
1982 1963

Dollars Percent

Total ----------------------------------- 55 1,096 541 97

Government ................................... 249 343 94 38
Federal Government ....................... 223 281 38 17
State and local ............................. 26 82 6 215

Corporate ...................................... 307 872 65 21
Individual and noncorporate ................... 136 381 245 18

Mortgage, nonfarm ......................... 75 238 163 217
Farm mortgage ............................ 15 33 18 120
Financial .................................. 18 41 23 128

.Consumer credit ........................... 27 70 43 159

Installment ................. ..... ---- 19 54 35 184
Noninstallment ........................ 8 16 8 100

The fastest growing debt areas are those closest to the people. State and local
debt increased 215 percent while the Federal debt advanced only 17 percent.
Thus it is not the Washington-authorized debt that has been climbing, but
the debt requiring State and local approval.

Furthermore, both the corporate debt Increase of 21 percent and Government
debt increases of 38 percent were slight in contrast with the individual and non-
corporate debt increase of 180 percent. These more rapidly expanding debts are
a result of financing home purchases, automobiles, household equipment, and
other durables paid for In installments. This type of debt accumulation has
become accepted as a normal pattern for young growing families. Consumer
credit is no longer symbolic of poverty or destitution. It Is an integral part of
the modern family's money management pattern. Our major concern is whether
the credit facts are sufficiently well disclosed to encourage intelligent and efficient
credit decisions on the part of these consumers.

But before I develop the need for more informative disclosure of consumer
credit terms, I want to make manifestly clear that it is not my intent to state
that consumer debt should or should not be reduced. Economic life consists of
more than balanced books; it involves maintaining high level of employment of
our resources, economic growth with stability of prices, and a balance of pay-
ments in international trade. This is not the appropriate time or occasion to
discuss the role of credit in economic policymaking. Thus I make no judgment
as to the appropriateness of the consumer debt growth as it affects the national
economy. Our primary concern Is whether consumer credit decisions are being
made with adequate credit information being available to them for intelligent
and efficient decisions. Credit may be excessive if it is contracted by consumers
uninformed of the true cost of credit.

One of our issues today is whether facts can be understood when expressed as
rates. If there Is any question about my use of rates, let me reinforce my point
by quoting dollars: The Federal debt since 19-52 has increased $38 billion. At
the same time consumer credit has increased $43 billion which is $5 billion more
than the Federal debt. The Federal debt is limited by the Congress which
debates, periodically and strenuously, recommendations to raise the limit. The
consumer debt is limited by the willingness of consumers to borrow and lenders
to lend under mutually agreed upon terms. Are credit facts sufficiently well
disclosed that consumers can make wise credit decisions? The effect of these
decisions, since they concern the largest and fastest growing debt in the Nation,
is of greater economic importance In the economy than the growth In the Federal
debt. This unwise use of credit by uninformed or misinformed consumers may
lead to excessive credit usage.
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A conservative basic remedy for such fxcessive credit, Usage is education and
meaningful reliable facts in the marketplace where this education is put into
practice.

By contrasting the growth rate of the Federal debt with that of consumer debt
I do not imply that congressional limits be placed on consumer credit. But I
am disturbed by the fears generated about the Govenment debt. In fact one
might question, in light of the evidence presented, whether much of the loose
talk about the looming Federal debt is but a cover for breeding distrust in opr
Government or an expression of fear and ignorance. For example, why is auto
mobile credit considered necessary for a healthy economy, but Federal debt
contracted to build safer highways considered irresponsible economics? Th6
place to start curbing debt, If debt reduction is appropriate, Is right at home.'

(3) Lastly, we have heard much about the cost of servicing the Government
debt and burdening future generations. It is true that this is an important
consideration. But when we think of Government debt costing 3-4 percent,
corporate debt at 4-5 percent, mortgage debt at -8 percent, and installment debt
at 8-36 percent, we come face to face with the cost of servicing our debts. The
fastest growing form of credit costs 2 to 12 times that of servicing Government
debt. The "cost" of servicing the Federal debt is the least expensive. If
savings are to be made, they can best be made at the private-home-local level.

Servicing of consumer credit alone, assuming a rate of 12 percent on installment
credit and 8 percent on noninstallment credit, I estimate to cost consumers at
least $8 billion. Are the terms so well disclosed that consumers can shop effi-
ciently for credit and so competition between lenders results in lower credit costs?

II. ASSUMPTION, VALUES, AND PRINCIPLES

We are concerned today with the discussion of matters which are quite
complex in their details but quite simple in basic principles.

Certain values governed my selection of materials for presentation today, and
I hope they are Implicit in every aspect of my message. As an economist I am
extremely sensitive to value Judgnents and the need to make them explicit. So I
will set forth what I consider to be the more important value Judgments I mak6
in this discussion:

1. I believe that insofar as possible economic decisions should be made by the
parties most directly affected. That Is, I feel the best decisions as to the wise
use of credit can best be made by the consumer; Government regulation of
consumer credit use must be resorted to only If consumer control in the day-
to-day market breaks down and affects the whole economy significantly.

2. 1 believe in consumers' ability and their sovereign right to guide our econ-
omy, with Government and industry keeping the rules of trade, fair and clear.
It would be absurd to think that Government could legislate safe driving. But it
seems reasonable to me that Government should legislate whether traffic should
keep to the right or left, and thereby remove a serious threat to safe driving.

3. T believe that better informed consumers are able to make better decisions
than poorly informed or misinformed consumers. Governor Brown has said.
"The consumer has the right to be informed," and I think we all would agree that
the consumer must be informed to act responsibly. Responsible consumer
action is the foundation of a free enterprise economy.

4. I believe our markets can provide some of the best opportunities for adult
self-education, in which students can sharpen the tools learned In the classroom
as they apply them to their life situations. Our markets, like some rat mazes.
seem designed to induce frustration and result in resignation on the part of
the consumers to their fate. The consumers' effort required to get the informa-
tion needed for Intelligent decisionmaking is uneconomic and unsatisfying. This
process of commercial mesmerization Is designed to soften and comfort the con-
sumer. It fails to excite thought or dignify price comparison shopping. Yet this
is the consumers' role and responsibility, and our economy relies upon them
to act wisely and Intelligently.

Specifically, I think it wasteful for our public schools to teach about rates of
interest, and then for students to discover that interest rates, as they learned
them in school do not apuly to car financing and nany other consumer credit
situations. They will find their school-learned concepts of interest rates appli-
cable to financing home purchase and figuring savings returns, but deceptive In
other phases of cousurier credit.
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M. ONSMEX CREDIT INFORMATION AND PRoTwrION,

If we believe in freedom of consumer choice, and, If we believe that better
choices can be made by consumers better Informed about the alternatives from
which to choose, then It Is appropriate to look at the complexity of credit situa-
tionsfacing a consumer.
LQt ,us first scan the alternatives that might be considered by a car buyer:

The consumer may accumulate enought to pay cash. for the car by withdrawing
cash from various savings accounts or borrowing against savings accounts or
life insurance. Other ways to obtain cash may be to borrow from the credit
union, finance company, or bank.. Furthermore there is a growing tendency for
savings and loan to extend home loans and release cash for purchasing durables.
Another and more popular method of buying carp is to finauce them with deal.
ers, or, through dealers with banks or sales finance companies. Consumers buy
otler items on credit. So, there is often a question of comparing creditors. On
wh,) t Items should the highest cash downpayments be made, or on which should
payLents be extended over the longest period of time? What are the compara-
tive costs?

Obviously there are more alternatives to compare than we have time to trace
through today. Essentially the consumer wants to compare costs. Costs can
and should be measured in two ways: by dollars and by rates. Both must be
applied. For example, withdrawal of savings will mean loss of interest, which
is expressed as a simple annual nominal rate. On the other hand, car financing
either through a dealer or the installment credit department of the bank will be
expressed in dollars. Thus, for direct comparison, dollars must be converted
to rates or rates to dollars. Furthermore to be directly comparable, the rates
must have a comparable base. This Is important, for some rates are based on
the beginning balance of a loan while other are based on the current unpaid bal-
ance. The rates must be standardized to be comparable.

Finance experts can make these calculations. But can and will consumers?
Hoskins and Coles. in their study of 105 families buying cars on credit in the
San Francisco Bay area noted that many consumes were generally unaware
of the cost of credit, but "those who shopped for credit for used cars paid a
median rate of 12 percent, compared with 22.3 percent paid by those who had
not shopped." So comparative shopping can be profitable. Yet, as Hoskins and
Coles remind us, "Information about costs is usually given reluctantly and,
when given, may be misrepresented or misleading, such as Implying that bank
rates' ' re charged for credit and that the add-on rate is the same as annual
Interest." (Journa' of Home Economics, January 1961).

The Agricultural Extension Service of California has an excellent pamphlet
(HXT-18) entitled: "Use Credit Wisely." It is written to help consumers
know how to compare the cost of credit, A formula Is supplied for converting
dollars of cost to the "true annual interest rate." It notes, for example, that "1
percent a month on the original debt becomes a true annual rate of about 22.2
percent" and "that interest stated at 8 percent could mean you actually pay an
annual Interest rate of almost 15 percent." A warning is given California con-
sumers: "Whether credit becomes 'tool' or 'trap' depends on how wisely you use
it." But it also recognizes the problems facing consumers: "The forms of
credit available to consumers are confusing to even the experienced shoppers."
Is this correct?

Let us review briefly the legislative pattern that legalizes and supports these
purportedly confusing methods of credit.

Legal and contract rates of interest are limited by statute to 7 and 10 percent.
Rates in excess are considered usurious. Since Biblical times the charging of
usurious rates has been frowned upon, and most States have legislation of this
type. 1W

Such low rates, however, are unrealistic, and legislatures have recognized
the need for exceptions. The result has been resort to the time price doctrine,
which I will discuss In detail, or a series of special-pleces of legislation which
codify the practices of the specialized lending groups. The result is onfuslng
to the consumer.

Finance charge is tot intereat.-This is no revelation to most lawyers or lend-
ers, but it is to consumers. A consumer who finances a ear pays a finance charge
or a time price differential, but not interest. Thus, much of consumer credit
escapes regulations applied to the lending of money.

. a I
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This year the North Carolina Supreme Court reapproved the time price doc-
trine for a sale in which the consumer paid $37820 to complete paying for d car
on which $795 was due.

The figures are shown.

Cash selling price of car ------------------- ------ .------------- $1,296. 00
Cash downpayment ----------------------------------------------- 500.00

Balance due .------------------------------ 75.00
Plus differential for time payment (figured at 6 percent per annum)__ :+37. 20

Total selling price of car including time price differential (pay-
able in 24 monthly installments of $48.80) --------------- 1, 171.20

Cash downpayment --------------------------------------------- +5.00

Time selling price of car ----------------------------- 1,671.20
This car carries a cash price of $1,295 and a time price of $1,671.20. These

are held to be two different prices for the same car, and the difference is not
interest but the time price differential.

The cost to the consumer for financing the $795 the consumer would have
needed to pay the cash price, I calculate to be at about a rate of 45 percent
per annum. Nevertheless, the court held that the amount of the time price
differential was-not Interest and the transaction was not usurious. For further
details I rcfer you to "Personal Finance Law Quarterly Report" (vol. 18, No. 1,
winter 196.3).

This same issue of the quarterly report reviews the recent positions taken by
the Nebraska Supreme Court. It has raised some serious doubts as to the use-
fulness of the time price doctrine in Nebraska. (The Nebraska constitution
prohibits "special or local legislation" and "special legislation regulating:the
interest on money".)

The position taken by the court is clear:
"There ems to be an impression that if a cash price is quoted and the buyer

is unable to pay cash, it Is then possible to apply a certain schedule of rates
or charges to the cash price in order to determine the time sales price, the
difference being denominated a time price differential. * * * When we look
through the form, can we come to any other conclusion but the one that the
difference between the price and what the buyer finally pays is the cost of
carrying the balance of the cash price? * * * A rose is still a rose though we
nty label it a violet This charge, regardless of its label, is interest."

I present these two conflicting and current decisions to emphasize that different
views are being taken regarding the lending of money and the financing of a
sale. Thus wa have special legislation for cash lenders and special legislation
for sales financing, both to legalize lending or financing at rates above the usury
rates. Finance legislation has come only recently with the tremendous growth
of installment selling and the fear of court reversals of the time price doctrine
which originated in England In 1827.

What I have been saying has been told the industry by their own representa-
tives. The keynote speaker at the 1962 Convention of the National Consumer
Finance Association said:

"Lines of demarcation between direct lending and time sales financing, between
small loans and loans under the industrial loan acts--all these distinctions must
become modified. More and more customers will see no logical reason for such
separation and our combined industries (time sales and consumer finance) must
be in a position to answer their needs."

All of this may help explain the sources of confusion, but I am sure the
ordinary consumer would agree with the Nebraska Supreme Court: "* * * the
cost of carrying the balance of the cash price * * regardless of its label, is
interest."

Let us return to the array of mechanisms confronting the consumer in need
of credit:

A. Cash loans:
1. Credit unions are limited to 1 percent per month on the unpaid balance.

This is 12 percent per year.
2. Consumer loans legislation limits the rate to 2/ percent per month on

balances owed to $200; 2 percent per month on balances of $200 to $500 or $700;
five-sixths of 1 percent per month on balances over $500 or $700 to $5,000.
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The true annual rate equivalenbi are 30, 24, and 10 percent for the three loan
levels, respectively. But such blending of rates presents difficulties.

A loan of $200 would be at the annual rate of 30 percent, but a loan of $300
would be a blend of the 24 and 30 percent. And an $800 loan would blend three
rates. What the equivalent annual rate is for such a loan is almost impossible
to compute accurately without amortization tables. Good business management
would dictate knoweldge of what the various blended rates Would yield, so there
is no real problem about lender's not knowing. The problem Is one of getting
the lender to disclose it to the consumer, who Is not a professional financier.

The problem is analogous to figuring the average price per gallon if one bad
to fill a tank with 800 gallons (of gas. Available are three pumps: One pumps
gas at 30 cents a gallon, another at 24 cents a gallon, and the third at 10 cents
a gallon. lie is required to u". all three pumps until 300 gallons is delivered,
then the 10-cent pump can no longer be used. The remaining 500 gallons would
be supplied by the 24- and 30-cent pumps, with the 24-cent pump cutting off after
600 gallons were in. The remaining 200 gallons would come from the 30-cent
pump, which has been pumping from the beginning.

Since most loans are refinanced before they pay out, the 30 percent rate is the
most persistent.

3. Bank loans of the traditional type which charge interest only on the actual
money used by the borrower are still widely available. The rates are within
the usury law limits and are expressed as a simple annual rate. Banks also
frequently charge interest on the interest charged. The rate is the simple an-
miual rate discount and is within the usual limits.

4. Loans made on cash value of life insurance, shares in savings and loans or
credit unions, and savings in banks are usually quoted at a straight simple an-
nual rate.

B. Home loans-the prevailing practice is to quote the simple annual rate
and to use published amortization tables to determine the monthly payments.

Rates on home mortgages have been within the usury limits. However, FHA
title I limited home Improvement loans formerly were quoted as a discount per
year per $100. However, a recent FHA publication (No. 428) warns the reader:
"The $5 or $4 discount should not be Interpreted as 5 or 4 percent interest." A
prepared table presents all the essential financial Information. It gives both
the $5 discount and the 9.58 percent equivalent interest rate for an advance of
$Z0 to be repaid in 12 monthly payments of $43.86, for which the total cost of
interest would be $26. Thus FHA is prepared to give both the simple annual
interest rate and the dollar cost.

C. Sales financing:
1. Automobile sales: The maximum rate of the time-price differential Is 1 per-

cent of the original unpaid balance multiplied by the number of months. For
a 12-month note, this equivalent to a 22.2 percent Interest rate.

2. Retail installment sales of goods other than motor vehicle-maximum rate
of time-price differentials is five-sixths of I percent per month on $1,000 or less and
"wo-thirds of 1 percent per month on balances exceeding $1,000. Thus for balances
up to $1,000, to be repaid in 12 months, the equivalent interest rate is 18.5 percent.
For balances above $1,000, the blended rate defies a simple conversion, although
the rate can be approximated by using the constant ratio formula.

3. Store revolving credit--the maximum rates of 1 percent per month is
applied to a current unpaid balance. I do not know whether the balance is
specified in the California law, but the practices throughout the United States
vary considerably (see To. 16).

4. In addition there are credit cards, bank revolving and bank check credit and
charge accounts.

In summary, some charges are based on the actual money in use by the creditor
while others are based on the original balance, although It Is gradually dissi-
pated through monthly payments. Credit cost is referred to as carrying charges,
finance charge interest, discount, and service charge. Further reading of the
laws would have introduced such terms as "preconlpute," "rule of 78's," "amor-
tization," as methods of figuring payments or refunds. An understanding of
consumer credit today is Incomplete If these terms are not known, particularly
in reference to the phise of credit to which they apply. The same words have
different meanings to different credit conditions.

Thus, Is there any reason why the credit consumer had better be able to compute
her own figures or not bother to shop around? Hoskins and Coles reported:
"* * * almost four-fifths of them did not check any source of credit other than
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car dealers * * * over two-thirds admitted that they did not know the simple
or annual interest rate they were paying to finance the purchase of their auto-
mobiles." How competitive are vendors if consumers do not shop? The excellent
educational materials such as your Extension Pamphlet EXT-18 "Use Credit
Wisely," are available to help consumers. But until the channels for efilcient
and meaningful cofinmnication are straightened out, we cannot expect consum-
ers to shop wisely for credit. Most consumers will not riot; they will acquiesce
to the hopelessness of trying to make sense out of the confusion. Others may
learn the arts of defiance and'join the credit "dead beats," dodgers, and bank-
rupts.

I have heard it said that any consumer who really wanted to know could get
the necessary credit facts. I agree but ask "at what cost?" My secretary needed
help in understanding certain terms regarding her car financing with one of the
largest companies In the United States. We got the answer, but only after an
exchange of 13 letters, a long-distance telephone call, and an evening call at home
from a company representative based 100 miles away. Our study in Kanses
demonstrates beyond a doubt that students were able to obtain quotations which
were accurate within 3 percent above or below the correct rate from;only 28
percent of the banks, 17 percent of the used car dealers, 52 percent of the finance
companies, and 72 percent of the credit unions. This report is published in the
fall 1963 issue of the Personal Finance Law Quarterly Report.

0

IV. CONSUMER VIEWS ON DISCLOSURE OF CREDIT TERMS

I believe It is appropriate to view credit from the consumer-shopper's view-
point by asking: "What information would I need to make an intelligent comptri-
son of the wonderful opportunities credit offers?"

What constitutes full disclosure of credit-so those who wish to act intelli-
gently can do so, and so those engaged in education for wise use of credit can
go directly to the basic issues without wasting valuable time stumbling around
to obtain or compute the facts of credit?

For an answer to this question I turn to the First Report of the Consumer
Advisory Council. It was appointed on July 19, 1962, by Dr. Walter W. Heller,
Chairman of the Council of Econoritc Advisers at the direction of President
Kennedy. Your outstanding consumer counsel, Mrs. Helen Nelson, and I are
among the 11 members of this Council.

The CAC has given serious study to the matter of full disclosure of credit.
The First Report of the CAC, issued In October of 1903, includes a detailed state-
ment of what the Council believes full disclosure of credit to mean. I submit
it as a positive and constructive guide for your use in considering your credit
statutes:

The Council believes full disclosure of credit means that:
1. When credit is extended on the basis of separate contracts, each contract

shall include-
(a) An itemization of the cash or delivered prices of goods and services

purchased, and all additional charges s assessed against the debtor in con-
nection with the transaction,

(b) The terms of payment (including downpayment, amount to te fi-
nanced, amounts and times of payments nicded to retire the obligation).
(c) The rate at which the finance charge is to be imposed on the amount

financed, such rate to be in standardized terms so as to be d-rectly ,2om-
parable with rates (a simple annual nominal iyrcentage rate) that banks.
savings and loan associations, credit unions, and postal savings use to dis-
close earnings on money saved.

(d) The cost of such credit services, expressed in dollars tind cents, and
(c) The terms of credits or charges imposed in the event of advanced or

delayed payments from the contract terms; and
2. When credit Is extended on revolving credit, open-end credit, or plans other

than credit, each contract shall include--
(a) A clear statement in writing, prior to any agreement to extend sich

credit, setting forth the simple annual nominal percentage rate at which
the finance charge will be imposed, and

(b) A clear statement in writing, at the end of each month (which need
not be a calendar month) following the date of the contract, setting forth--

(1) The outstanding brlanee in the account as of -he beginning of the
month,
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(2) The amount 'of each extension of credit (including the cash
price or delivered price of any property or service) during such period,
together with the date thereof and brief identification of any property
or services so acquired,

(3) The total amnt credited to the account during the period,
(4) The amount or amounts on which the finance charge will be

based and the time period-for each amount if other than 1 month,
(5) The simple, nominal annual percentage rate at which the finance

charge is imposed, which rate shall be the periodic rate multiplied by
the number of periods in 1 year,

(6) The finance charge in dollars and cents required for such period,
and

(7) The outstanding balance in the account at the end of the month.
Several comments may be helpful:
1. Two distinct types of credit are recognized: Contract credit, and open end

credit. The first section assumes that both parties to a contract should know
at the outset before credit is granted or accepted what it Is they agree to.

Full disclosure, such as is proposed, has been held impractical because the credit
granter cannot be sure in advance when the borrower will pay. Therefore, it is
claimed, the creditor cannot tell in advance what the cost will be In dollars, or
what the effective rate (yield) would be.

I seriouslyy question the wisdom of parties entering into contracts with neither
party expected to meet the terms of the contract. I cannot respect such reason.
ing. It is a matter of simple arithmetic to determine In advance the dollar
costs of a note to be repaid at specified times with charges figured at a specified
nominal annual rate. Of course, such details as the number of days in a
month and year and the number of days of grace must be agreed upon In advance.

2. Because changes in plans may arise, and because all creditors will not com-
ply faithfully with the contract terms, section e provides for such deviant
behavior.

3. The word "nominal," which is introduced to distingish the rate "in name
only" from yield, can be clarified by applying it to currently appearing advertise-
ments of savings and loan associations. They advertise "4.& percentt = $4.97,"
which is to say that a nominal simple annual percentage rate of 4.85 percent
will yield $4.97.

There is doubt and mystery about the effect of compounding. The effect of
compounding diminishes with the advance In compounding. For example, the
earnings on $100 at a nominal rate of 6 percent would be:
At end of 1st year: If eompounded-

$6 ------------------------------------------- Annually.
$6.09 ---------------------------------- Semiannually.
$6.1364 --------------------------------- Quarterly.
$6.1678 h--------------------------------1otly.
46.1800 -------------------------------- Weekly.
$6.1831 -------------------------------------- Daily.
$6.1837 --------------------------------- Continuously.

The magnitude of the dIfference between the nominal rate and effective rate
as a result of the most extreme form of compounding Is evident from the follow-
ing table:

Nominal annual rate no Effective annual rate continuous
compounding (percent) compounding (percent)

0 0
2 2.02
11 6.18

12 12.75
24 27.75
30 34.49

4. The other type of credit arrangements is the open end or revolving credit
account whih datahls no specific repayment terms. Thus, the dollar cost cannot
be anticipated, but the rate and the manner by which it is to be imposed can be.

The recommendation is that the (reditor be advised monthly as to the status
of the account, credit charges imposed, the simple nominal annual rate. and the
balance of the account to which the annual rate is applied. If the credit grantor
lorefers to figure charges on a daily or weekly b"sis, he may do so.
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Many credit grantor* could comply with this section by buying one rubber

stamp for use on Its future billings. It.w6uld read: "Finance charges are com-
puted.at 18 percent per annum of the balance to which the arrow points."

This sounds so simple you may wonder why I feel I moved to make Stich a
point of this. Last year I initiated a few inquiries as to how this simple eeW
credit plan is administered by various stores. I found to my complete'surprise
anything but clarity. One national chain outlet even had a store policy not to
give consumers such informat ion. So I followed up my Inquiry with the regional
office, but my rcply was forwarded to the national office for reply. I ask, "Must
the American consumer become dependent on a centralized data processing
center?" I think not. -..

These recommendations merely require that the consumer be Informed, as a
matter of routine business, of the same "instructions" and Informatlo as are
fed into the computers. The consumer could then determine for himself what
he is paying for and why. Designation of the balance, and repetition of the rate
would assst those who wish to check their bills. The revolving credit atudy
which follows shows how Important their base balance is.,

Reolving credit study--SumtnarV of responses to a hypothetical 6-month account

Rate
Total per

Retailer Reported by- charges month Base
(per-
cent)

A. Virginia ............ Clerk-consumer ....... $2.32 I Previous month's unpaid balance after
deducting current mouth's payment.

B. Virginia ......... .do--.......... 4.46 134 Previous month's balance.
0. Illinois ............ do ................. () - i Service charge Is l4 percent of unpaid

balance at cutoff or billing date.
D. Illinois ............ do ................. &2) 1" On the balance each month.
E. New Jersey .............. do ................. & IM 1)4 cents for each dollar of previous

month's balance.
"He wouldn't do the arithmetic so I

had to figure It myself."
F. u.3.c h. ........ Vice president ....... 2.74 134 Opening balance of monthly account

unless paid within 30 days.
0. U.S. chain .......... General credit 2.28 I Previous (months ending) balance

manager. after payments and credits have
been deducted.

I Refused.
NOTES

(1) The similarity of rates.
(2) The variation in service charges for the same service.
3) The different methods of computing the service charge. Even the slight difference between stores 0

and Fcan be signtficant. Store O s far more favorable to the customer than store F. If the niti3l balance
bad been $100 and each raonth $90 is paid and $90 charged, the service charge at store O would have been
$1.95 and store F 904 percent Hgber with charges of $19.67. The service charge expressed as a percent of the
opening balance would be about 2 percent for store 0 and 20 percent for store F.

5. The disclosure of rates is not allowed. Credit grantors who prefer to use
step rates in determining costs and payments would need to disclose a single
simple nominal annual rate equivalent. If credit grantors prefer to use compli-
cated procedures that defy simple Interpretation by the consumer, they should
be required to perform the necessary calculations for the consumer's use in
comparative shopping between credit vendors.

V. SOME 0OUNTEU.ARGUMENT5

A. Argument: Rates are too difficult to compute.
Answer: State the rate and computation problems evaporate. This presents

no problems for savings and loan associations, credit unions and some consumer
Stance companies. For installment dealers using dollar add-on quotations,
tables giving simple annual rate equivalents are published and available.

B. Argument: Dollars of charge are more meaningful than the simple nominal
annual rate.

Answer: Dollars of charge for what? And for how long? And if the amounts
and times differ, how can they be compared simply unless shifteO to a common
denominator? The traditional common denominator Is $100 for the amount and
year for time. So 6 percent means $6 per $100 per year. Those who like to quote
dollars may feel more comfortable with this longer, but equivalent statement.
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0. Argument: Dollar quotations are more important than rate quotations.
Answer: Both are important. Each provides valuable aLd useful information

for making decisions efficiently.
It is dollars that are paid to satisfy a contract, but for comparing alternatives,

relative figures, such as percentages, are useful and meaningful. Both absolute
and relative figures are in common use. In baseball, for example, hits are im-
portant and needed to bring in runs. But iE there anyone who doubts the use-
fulness of batting averages (based on 1,000) for comparing batters?

I have studied 11 national advertisements for "full bank service" issued by
the Foundation for Commercial Banks. All but two include some reference to
the more favorable interest rates obtainable from banks. They believe in ad-
vertising rates even if the official position of the ABA is not to disclose them.

D. Argument: "The introduction of a dual price system in the form of dollars
and percentages offers a greater opportunity for confusion than clarity." (Pers.
Fin. Law Quarterly Report, 18:1:8, winter 1963)

Answer: Most consumer educators, textbooks, pamphlets on credit published
by the many State extension services and by the U.S. Department of Agricul-
ture are in agreement with the California Extension pamphlet which a Ivises
consumers "to know the cost of credit," and tells how to determine the dollar
cost and how "to determine the true annual rate." Typically the constant
ratio formula is presented for computing the rate.

Clearly there is a division between what industry representatives deem
best for the consumer, and what students of.consumer education deem best.

I wish time allowed presentation of a. disclosure game problem as I presented
it at the July hearings before the Senate Banking and Cuirency Subcom.
mittee on S. 1740. The problem demonstrated that as more information was
presented, choices changed and the player gained in confidence that the choices
made were correct (pp. '07-311).
, E.- Argument: "Simple interest Is too complicated." (First National City
Bank, monthly letter, March 1962)

Answer: The simple nominal annual rate is the most universally used term
in finance. It is learned in seventh grade and applied at all levels of finance.

Creditors who quote add-ons, percent on original balance, and percent per
month generally borrow their funds and figure their yields on simple interest
terms. Is it too complicated, or too revealing?

F. Argument: If consumers knew they were paying 12 percent rather than
6 percent they wotld stop buying. The result would be disastrous for the
economy.

Answer: I feel the soundness of the American economy should not rest on
deceptively quoted rates. I have faith that the Americans buy on credit
because they need the goods. Most credit charges are not excessive or higher
than consumers are willing to pay in order to buy goods now, rather than
wait to pay cash.

0. Argument: Disclosure of rate will permit deceptive pricing, and encourage
unwise choices by consumers.

Answer: Such a position presumes complete stupidity of the American public.
I question the objectivity of industry consultants as to how the consumer should
be protected. Such paternalistic interest in protecting consumers from infor-
mation essential for intelligent appraisal of alternatives is not in keeping with
the right of the American consumer to information.

The consumer is accustomed to merchandise mixes whereby services are
offered at less than cost to attract customers to more profitable lines. Credit
extension has been used In various ways to attract patronage, sometimes at a
loss.

The Wall Street Journal (Nov. 5, 19063) reports a recent study of the National
Retail Merchans Association: I

"A consumer who charges his purchases at a department store pays only about
70 percent of the, store's cost in maintaining his account * * 0.

"'It seems apparent that the average department store would enhance its
profits by eliminating the credit function-if it could maintain the same sales
volume,' the study reported.

"'It is clear, therefore, that credit must be justified economically by the de-
partment store as a selling tool-not as a separate business venture.'"

If credit charges are unprofitable for the store, there is even more reason to
let the consumer know what this "extra" costs. And, if the cost disclosure dis-
courages use of expensive credit, both they and the store will benefit.
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U.S. retailing has thrived on open pricing as a policy of retailing. Why
should the rental rate of credit not be disclosed?

H. Argument: The industry will regulate itself. There is no ned for oy-
ernment action.

Answer: Consumers will increasingly insist on voicing their concerns through
their Government.' Unless industry acts fast to relieve consumers of their
growing dissatisfaction with the confusion, consumer credit will fall to make
its maximum contribution to families and the economy.

I shalt close by quoting directly from a significant address by Dr. Chapman,
a longtime student and observer of the consumer credit industry:

"I think it is generally agreed among the leaders in this business that the
consumer or borrower should be given the facts. But the second question arises,
Htow or by what method can this information be made available to the consumer
understandably? This is especially important when it is realized that a large
portion of the borrowers appear to be confused or uninformed on this matter.

"The main weakness of the industry point of view is not that the lenders
refuse to give the information, but that they fall to consider it as an overall
industry problem. Each type of consumer lender prefers to state finance charges
in the form to which he has become accustomed, regardless of the similarity
of his transactions to those of other types of financial institutions.

"Add to this the fact that there are many methods of stating finance charges.
Let us cite three: the annual add on, annual discounts, and the percent per
month. The use of even three methods tends to confuse both the borrower
and the public.

"This is an important problem. Could not great progress be made In meeting
these criticisms by having the leaders sit down together and agree on a simple
solution which would remove this obstacle and assist in developing a better
understanding of what consumer -redit costs the users? No doubt some of you
will say that the industry will not accept or approve, but is this a sound reason
for not trying, - meet this criticism head on?"

There seems to be little or no conflict between Dr. Chapman and me regarding
the problem.

After these 2 days of hearings are concluded you will be able to Judge whether
the industry in California is ready to meet this problem, or whether you, as
representatives of the people, have a leadership responsibility.

Thank you.
(Dr. Richard L. D. 'Morse, professor and head of family economics at Kansas

State University is a member of the President's Consumer Advisory Council,
vice president of the Kansas Home Economics Association, chairman of the
Citizen's Advisory Committee to the Division of Services for the Aging of the
State Department of Social Welfare, board member of the Kansas Citizens
Council on Aging, past president of the Council on Consumer Information and
past chairman of the Conumers Interests Committee of the American H1ome
Economics Association, Florida Home Economies Association. and Kansas Home
Economics Association. He has testified twice in support of Senator Douglas'
"truth in lending bill.")
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[From Notre Dwne Lawyer, August 19631

DISCLOSURE STATUTES ON THE STATE AND FEDERAL LEVELS

TYPE OF gTATUTE D ISCLOSUIZ OF TERMS

All- Motor License Cash PAArtPpeftt; urpald otf Fes
STAin Good. Vehkkse Required' Prior' T ae-Ia sauanc hawnce~Ote Prnia

Otlarxe. aac

Alabama AL Nobel
AlasL x Ac~h Item, K x K K X

Alia MV xel x x x it
Arizona ALL Pro~vkdl' Fmurca Co." xt x x x it

1MV it 3Roh t it it x i
Arkansas AL x xCalifornia ALL t it t it it i x

Coanecticut x All-Goods ruawc it it IC IC IC i

Delaware V x x 94

District ofColumbia X .)-44

Georgia
Hawaii it All-Goods it x t it it i
Idahso x t it it i x
Illinois it All-Goods it it i Lumped x it
Indiarsa i All-Goods r~a @ee Co. it x )c Lamped it
Iowa Nontel it rPth t it t it it i
Kansas it All-Good Finance Co, it t it t it

Kentucky fm t IC C it x x K
Louisiana it Both t it it x i x
Maine it Finance Co.' it it i Lumped it i

Maryland it All-Goods Finnce Co. Each Item it t it it i
Massachusetts jIl L i00 X it x i

Michigan it" Both it i x Eeadinate it x
MALLot Proposed K IC x it x i

Mississi~pi it Fizsure Co.0 te t it t it K
Missoui it t it t it it i
Montana i AUl-Goods Ft-AWe (30. t it t it it i

Nersa ALL it Finance CO. t it it it KNeruta 1V it" Both it x x
Nevada L it t IC t it K

M MV it Both t it x t IC K
New Jersey it All-Goods goth" x X K xt X i

IALL its K it I
New Mexico MV K FIrosClo. K IC x K K i
New York JALL itU Finance C0.36 Each Itese X K Lumpedl" x K

1MV it FinaneCo." it K C IC IC i
NorthCarolina it" Both K K IC K
Noi th Dakota x All-Goods t it K X K x
Ohio x All-Goods it it i Lumped x
Oklahoma

ALL Prpoe Eac ti K K K K K
Oregon 1MV it K K K t it K
Pennsylvsarda it Both IC K i Estimate it K
Rhode land Noses_______________

South Cardina
South Dskota K Firmance Co. it K K x K K
Tenriewe K K K K K K K
Texas X0 ot K it K
Utah x x it K K K X

Veron Prpoe K it it it
Vemx Finance Co. X K K K )t K

Virginia it" Both xt IC it
ALL K All-Goed., Each Item t K K it K

Waslhington MVX4 tkx x
West Virginia

Wsosn ALL Proposed K K X it K K

K Rm oth K it K Lumped it i

FMC Rules it K K Estimte K

Truth inLe~nding Bill proposed K it t it K K



TRUTH IN LENDING-1968-84 1377b

DISCLOSURE STATUTES ON THE STATE AND FEDERAL LEVELS

DILSURE OF TEMW PENALTIES

Anal Anowa: fluter. De"a News
of of AfeL in weno in n,'

rIAN inn.. D.eeo Sl eloni. (M=-au t r1
Clnp

8  
DoAcc"' Intaflmtats Pie of ike.., Atonal) Term) In

Rat x x flow Sas x
x x tOO
x x x x K 100D
x x x x 00x

K K x x
x K K PC

K x K K
Lumpe x x x x x

x x x x x 2550x
K K K K K
K K K K 0 x

RA t. 5( x
x x x x 50

Sie x x x 500
x K K K

Lumped-Rat. x x x x0
Lumped x x x 1000 1lYear

x x x x SIM
x ,x x x saf x

x x K SW Mootu. x
x x x 5w0 x

x x x x 500 S moths x
-Lume x x x 500 x

x x x x loom x
PC x x x 100-5M x
x x x x x 500 6 mokaths x
K K K K x)

Both-
K K x K x
x x x x 500 x
x x x x 5006 smats, x
x x x x 500 6 m"shos x
x x x x x 5w00 Smaths
x x 10-ID 9 Sd&7%
K K K

Raz&W 50C60dap
x x x x 500 x
x K x K x 500

x x 25-10D
x x x x 5M0 x

Luape4-Ra x x x x 51M x
x x x c x 500 x
K x x x DIIroI"oCourOt DWMniO..OfCourt

RAW. x x 5w 1 lynx x
Lumped-Rae. x x two1 lYear

x x x x 59x
K K K K SW x
K K K x50

K K K x
x K x 0 x
x PC .P
K x K PC
K K K C 50 Smosahs
K x K K K
K K x K 5006 Smooth. x

RANe x x x 1000 Sotsx
K PC

Both x x x 500 lynx"
iomped 25-10D 90days

K K x 5M0

Both 5000 ipest xw
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I Those statutes who disclosure visions are of the all-goods variety are: ALASA STAY. 1 45.10.030(a)1962); Axm. H.B. 243 3 44-170, 26th e., st Reg. Ses. (Feb. 28, 1963);Amu. S. 255 § 448L6, 26th LS.,
st Rte. Sen. (1963); CAj Civ. Co* | 18.3; CoLO. R". STAT. ANN. 3 13-16-6(2) (1953); Comr. Gale. &TAT.

Ax. 1 42-64(s) (1960); Dn. Coot ANN. tit. 6 L 4305 (Gum. Supp. 1962); F. STAT. Axe. 3 50.54(1)
(1962); H aw Rav. LAws J 201A-(Supp. 1961). Iaso ;oms ANN,. 64-805 (Cum. Supp. 1961); u AlN.
ST. ch. 1211, 3 22 (Smith-Hurd 1960) Isn. A)m. STAT. 1 5&904 (1961 Replacement); KAN. Cam. Am.

6;Kv. Ray. STAT. Au 1962 S. 97 3 2(5) (Cu. Isue 1 962)1 M. Coos AlN. art. 83,
11|9(a) 157.3 MAss. AlN. LAWS ch. 2W55, h12 (Gum. Supp. 1961). A Bill for an Act to Require Truth ii

i Penaldes Minn. (1963); Mo. Am. STAT. 408,20(5) (COur. Supp. 1962); MoNT. Rey.
Co ANN. 7407(f) (1947 RpIacinemne) ;N. Rzv. STT. 45-3T (1960 Reissue); N.L Rav. STAT. A%-4.

399-B:2 (SOpPN 19613; NJ. STAT. Aa. 3 17:t6C-27 (Cum. S um. 1961); N.M. STAT. A". 3 61-15 (1953
Repl~met; .Y. Ptas. P?. LAWS 3 "402(3) and 64-a(e); ND. Rev. Coo t 51.1.02( 5 (1960); Omio
Rv . Coos 3 1317.02 (Anderson 1954), . S. I22, 52nd Leg. Ass., Reg. Sem. (Feb. 1, 1963); Ta . Coca
Aex. 3~7.1903(a) (Curm. Supp. 1962 ; UTAN Cow ANN. I 151-2aJB) (1953 Replacement); 

4
r. H.B. 161,

Gen. Ass., Reg. 5... (1963); WASH. S. 415 39th Stu. (Feb. 12, 1963); S. 750, f8th Cons., lot Se (1963);
H.B 3" A, 1 115-25(3), Was. Ass (Feb. 17, 1 3).

2 llse statutes whose disclosure provisions are limited to the sale of motor vehicles are: AsAsrA STAT.2&.10.050(b) (1962); Asuz. Rim. . ANN. 1 44-287 (Cure Supp 1962); C j Ctv. Coca W2982,,)-
Cow .R . ST A. A . 13.16-6(2) (1953);D DzL Co DS A N. tie. , 29 ( )(4) (g u S .

STA . AiNN. 3 520.07(2) (1962); IOWA Coca ANe. I 322.3(6)(c) (C upp. 2); Ky. Re. 5TAT.
190.1002) (1962)- LA. STAY Axm. I 96(E) (Cume. Supp. 1961); Mt. Ryv. STAT. ANN. ch. 59 1254(11
(Gur. S=gpp. 1961); MAss. Ase. LAws ch. *255 9 (GM. Supp 1961) Mcit. STAT. As. I 23.62(1)b
197); UneN. STAc. Ae. I 168.71(5)(b) (1960); Liss. Coca Aoe. I 8b75-13 (b) (Cour. Supp. 1%0); Nj

Rev. S 1ar.360-617 (1960 Reiasue)- Nzv. R v. STAY. j 97.020(2) (19571N. . Rv. 3TAr. Aesa. I-A:7(11
S 1960) N.M. STA. ANeN. f 50.15-7(B) (1953 Replacement ' N.. Pus. Lto, Laws 02(5); N.
Gm. STAT. | 20.-3(b) (Gum. Supp. 1961); SA. v. STAT. 83.520(3) (1961 Relcement); P A- ST

ANNs. ti. 69 L 614(B)((um. Supp. 1961); S.D. Coca 1 6.04C03 (5) (Supp.l960)] Tax. Re. Civ. STAT.
ANr. art. 5074, (lvml); 1 T. STAT. ANN. tit. 9, 2355(f)(um. Supp. 191); VA. ota AAs. I 46.1-545(b)

1958 RepLacement) WAsn. Rry. Cos AN. 3 46.70.130 (1962); WiS. STAT. ANN. 1 218.01(6)(b) (Cum.
1962); 16 C.FR. 3 i97.2(b) (Supp. 1957). If motor vehicles are included within the coverage of theafl-oo&s statute the column is ake accordingly.

. Those states which require the licenn of retail dealer and/or finance companies which rha retail
i lstallment saes contracts atre: A . Rev. STAT. Ase. 3 44"282 (Gum. Supp. 1962). AJsZ. H.B. 243, J 44852,

th Leg., 1st Rft.Sess. (Feb. 28, 1963); Cowo. R v. STAT. A.ew. 3 13-1 2 (1933); CONN. GLe. 9TAT. ANN.
14-52 and 3625 (190 ). D Coos AN . tit. 5 3 2902 (Cum. Sup. 1962 FLA. STAT. ANsN. 1 520.03

U962). IC. MrAe. STA T. 1 98911 (1961 Replacements; IOWA Coos AmNe. 3 322.3( ) (1949); Kas. Gin. STAr.
Alm.bl16-50 (S) Supp. 1961); LA. STAT. Am. 1 6:952(B) (Cum. Supp. i961); Mi. Rev. STAT. ANs.
ch. &9 250 (Cum . Supp. 1961); Mo. Coos ANm. art. 83. 1 154 (9 V; MAsS. ANN. LAWS ch. 255B,

2 Supp. 1961); MICe. STAT. ANN. | 23.628(3) (1957); Mam. STAT. ANN. 1 168.67(a) (1960)
Ls. Coos A- m. 3 8075.02 (Cum. 1960) MoNTe. .vv. Coou Amoe. 1 74-601(a) (1947 Replacement
Nn. Ray. STAT. 31 45-312 I, and 1 (1960 keiuue); N.H. RaV. STAY. Are. 3 561.A:2(f) (Supp. 1961i:
N.J. STAY. A 1N7. 1 (Cum. Supp. 1961); N.M. STAT. ANe. 1 50-15-5 (1953 Reai nt); N.Y.
Pas. Pkos. f 492; N.C. G .. STAr. 207 u Supp. 1961); PA. STAT. Amm. tiI. 69 4 09 (Cum.
Spp. 1

9 6
i S.D. (Cots 6.040 (Supp. 1960); VT. STAT. AX. tit. 9 1 2352 (Cum. Supp. 196); VA. COoS

ANN. I 46-1523 (198 Replacement); WASH. Rev. Coos ANN. 1 46.70.020 (1962); Ws.. STAT. ANN.21.01(2 1 )4 hc prie includes any repairs, charges for delivery, cost of servicing or improving goods, costs of

a e, and intalaton or other costJ normally included in the delivered cash price of goods, unless the
statement of each seprate item is indicated in the column.

5 The cost of insurance must be exactly and separately stated unless indicated in the column to the

6 finance c ge must be separately stated as a dollar amount unless indicated in the column that may
be lumped with the cost of insurance and/or may be stated in terms of a rate, or in terms ©f both a dolar
amount and rate.

7 In most of the statutes permnitetg the finance charge to be stated in terms of a percentage rate the
amount of the time balance may be omitted when the dollar amount statement as not used.

8 All statutes providing for the imprijonment of the %iolator state that such violator will be punished by
fine or imprisonment, or both.

9 Those states which enable the buyer to recover the charges he has pa when the seller violate_, the
di~closuprovisions are: Cil.; Del. (all-ood statute), Fla. (motor vehkle statute); Hawaii; Ill.; Minn.;
N.Y. (conditiona sales contracts statute); enn.; Utah. Recovery of reasonable attorney fees &nd court costs
ae usually allowed dhe prevailing part.

10 Those states which bar the viating seller's recovery of any time price differentiaJ delinquency or
collection charge are: Alaska; Ariz.; Cal. (all-goods statute); Colo.; Conn.; Del.; Fla. (sl-goods sttut.)
Idaho (rather than barring recovery, the statute in this state denies the seller the right to register or recor
the conditional saes contract); Ill.; Kein.; Ky.; La.; Me.; Md.. Mass.; M .iss Mo.; Mont.; N.H. (motor
vehicle statute); N.M. (mooe vehicle statute); N.Y. . (motor vehicle statute); *.D.; Ore.; Va. ReAonable
attorney's fees and court costs are usually awarded to the prevailing party. The seller is ordinarily permitted
to recover the cash price of the goods sold and also the cost of any insurance which he has purchased in
connection with the goods.

11 A very comprehensive bill of the all-goods variety was introduced in the 1959 Regular Session of the
Alabama Legislature S. 174. Leg. Reg. Sess. (119). However it was never reported out of the comsnittee
to which it was referred. Letter From Charles ,. Cooper, Director, Legsative Reference Service to the
Notre Des Lawyer, March 11, 1963, on file In Notre Dame Law Library.

12 The disclosure provisions are part of the Motor Vehicle Act. The dealer must furnish the purchaser
a Statement of Motor Vehicle Sale orior to the conunmation of the sale. Disclosure under this statute is
very Incomplete and unsatifactory.

13 H1. 243, 3 44-870, 2th Leg., t Reg. Se. (Feb. 28, 1963); S. 255, j 44-856, 26th Leg., lit Reg.
Sen. (1963).

14. Retail sellers holding contracts exceeding $10,000 are includ. Ibid., H.B. 243.
15 Only motor vehicle dealers, In addition to the sales finance comPniLes, must be licensed.
16 TU Installment Sales of Motor Vehicles act does not contain disclosure requirements.
17 Tbe current session of the Iowa Gener l Assemblhn had a bl -or the cretion of the oice of

consumer counsel introduced before it. HB. 453, 60th Cm. An. (Feb. 2 1963).
18 Remit sellers holding contracts which In the aggregate exceed $,000 any calendar year must &a) be

lictwed.
19 Fach subsequent offense is punishable by a fine of not over $0.
20 As a disclosure statute these provisions are largely ineffective since the Information must be disclosed by

the socssred pazty onmy to the extent that it is known at the time of the execution of the security agreement.
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21 The Motor Vehide Finance Act of 1950 [Mma. STAr. AN. 1 23.628 (1M7)] did not provide for the
repeal of eith-r the Motor Vehicle Installment Sales Act [MiCH. STAT, ANN'. j 19.415(2) (I97)] or the Moto
Vece Code Provision [MiCH. STAT. A.NN. j 9.1951 1957)]. "

22 For any subsequent offense, the violitor Is subject to a lke fine snd/or imprisonmeat for not over
One2 3e"s4 finance companies purchasing retail sale installment contracts, and dealen holding retail installment

contracts exceeding a totl aggregate outstanding indebtedness of $50,0., must be licensed.
24 These provisions are part of the Motor Vehicle Dealer's License Act. The disclsure is not comprehensive

and seems to have been intended more as a means of record-keeping than as a method of infoiming theconsumer.
2Nxv. Rgv. STAT. £ 97.060 (1957) provides for civil actions against a seller for exceeding the prescrbed

time. price differential limits or acceleration provisions, but provides no penalty for a violation of the discsure

l6 7"I statute requires only the disclosure of the cost of the credit. It is largely ineffective insofar a3
full informing the consumer of the fj coets of his puirchaie.

27 $wers note 196.
28 This statute provides only for discosure %hen the seller retains a chattel mortgage In the personal

proerty sold. Its requirements are neither comprehensive nor complete.
24Jn addition to an all-goods statute with disclosure provisions for retail installment contract, there is

also a statute requiring disclosure in conditional sales contracts. N.Y. Pus. PNaor. LAws 1 64-a.
30 A bill has been introduced at the present Le native Session which, if enacted, would require all

retail installment seller who hold more than $25,000 of installment paper to be licensed as sales finance oom-
panies. Letter From Vincent H. Crawford, Supervising Bank Examiner, New York to the Notre Dosm Lovl7tro
February 26,. 196, on file in Notre Dame Law Library. . .. ..

$1 Lumnpmg is permitted only under the conditional contract sttute. N.Y. Pu... Pos. L. 5 6.azg),
32 The finance charge may be expressed as a simple interest charge on the unpaid balance only under the

conditions Wales contract statute. N.Y. Pus. PNor. Laws: I 64-a(e).
53 Sspra note 198.
34 These provisions are embodied in the Motor Vehicle Dealers and Manufacturers Licensing Laws. They

do not offer complete disclosure protection.
35 A b-ll to establish a consumer counsel failed to pas the 1962 session of the General Assembly. S. 15

Gen. Ass. Jan. Sess. (Jan. 16, 1962). The bill still hs retained conuiderable interest. Letter from John F.
Cidilline, R'rch Asslstant, Legislative Council to the Nore D #a La'tcr, March 12, 1963 on fie In Notre
Dame Law Library.

36 Th statute merely leaves disclosure regulations to the FTC.
37 These provisions are found in the Motor Vehicles Code. They art neither complete nor comprehensive.
38 The disclosure provj iors are described In the statute as the '"details to be given by the mortgagor."

They relate to the execution of a contract or chattel motae, or the consummation of th, tal-of any
motor vehicle, and require very Umited disclosure. As a dislosre statute its value is very mnal.a Motor
vehicles are now probably covered. under the recently enacted all goods statute. S. 415, 38Mh Seas. (Feb. 12, l96).

39 The violator would be liable to the purchaser in the amount of $100 or in an amount equal to twice
the finance charge, whichever is greater. Liability sosuld not exceed 2,00D.

40 Ibid.

23-902 0-64-pt, 2--45
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(Excerpt from Notre Dame Lawyer, August 1963

Economic Institutions and Value Survey: The Consumer
in the Marketplace-a Survey of the Law of
Informed Buying ................................................ Robert C. Findlay, Frank

I. Miele, Robert M. Hanlon

1. INTRODUCTION

If consumers are offered inferior products, if prices are exorbitant, if drugs
are unsafe or worthless1 if the consumer is unable to choose on an informed
basis, then his dollar is wasted, his health and safety may be threatened,
and the national interest suffers. On the other hand, increased efforts to
make the best possible use of their incomes can contribute more to the
well-being of most families than equivalent efforts to raise their incomes.-1

President John F. Kennedy

The difficulties confronting the consumer today are manifested in countless
forms and varieties. The abuses are, in some instances, flagrant; but, because the
consumer is not effectively organized to present a unified front in his fight for fair
treatment, his views often go unheard. Attention here is focused on the consumer's
inability to purchase on an informed basis and the law's attempt to secure his
protection.

More particularly, consideration will be directed to three important aspects
of the problem: the labeling and packaging of goods, the credit terms of installment
purchasing, and guarantees and warranties. The "consumer in the marketplace"
s the topic of discussion. It may be a television commercial or magazine ad s whiu,
excites interest and prompts the consumer to enter the marketplace; but once
within its confines he is met by the hard sell of attractive labels and packages, easy
credit terms, lifetime guarantees as well as the salesman.

The section of the note dealing with labeling and packaging will examine the
law as it exists today and incidentally trace its origins and development. Emphasis
is here placed upon federal control, simply because of the greater stature it has
attained in this field. State law, however, will be considered. Attention is also given
to the federal "Truth in Packaging" Bill, s introduced by Senator Philip Hart of
Michigan, in order to assess future development in this field.

The purpose of the section concerned with credit protection is to analyze
the efforts that have been made, both on the state and federal levels, to "disclose
to borrowers in advance the actual amounts and rates which they will be paying
for credit." The core of the discussion relates to state legislative activity. Here,
in contrast to the above, the states have made the more significant law. But
throughout the survey, various portions of Senator Paul Douglas' "Truth in
Lending" Bill' will be interjected in an attempt to expose the existing deficiencies
of state law.

In the final area of study, once again both state and federal law have been
assigned a role in protecting the purchaser. Here, the efforts of the Federal Trade
Commission to prevent misrepresentaqon of manufacturers' guarantees are explored.
Such efforts operate prospectively, as does the administration of the law in prior
two sections. But the law of warranty, as. embodied in the common law, the
Uniform Sales Act and the Uniform Commercial Code, offers its remedy only
after the purchase has been made- when the representations, whether express
or implied, that induce sale have been discovered to be untrue. Particular scrutiny
will be given the seller's attempt to limit these representations through disclaimer
clauses in the contract of sale.

As a result, it is hoped that the reader will be aided in his accumulation od
knowledge concerning an area of law which bids fair to be a paramount one.

I Kennedy, Consurns'e Protetion and Intertst Program, Message from the Presidev
of the United States, H. R. Doo. No. 364, 87h Cong., 2d Setu. 1-2 (1962) [hereinafte
cited as 1962 Conurnr Proteclion Meisegs].

2 See generally Handler, The Regution of Adtpsrtising, 56 COLUx. L. R. 1018 (1956)
3 S. 387, 88th Cong., 1st Sess. (1963).
4 S. 750, 88th Cong., lit Ses. (1963).
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1H. LABErLi:o AND PAoCAoINo
If you found yourself in a typical American supermarket or drugstore for the

first time, one would hardly blame you if you stood somewhat in awe upon view-
ing the seemingly infinite number of items on display. A rapid tour up and down
the numerous aisles would be sufficient to convince you that a man-sized job lay
ahead in making a good choice among products. No friendly comer grocer, for
example, would be at hand to assist you in your dilemma. With the emphasis of
modern merchandising on self-service, competing commodities on the shelves
veritably cry out by means of their labels and packages urging your purchase.

Unquestionably, this is American marketing life today at the retail level. With
the inanimate label and package giving most of the sales pitch, there is the possi-
bility of deceiving the unwary buyer by leaving much unpaid. The "hidden per-
suaders" of color scheme and design and size of package may not always lend
themselves to adequate disclosure of what lies behind the label or within the package.
Obviously, the unscrupulous avail themselves of such possibilities with abandon.
Hence, it follows that the consumer must be afforded some measure of protection
in order to pursue his shopping ends with the assurance that he is actually getting
what he thinks he is getting. Perhaps it is true that one cannot judge a book by
its cover, but that in effect is what the consumer should be able fo do in resorting
to the labeling and packaging of the items he purchases. To secure this end stand
two federal agencies, the Food and Drug Administration and the Federal Trade
Commission, and related state law. But, it is currently felt in some quarters that
additional law is now needed to cope with the problems of contemporary marketing
practices. A "Truth in Packaging" Bill, recently introduced before Congress,' is
aimed at requiring stricter labeling and packaging standards in the consumer
commodity field, which mainly includes so-called "kitchen and bathroom" items.

A. Historical Selling and General Principles of the Federal Law
It was not always thus. The doctrine of caveat emptor- "let the buyer

beware" - was the prevailing doctrine until late in the 1800s. But as a result of
the agitation over adulterated food in the early part of this century," the maxim
began to wane. Governmental intervention appeared in the form of the Federal
Food and Drug Act of 1906.' As usually happens, however, the passage of time
revealed the inadequacies of this legislation in view of changing conditions. Un-
doubtedly contributing to the several shortcomings of the act was the fact that
it was the initial enactment in this area. Consequently, in 19386 Congress repealed
the Federal Food and Drug Act, replacing it with the significantly stronger Federal
Food, Drug and Cosmetic Act, still in force and aided by recent amendments.'
Devices and cosmetics were brought within the scope of the new act. That this
law manifested the recognition of the times that the consumer also deserved a
"New Deal" was clearly indicated by Mr. Justice Frankfurter in United States v.
Dotterweich:t' "The purposes of [the Federal Food, Drug and Cosmetic Act] thus
touch phases of the lives and health of people which, in the circumstances of
modem industrialism, are largely beyond self-protection." Thus: "The 'high pur-

5 S. 387, 88th Cong., 1st Sets. (1963).
6 The outstanding, though inadvertent, example of this was Upton Sir-lair's novel,

The Jungle. Originally designed to provide Socialist propaganda, the book had the' curious
effect of calling attention to revolting meat-packing-house practices instead. Sinclair later
remarked that he had aimed at the public's heart, but by accident had hit it in the stomach.
See Regier, The Struggtl for Federal Food and Drugs L.gislation. 1 LAw & CONTEMi. POD.3 (1933 .7 3 Stat. 768 (1906).

8 This was a good year for consumers: Congress passed both the Whetler-Lea Amend-
ment and the Federal Food, Drug and Cosmetic Act in 1938, during the same semon.

9 Drug Amendments of 1962, 76 Stat. 780 (1962); Food Additives Amendment of
1958, 72 Stat. 1784 (1950), discussed infri.

10 320 U.S. 277, 280 (1943).
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pose' of the Federal Food, Drug and Cosmetic Act ... is to protect consumers."'1

The act has, in large measure, achieved that lofty purpose. Liberal construction
of it, in order to protect the public effectively, is the rule."'

The Federal Trade Commission Act of 1914"1 made unlawful "unfair methods
of competition in commerce."" s The act as a whole, and section 5 in particular,
contained general prohibitions much along the same lines as the Sherman's and
Clayton s Acts but was significantly broader than the latter statutes. Mr. Justice
Douglas, in FTG v. Motion Picture Advertising S,vice Co.," described its scope
in these words:

The "unfair methods of competition," which are condemned by §5(a)
of the Act, are not confined to those that were illegal at common law or
that were condemned by the Sherman Act .... It is . . . clear that the
Federal Trade Commission Act was designed to supplement and bolster
the Sherman Act and the Clayton Act ... to stop in their incipiency acts
and practices which, when full blown, would violate those Acts, as well
as to condemn as "unfair methods of competition" existing violations of
them.'1

Under the original act the basis for the Commission's jurisdiction was injury
to the competitor. However, this proved to be too narrow a view, especially insofar
as the ultimate consumer was concerned. In rendering its decision in FTC v.

"Raladam Co.?" the Supreme Court of the United States emphasized competition
and minimized the factor of public interest.' 0 The case was severely criticized,
with the main line of attack indicating that the Raladam approach in reality left
the consumer virtually unprotected by a weakening, if not actual nullification, of
the express powers delegated to the Commission for the protection of the public. 1

However, three years after the Raladam decision the Court evidenced a
changed approach in FTC v. R. F. Keppel & Bro.2 in which it recognized that
the Commission did possess jurisdiction in unfair trading cases, irrespective of
whether the interests of the public or those of merely a particular class of com-
petitors demanded that the complained-of practice be eliminated. This holding
received Congressional approval in 1938 when it passed the Wheeler-Lea Amend-
ment2" which granted the Federal Trade Commission authority to challenge unfair
practices on the basis of whether the proceeding was in the public interest, rather
than solely on the restricted basis of whether the practice in question involved
injury to competition." The upshot of this change worked by the Wheeler-Lea
Amendment was that the Commission was enabled to concern itself with protection
of the consumer in a more direct fashion, whereas previously it could only pcotect
him indirectly via protection of the competitor.

11 Strey v. Devine's, Inc., 217 F.2d 187, 190 (7th Cir. 1954).
12 United States v. Bodine Produce Co., 206 F. Supp. 201 (D. Ariz. 1962).
13 38 Stat. 717 (1914), 15 U.S.C. {§ 41-77 (1958).
14 38 Stat. 719 (1914), as amended, 15 U.S.C. § 45(a) (1958).
15 26 Stat. 209 (1890).
16 38 Stat. 730 (1914).
17 344 U.S. 392 (1953).
18 Id. at 394-95.
19 283 U.S. 643 (1931).
20 Among other cases prior to 1938 holding that injury to competitors is the'determina-

tive criterion are Berkey & Gay Furniture Co. v. FTC, 42 F.2d 427 (6th Cir. 1930) (insuffi-
cient injury); Lighthouse Rug Co. v. FTC, 35 F.2d 163 (7th Cir. 1929) (sufficient injury).

21 See DU, NsERo, TRADS MARtK PROTECTION & UNPAiR TADtNo 172, 173 (1936).
22 291 U.S. 304 (!934).
23 52 Stat. 111 (1938).
24 In Progres, Tailoring Co. v. FTC, 153 F.2d 103, 105 (7th Cir. 1946), it was said:

"(Slince the [Wheeler-Lea] amendment . . . , the Commission has had Juniction of all
cases in commerce affecting the public interest whether or not competition is involved;
hence it Is no longer necessary to show competition, if there is an act or practice in com-
merce inimical to the public interest."
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The principal weapon utilized by the FTC in enforcing the provisions of the
act is the cease-and-desist order. Its primary purpose is, in a sense, unique since
it is unlike most of the usual remedies afforded by the courts: "Orders of the Federal
Trade Commission are not intended to impose criminal punishment or exact com-
pensatory damages for past acts, but to prevent illegal practices in the future." s

Thus, since the Commission is bent on preventing what could happen before it
actually does, rather than remedying the wrong after it occurs throughpunislunent
of the wrongdoer, no damage to the public, in the ordinary sense of the word, need
be shown."*

Some 53 years ago, between the passage of the original Federal Food and
Drug Act and the Federal Trade Commission Act, the following widely-quoted
statement by Judge Coxe in Florence Mfg. Co. v. 1. C. Dowd & Co." aptly revealed
the tendency of the times toward consumer protection:

The law is not made for the protection of experts, but for the public
- that vast multitude which includes the ignorant, the unthinking and
the credulous, who, in making purchases, do not stop to analyze, but are
governed by appearances and general impressions.28

Not only was it thus felt that it would be best for the public to have protection
of this sort, but it was also demonstrated that the group covered would be all-
inclusive.

In protecting the "vast multitude," primary consideration is given to the
effect that the various methods of labeling, packaging and advertising have
in inducing the consumer to consummate a purchase. The peculiar circum-
stances and facts which may surround a particular unfair practice, from the
standpoint of the marketer, are of relatively slight, if any, importance. Thus,
a seller's lack of knowledge of the falsity of a representation is no defense to a
charge of deception, 9 nor is his good faith.' 0 Moreover, actual deception of the
consumer is not essential before a violation of section 5 can be found.'" A showing
of intent to deceive is likewise not necessary." Rather, the test which is generally
applied is whether or not the representation hs a capacity or tendency to deceive."

Furthermore, an ambiguous representation is unfair where one meaning is
false;"4 and the literal truth of a representation is no excuse where a false impres.
ion is created. 85 Apparently, about the only representations that are not susceptible

of being construed as violative of the act are those which contain the expression

25 FTC v. Ruberoid Co., 343 U.S. 470, 473 (1952).
26 National Harness Mfrs.' Ass'n v. FTC, 268 Fed. 705 (6th Cir. 1920).
27 178 Fed. 73 (2d Cir. 1910).
28 Id. at 75. Cf. United States v. 88 Cases Containing Bireley's Orange Beverage, 187

F.2d 967, 971 (3d Cir. 1957), cert. denied 342 U.S. 861 (1951): "iT]he normal inference
is that the legislature contemplated the reaction of the ordinary person who is neither savant
nor dolt, who lacks special competency with reference to the matter at hand but has and
exercises a normal measure of the layman's common sense and judgment." (Emphasis added.)

29 Gimbel Bros., Inc. v. FTC, 116 F.2d 578 (2d Cit. 1941).
30 Feil v. FTC, 285 F.2d 879 (9th Cir. 1960).
31 Feil v. FTC, 285 Fd.2d 879 (9th Cir. 1960); American Life & Acc. Ins. Co. v. FTC,

255 F.2d 289 (8th Cir.) cert. denied, 358 U.S. 875 (1958); Northern Feather Works v.
FTC, 234 F.2d 335 (3d Cir. 1956).

32 Gimbel Bros. Inc. v. FTC, 116 F.2d 578 (2d Cir. 1941); Indiana Quartered Oak
Co. v. FTC, 26 F.2A 340 (2d Cir. 1928).

33 Royal Oil Corp. v. FTC, 262 F.2d 741 (4th Cir. 1959); Goodman v. FTC, 244 F.2d
584 (9th Cir. 1957); Progress Tailoring Co. v. FTC. 153 F.2d 103 (7th Cir. 1946);
Etablissements Rigaud, Inc. v. FTC, 125 F.2d 590 (2d Cir. 1942). Typical of the judicial
statements made with regard to the test to be applied is that of Chief Judge Gardner in
American Life & Ace. Ins. Co. v. FTC, 255 F.2d 289, 293 (8th Cir.), cert. denied 358 U.S.
875 (1958): "The fact that there was no evidence that anyone had in fact been deceived

. was not conclusive. The test was whether such advertisements were likely to deceive."
34 United States v. 95 Barrels of Vinegar, 265 U.S. 438 (1924).
35 P. Lorillard Co. v. FTC, 186 F.2d 52 (4th Cir. 1950).
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of an honest opinion" and those of which it can legitimately be said are nothing
more than harmless "puffing.'3

In many respects, the FDA and the FTC each deal with quite similar problems.
Since both agencies have the common objective of preventing deception of the
public through the misrepresentation of food, drugs, devices, and cosmetics, both
have frequently been in simultaneous pursuit of the same practice. Through the
misbranding provisions of the Federal Food, Drug and Cosmetic Act,' s the FDA
is concerned chiefly with the promotion of truthful and informative labeling.
Through section 12 of the Federal Trade Commission Act,"9 added by the Wheeler-
Lea Amendment of 1938,40 the FTC is given authority to deal with false advertise.
ments, other than labeling,' of food, drugs, devices, and cosmetics. Although the
jurisdictional lines appear thus to be clear, a problem is presented where material
serves as both labeling and advertising in a given instance. 4' In that situation,
the FDA and the FTC have concurrent jurisdiction and efforts on the parts of
both were being needlessly duplicated in many cases. To obviate this difficulty
a working agreement between th.;, two agencies was announced on June 9, 1954 in
order to provide for better liaison, thereby cutting down on duplicate litigation
except in those instances where two proceedings are considered to be to the interest
of the public." Generally, it was decided that the FDA is to be concerned with
labeling alone and the FTC shall have jurisdiction over advertising.

I1. CONSUMER CREDIT AND DiSCLOSURE STATUTES

The drugstore and supermarket are not the only sources of deceptive selling
and confused buying. The department store, the appliance house and the used car
lot, down the street or at the other end of the shopping plaza, can present the
consumer with misrepresentation and bewilderment of a different sort - how much
does the product cost? Here an individual is bombarded by such inducements as
"ino money down," "easy credit terms," "up to 18 months to pay," and "pennies
a day." The Sixth Circuit some time ago succinctly stated the problem:

The average individual does not make, and often is incapable of making,
minute calculations to determine the cost of property purchased on the
deferred payment plan. Mechanization, industrialization, and urbanization
have transformed the structure of our society and raised to the proportions
of a major social problem, the protection of the installment purchaser
against his own ignorance and the pressure of his need.&#*

"The variety and complexity of finance ... arrangements and the charges for
them are such as almost to defy comprehension." 15 7 The retailer, it would appear,

180 109 CONo. Rac. 604 (daily ed, Jan. 21, 1963).
181 Chicago Sun-Times, Mar. 7, 1963, p. 9, col. I.
182 Ibid.
183 Id. at col. 2.
184 Hearings on Packaging and Labeling Practices, Part 1, at 175.
185 108 Coio. REc. 19267 (daily ed. Sept. 24, 1962).
186 -Ford Motor Co. v. FTC, 120 F.2d 175, 182 (6th (Cir. 1941).
187 Statement of Theodore Yntema, vice-president in charge of finance, Ford Motor Co.,

testifying before the Senate Hearings on Automobile Financing, as quoted in Hearings Before a
Subcommittee of t e. Committee on Banking and Currency on S. 1740, 87th Cong., 2d Sess.
404 (1962) [hereinafter cited as 1962 Hearings on Truth in Lending).
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can find many techniques to camouflage the actual cost of buying on time. To
prevent this abuse, the major device employed in all regulatory statutes is based,
at least in part, on the philosophy of disclosure."1 The reasons for disclosure laws
seem quite sensible: the man in the marketplace ought to know what his purchase
will cost him. Accordingly, disclosure will place the consumer in a better position
to determine whether his financial resources are sufficient to meet "18 easy monthly
payments." Further, the knowledge of the true costs of competing and comparable
merchandise will permit the purchaser to make an economically wise choice in: his
selection. Lastly, equipped with an awareness of actual credit costs, the consumer
is able to determine the relative advantages of accepting the financial arrangement
offered by the vendor or borrowing the amount of the purchase price from another
source.

A final qualification--credit disclosure-will be discussed only insofar as statutes
deal with the information relevant to costs which must be made known at the time
of initial purchase in a vendor credit1" transaction. These provisions may be
found in many types of legislative enactments, as, for example, retail installment
sales acts, motor vehicle financing acts, conditional sales contracts acts, and motor
vehicle codes. However, here disclosure will be broadly considered. No distinction
will be made as to the types of legislation in which these provisions appear. All
legislation embodying credit and cost disclosure provisions are categorically referred
to as disclosure statutes.

A. Historical Growth of Disclosure Statutes
The earliest attempt in the United States to insure disclosure of financial

charges was probably under the Russell Sage Foundation's Uniform Small Loan
Law, which included a provision that at the time of making the loan the borrower
was to be given a clear statement of the exact terms of the loan.'"o This principle
has been followed to the present day and forms the basis for disclosure statutes in
the retail sale of consumer goods.

Following the early loan law, various efforts to bring about full disclosure in
the installment sales field were made at both the federal and state levels. In 1933,
unsuccessful efforts to agree on uniform trade practices were made under the
National Industrial Recovery Act."' But, in that same year, the principle of dis-
closure gained important stature when Congress passed the Security Act of1933."
President Roosevelt, in a speech before Congress, underscored the policy behind the
"Truth in Securities" Law: "This proposal adds to the ancient rule of caveat emptor,
the further doctrine 'let the seller also beware.' It puts the burden of telling the whole
truth on the seller."' With this impetus, Indiana pioneered the way for the states
by passing the Retail Instalment Sales Act in 1935.'" This was the first statute to
require the vendor to fully disclose all terms of purchase costs to the installment
buyer.

All of the activity, however, did not shift to the state legislative arena. The
federal government made another attempt at control over consumer sales in the

188 Hogan, A Survey of State Retail Installment Salts Legislation, 44 CORNELL L.Q. 38
(1958).
189 Vendor credit is basically a transaction wherein the consumer buys directly from a

retail merchant on an installment plan, the payments being deferred in payment of a finance
charge. When the consumer goes to a source other than the vendor and borrow funds to pay
for his purchase, paying interest for his loan, he is then relying upon lender credit.

190 Robinson & Nugent, REOULATtON OF THR SMALL LOAN BUSINESS 96 (1935); 16 U.
CI. L. Rzv. 609 (1949).

191 See 2 1Aw & CoNTIMP. Paos. 200 (1935).
192 48 Stat. 81 (1933), 15 U.S.C. § 771j (1958).
193 Speech made to Congres by President Franklin D. Roosevelt, March 29 1933.
194 Ind. Acts 1935, ch. 231 (now IND. ANN. STAT. §§ 58-901 to .934 (1961 kepiacer ,entl.I
195 For an excellent discussion of the historical background of retail installment saes

statutes, see 53 Nw. U.L. Ray. 137 (1958).
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form of Regulation W.11" Under a presidential order, Regulation W was first
issued on September 1, 1941 as a defense measure."' Its basic purpose was to pace
a ceiling over prices of consumer goods. Noteworthy, however, were the provisions
which required specific disclosure of all credit terms in the sale of durable consumer
goods which cost $5,000 or less. Regulation W was allowed to expire in 1952.193

When the Uniform Commercial Code was first proposed, the drafters con.
sidered incorporating credit disclosure requirements within its provisions. Section
9.205 of the Proposed Final Draft contained extensive disclosure requirements, not
unlike those now found in most state statutes.'" But, on January 14, 1951, the
Council voted to delete this section, and the executive session of the Editorial Board
agreed.20 However, this is not to say the problem is unworthy of study and atten.
tion -"Since it is the policy of the Commissioners on Uniform State Laws not to
draft statutes of a highly regulatory nature at least when regulation is in the
experimental stages, this Part does not attempt to meet abuses which may exist."I"
Today, neither the Uniform Commercial Code nor the Uniform Sales Act contains
disclosure provisions.

During this same period, widespread dealer abuses in the sale of motor vehicles
led the Federal Trade Commission to hold a series of extensive hearings. Here,
the gap between the regulations provided by a few states and the general need
for such regulation, came to the attention of the Commission. As a result of the
investigation on February 6, 1951, the Commission adopted the Trade Practice
Rules governing automobile financing.'0 2 Based on Section 5 of the Federal Trade
Commission Act, these rules were designed to eliminate and prevent deceptive
practices in the installment sales of automobiles. Although the FTC did not attempt
to define the precise application of the Trade Practice Rules, the rules are neces-
sarily limited to transactions in interstate commerce because of the constitutional
and statutory restrictions on the Commission's jurisdiction. 03 Thus, the reach of
the regulations has not offered effective protection for installment buyers because
of the intrastate character of most automobile purchases. From the standpoint of
consumer protection, the chief effect of the rules appears to have been the indorse.
meant which they gave to the enactment of state regulatory rules.

A related influence spurring state activity was the notoriety of deceptive dealer
practices in the sale of motor vehicles. The "Findings and Declarations of Policy"
found in the Pennsylvania Motor Vehicle Sales Finance Act typifies the need then
recognized for such legislation: "An exhaustive study . . discloses nefarious, un-
scrupulous and improper practices in the fiancing ofthe sale of motor vehicles...
which are unjustifiably detrimental to the consumer and inimical to the public
welfare." 204 The act concludes that these pernicious practices "have existed to
such an extent that regulation of the installment selling of motor vehicles is
necessary to the adequate protection of the public interest."' 05 The ice having been
broken with the widespread enactment of disclosure statutes in the sale of motor

196 See 63 Hiav. L. Rav. 874 (1950).
197 Exec. Order No. 8843, Aug. 9, 1941, 3 Code Fed. Regs. ch. 2 (Cum. Supp. 1943).
198 12 C.F.R. § 222.6(c) (1949), revoked 14 Fed. Reg. 3742 (1949) reinstated 32A C.F.R.

ch. XV. §6(2)(c) (1951), suspended, 17 Fed. Reg. 4256 (1952).
199 Uniform Commercial Code, Proposed Final Draft, Spring 1950, 742-44. See also §7-

200 6 Bus. LAW. 119 (1951).
201 Uniform Commercial Code, May 1949 Draft, § 7-601, Comment. (Emphasis added.)

At the time of the proposed section thirteen states had retail installment acts requiring dis-
closure. 16 LAW & CONTESP. Piton. 27, 37-38 (1951).

202 16 Fed. Reg. 1059 (1951).
203 See FTC v. Bunte Bros., 312 U.S. 342 (1949), holding that FTC jurisdiction does not

extend to intrastate commerce.
204 PA. STAT. ANN. tit. 69, § 602 (Cum. Supp. 1961). The act "was enacted for the protec.

tion of the purchaser of automobiles. Roxy Auto Co. v. Moore, 180 Pa. Super. 603, 122
A.2d 87, 88 (1956).

205 Id. at 602.
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vehicles, legislatures in the last decade have been quick to expand coverage by
passing statutes which require disclosure in the sale of other consumer goods as
well.

The period between 1957 and 1963 has seen a flurry of new legislation.2 "
Presently, 42 states have statutes requiring disclosure either in the sale of motor
vehicles, all other consumer goods, or both. 01 Many states also have disclosure
requirements in connection with revolving credit plans and add-on contracts.0

On the federal level, the "Truth in Lending" Bill, after difficult going in committee
for the past three years, has been reintroduced by Senator Douglas.'" One of the
provisions of this bill presently causing the greatest stir among retailer groups is
section 4(b), which sets forth disclosure requirements for revolving or open-credit
plans.

It is apparent that disclosure has become an accepted fact of life in the field
of installment sales. Therefore, the remainder of this section will be directed toward
an analyis of how the principle is applied and how such application may be
effectively improved.

B. What Goods Are Covered
To reiterate, the fundamental principle of disclosure is to infotm the uninformed

of the full cost of merchandise offered for sale under financing plans. Thus it would
seem elementary that the disclosure statutes should be equally applicable to the
sale of all consumer purchases, irrespective of the kind of the goods bought, the
nature of their use, their cost, or the security interest which the seller retains in
them. But this proposition is not at all descriptive of the existing disclosure statutes.

1. Coverage According to Kind of Goods
A look at the disclosure statutes reveals that the most variant item Ms t

coverage is the treatment of consumer protection on the basis of the kind of goods
which are involved in the sale. The broad categorization is twofold: those statutes
which require disclosure in the sale of motor vehicles and those termed "all-goods"
statutes which provide for disclosure in the sale of consumer goods other than
motor vehicles. Forty-two states currently have disclosure statutes of one type or
another. A numerical breakdown of these statutes 10 would reveal that: (1) thirty-
nine states require disclosure in motor vehicle sales; (2) sixteen states require dis.
closure only in connection with the sale of motor vehicles; (3) twenty-eight states
have separate statutes relating to the sales of motor vehicles; (4) eleveni states have
both motor vehicle acts and all-goods statutes; (5) twenty-six states have statutes
of the all-goods variety; and (6) twelve of the states having all-goods statutes
include motor vehicles within their coverage.

On the federal level, the Trade Practice Rules of the FTC regulate only motor
vehicle sales, though the proposed "Truth in Lending" Bill would extend the federal
regulat.:'n to all consumer goods. Since the definition of "credit" in this bill is
all-inclusive,"1 " Senator Douglas has indicated that there would be a substitution

206 See 13 Pzas. FiN. L.Q. RaE. 99 (1959); Id. at 136; 14 Pats. Fit. L.Q. REp. 153
(1960); 16 PaRs. FiN. L.Q. REP. 129 (1962).
207 See chart infra and accompanying notes lc and 2c.
208 Disclosure under a revolving credit plan involves furnishing the purchaser with a

monthly statement of his purchases, unpaid balance, and the finance charge on that balance.
See e.g., FLA. STAT. ANN. j 520.35 (1962).
209 20 Cong. Rec. 1905 (daily ed. Feb. 7, 1963) (S. 750).
210 For a state-wide listinp 'here statutes, along with their full citation, see chart infra and

accompanying notes le and 2
211 "'Credit' means any . i mortgage, deed of trust, advance or diazount; any condi-

tional sales contract; any contra so sell, or sale, or contract of We of property or services,
either for present or future deliver, under which part or all of the price is payable subsequent
to the making of such sale or contract ...... S. 750, 88th Cong., lst Sess. § 3(2) (1963).

BEST AVAILABLE COPY
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of the Federal Reserve Board, which is charged with enforcing the bill, for the
FTC in the regulation of motor vehicle sales."'2

As demonstrated by the mere number of statutes, legislative recognition of the
need for disclosure has been readily granted the purchasers of motor vehicles. A look
behind the motor vehicle statutes, to the reasons for this disparity based on the
kind of goods purchased, will provide a valuable yardstick of determination for
future legislative activity. Undoubtedly the greater cost of motor vehicles, as com-
pared with the other purchases of the consumer, was an influencing factor. Of
historical significance is the fact that when the application of the disclosure principle
to consumer purchases was still in its embryonic stage, installment buying was itself
still limited. Motor vehicles were costly. It was natural, therefore, that installment
plan buying first made its mark upon our contemporary economy in that field.
Motor vehicle dealers were therefore in a position to refine subtle screens to deceive
consumers, unmindful of the intricacies of this new easy-money mode of buying.
The schemes were varied but included such practices as lumping the insurance cost
with the finance charge to give the appearance of low credit charge and advertising
automobiles for ;100 down and $10 a month, without indicating the interest or
carrying charges. But with the continued popularity of installment buying'1 ' the
abuses soon were uncovered. The earlier notoriety of these abuses no doubt is the
key reason for the wider recognition of the need for an informed consumer in the
automobile market.

Though these factors show a historical explanation of the limitation of dis.
closure principles to motor vehicle sales, they do not justify its continuance. The
costs of goods are high. As the deferred payment plan becomes more and more
an integral part of every consumer's economic existence,21

4 the justification for a
disparity of consumer credit protection on the basis of the kind of goods purchased
becomes incomprehensible.

2. Coverage According to Use of Goods
In a small number of states the consumer is not entitled to the protection of

the disclosure statutes if his purchase of goods is made for a commercial use"'
Typical of the statutory language excluding commercial purchases from coverage
is that of the Delaware statute, which defines "goods" as "tangible chattels bought
for use primarily for personal, family or household purposes, as distinguished from
commercial or agricultural purposes. "u6 The proposed "Truth in Lending" Bill pro-
vides no blanket exclusion of commercial transactions,1'1 but "credit transactions
involving extensions of credit to business firms""18 may be excepted from the act.
Practical policy arguments would strongly favor the exclusion of the great bulk of
daily commercial transactions. If such transactions were not excluded the state
would be called upon to police the activities of firms well able to protect them-
selves. Staffed with competent buyers and statisticians, there is little likelihood that
a large enterprise will be uninformed as to the true costs of its purchases.

212 Letter fron Senator Paul H. Douglas to the Notre Dame Lawyer, Miar. 15, 1963 on
file in Notre Dame Law Library.

213 See general, United States Board of Governors of the Federal Reserve System Con-
turner Instalment Credit, pt. 1, vol. I, c. 8 (1957) (hereinafter cited as Federal Reserve System
Bulletin).

214 See ge eraly, Id. at ch. 6.
215 ALAs)-,- STAT. § 45.10.220(2) (1962); CAL.'CIv. CODE J 1802.1; DZL. CODs ANN . tit.

6, § 4301 (Cum. Supp. 1962); FLA. STAT. ANN. § 520.31 1) (1962); ILL. ANN. STAT. CI.
121!/, 223 (Smith-Hurd 1960); Ky. Rsv. STAT., Acts 962, S 97, § 1(I) (Cum. Issue
1962); N.U. Pas. PoeP. LAws §J 401, 64-a- TzNN. CoDs ANN. § 47-1902(a) (Cum. Supp.
1962); WASH. S 415, 38th Ses. (Feb. 12, 143). The Idaho statute is not applicable to sales
of household goods and furniture, musical instruments, motor vehicles, farm implements, and
mn.hinery. IDAHO Coos ANN. 64-805 (1948).

216 DEL. COos ANN. tit. 6, §4301 (Cum. Supp. 1962).
217 S. 750, 88th Cong. lit Se. § 3(2) (1963).
218 Id. at § 5(a).
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However, if all commercial purchases were exempted, protection of the law
would be denied to the Main Street shopkeepers, salesmen, and others like them,
in the purchase of supplies and equipment essential to earning their livelihood.' 1

It is necessary to weigh both the practicability of burdening the state with protecting
the large private enterprise in its commercial purchases and the need of the small
businessman in his buying transactions. Perhaps the best solution is to extend the
coverage of these statutes to all goods, regardless of their use, and impose dollar
limits upon the cost of the goods covered.

3. Coverage According to Cost of Goods
In a handful of states the protection given consumers is limited to goods of a

prescribed cost. Disclosure of the terms of sale is required only in sales of a specified
cost. Such dollar limits are found in both the all-goods and motor vehicle statutes.
With little exception, these statutes place a ceiling upon the cost of the goods
covered. 22 0 In some states, 21 however, a floor is placed under the cost and all goods
over that amount are covered by the statute. Minimum limits can be found only in
all-goods statutes.

To evaluate the protection rendered the consumer in one of these states, as
compared with the purchaser in a state whose statute has no dollar limits, it is
again necessary to consider the basic principle of disclosure. Under statutes having
no dollar limits, all purchases fall within their coverage. Enacted to provide the
consumer with knowledge of the full cost of his purchase, it is certain that more
comprehensive protection is afforded by these disclosure statutes. But practical
considerations weigh heavily. Under no-limits statutes enforcement agencies have
an almost infinite number of sales transactions to police, ranging all the way from
a disgruntled purchaser of a lawn mower to the unhappy buyer of a 58-foot yacht.
Enforcement in those states might well be less effective because of this unwieldy
burden. Thus, it wculd seem that more vigorous protection could be given the
consumer in those states limiting the scope of their acts. This is especially true
of limitations in the all.goods statutes. The only hindrance to stringent enforcement
under motor vehicle statutes with no dollar limits is the inclusion of commercial
purchases of vehicles.

The question that is really crucial would seem to be that of determining
what dollar limits are best. By setting a minimum limitation states may eliminate
many spurious complaints. Some statutes'" seem to have been prompted by the
notion that purchases of under $75 or $100 are of too little value to be of concern
to the state. From the practical standpoint of enforcement, it is probably true that
placing upon the state the responsibility of protecting the consumer in these small
purchases would result in many more complaints than could be effectively handled.
But this might well defeat the fundamental purpose of the disclosure statutes by
not protecting the average wage-eaming consumer where he most needs protection
--his weekly and daily encounters with vendor credit. It is not inconceivable
that the greater number of abuses take place at this level of consumer purchases,
for, not only are the greater number of the consumers in this bracket likely to be
less-educated, wage earners, but also they are less likely to take pencil in hand
and compute the actual cost of an item which they purchase where the amount
involved is so small. It might well be, then, that this is the fertile soil in which
the unscrupulous tradesman toils his craf. Maximum dollar limits, on the other

219 See 19 Rocxv MT. L. Rpv. 135 (1947).
220 Conn. ($6000); Fla. motor vehicle statute ($7500); Ind. ($9999); Ky. motor vehicle

statute ($5000). La. ($7500)' Md. ($2000); Miss. ($7500); Mo. ($7500)- N.H motor
vehicle statute ($7500); N.J. (47500); N.Y. conditional sales contract statute (43000); Utah
($7500).
221 Del. all-goods swatute $75 (unless a security Interest is retained); Idaho ($100).
222 Ibid.
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hand, seem desirable. Such limits eliminate many of the large interbusiness purchases
from the coverage of the act even where there is no blanket exclusion of commer.
cial transactions. Placing a limit of $7,500" upon the cost of goods and motor
vehicles appears reasonable. In an all-goods statute such a limitation certainly
should include most items which a consumer and small business will buy on the
installment plan, while drawing the line where the larger commercial transactions
are likely to begin. In the motor vehicle statutes, a $7,500 figure is adequate to
protect today's average car buyer, while excluding from the terms of the act the
commercial purchases of motor vehicles. Certainly the dollar amount can be re.
evaluated from time to time in light of economic conditions. In this regard, the
experience of Indiana should serve as a guide for other states. Initially setting the
dollar limit at $1,500 when the statute was enacted in 1935,"2 the Legislature has
progressively raised it through the years, increasing it to $2,500 in 1947,"' $5,000
in 1955, " and its present limit of $9,999 in 1961.2"

4. Coverage According to Interest in Goods Which Seller Retains
In the majority of the states"s the consumer is unprotected by disclosure

statutes unless the seller retains a security interest in the goods sold. This interest
may be retained either by way of a conditional sales contract,2t ' purchase money
chattel mortgage,' t0 or bailment lease. The limitation may have been motivated
by the desire to delegate to the enforcement agencies a manageable number of
transactions. However, in denying protection to the consumer who buys goods of
nominal value or perishable nature where no security interest is retained,"'1 a
good part of the disclosure theory is ignored. If statutes are to secure information
for the consumer, they should secure that information in all of his purchases, not
just those in which the seller considers the goods of such value as to formally retain
a security interest. Realizing this, several state statutes and the "Truth in Lending"
Bill require that no security interest need be retained in order for the disclosure
provisions to apply.

C. What Must Be Disclosed
The Fourth Circuit has noted: "Because of the misleading or ambiguous

manner of stating the finance rate and other charges in the usual installment con-
tract few installment buyers are aware of the rate or charges which they are actually
paying."2u 2 Disclosure statutes seek to eliminate this problem by demanding that
the seller set forth separately each of the items comprising the total cost of the goods
purchased. Specific statutory language to this regard is essential. Failing to require
such a separate itemization, the Washington motor vehicle statute138 has led dealers
to employ "hazy itemizing - grouping costs together under general heads and
not specific itemization""$4 and concealment of specific contract terms by ambiguous
or catch phrasing."'

33

223 This is the generally agreed upon ceiling in those states setting dollar limits. See supri
note 220.

224 Ind. Acts 1935, ch. 231, 1 [now IND. ANN. STAT. § 58901 (191 Replacement)]
225 Ind. Acts 1947, ch. 238, §1 [now IND. ANN. S AT. 58-901 (1961 Replacement)].

.226 Ind. Acts 1955, ch. 16, § I [now IND. ANN. Si'AT. 58-901 (1961 R,.p!_.cement)].
227 Ind. Acts 1961, ch. 324, § 1 now IND. ANN. STAT. § 58-901 (1961 Replacement)].
228 Among the minority group of states not requiring such an interest to be retained under

all-goods statutes are Cal., Del., Fla., N.H., Ohio, andTenn.
229 See e.g., OAtHO CODa ANN. 5 64-806 (Cum. Supp. 1961).
230 See e.g., N.M. STAT. AwN. § 61-8-15 (1953 Replarement).
231 See RoeY Mr. L. Razv. 135 (1917), and 63 Hm, v. L. Rav. 874 (1950).
232 United States v. Bland, 159 F. Supp. 395, 396 (D. Md. 1958).
233 WAsH. Rav. Conz ANN. § 46-70-130 (1962).
234 Letter From Roger A. Jones, Motor Vehicle Administrator, Washington, to the Notre

Dame Lawyor, Feb. 28, 1963, on file in Notre Dame Law Library.
235 Ibid.
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The New Jersey all-goods statute " s exemplifi s the manner in which variou's
items must be specifically disclosed:

Every retail installment contract shall set forth the following epirtte
items:-_ .3 _

(a) The cash price of the goods which are the subject matter of the
retail Installment contract;

(b) The down payment made by the retail btiyer, indcating whether
made in cash or in goods or partly in cash and partly In goods. The amount
of the payment in cash and in goods shall be shown separately.. A descrip.
tion of the goods, if any, sufficient for identification, shall be shown; .

(c) The unpaid cash balance'.
(d) The amount of, if any, if a sejiarate charge is made therefore, in-

cluded for insurance and other benefits, specifying the coverages and benefits;
e) The amount of official fees;'

The principal balance;,

(h) aThe time balance ... owed by the retail buyer to the retail seller
the number of installments required, the amount of each Installment expressed,
in dollars and the due date or period thereof; -

(i) The time sales price ....
The disclosure provisions found in the motor vehicle statutes are of substahtiallyF the"
same language and content.23 T The Trade Practice Rules of the FTC are'basically
the same, and the "Truth in Lending" Bill, with slight variation, is also similar.-

1. How is Disclosure Made
Before discussing the terms which mu-st be doclosed, a preliminary requirement

deserves consideration: how is disclosure of the terms made.
Basic of course to the whole theory of disclosure is that the contract, or an

itemization of the costs, be put into writing. All the disclosure statutes, including
the FTC Trade Practice Rules and the "Truth Li' Lnding" Bill, require such a
writing. This seems merely to be in recognition of the assumption that the con-
sumer would not long remember these individual costs if orally stated. To assure
the consumer's observance of the itemized costs many statutes5 s take even greater
precautionary measures by requiring that both buyer and seller.sign the agreement
or contract.
- OA equal importance is the requisite that the executed writing be delivered
to tht buyer. To secure information before obligation, delivery should be made
before the consummation of the purchase. It is unfortunate because in many
instances even though delivery of the writing4 mst be made, disclosure is defeated
by placing the cart before the horse - requiring delivery of, the writing after the
contract of sale is executed. In summary, the, statutes can be categorized as flows:'
(1) about half of the disclosure statutes require delivery'at the time 9f contract
execution;"' (2) a great number of the statutes require that the seller deliver or
mail a copy of the contract to the buyer. If there is no delivery of the motor Vehicle
or goods, then, until such delivery is made, the buyer can rescind;2*6 (3) some
statutes permit delivery prior to or concurrent with the execution of the contracts"
if requested; otherwise delivery is to be made within 10 -days after execution;1"2

(4) in other states, a seller-must mail or deliver the executed writing before the

236 N.J. STAT. ANN. § 17:16C-27 (O-m. Supp. 1961).
237 See e.g., Cow. RaV. STAT. ANN. § 13-16-6(2) (1953);.IOWA Coax ANN. § 322.3(6)
(Cur. Supp. 1962); Miss. CODx ANN. § 8075-13(b) Cum. Supp. 1960).
238 See e.g., MZ. RaV. STAT. ANN. ch. 59, § 254(1) (A) (Cum. Supp. 1961); MIu. STAT.

ANN. § 168.71(a)(1) (1960); Nzv. Rzv. SI!ATA § 97.020(1) (1957)..,
239 Ala.; Cal. (motor vehicle statute); Colo.; Conn.; Idaho; Ind.; Iowa; Ky. (motor vehicle

statute); Mich.; Minn.; Neb.; Nev.; N.H. (all-goods statute); N.J.; N.M. (all-gods statute);
Ohio; Pa.; S.D.; Utah; Vt.
240 Ari,-, Del. (motor vehicle statute); Fla. (motor vehicle statute); Hawaii; Ill.; Kar.;

Ky. (all-goods statute); La.; Me.; Md.; Miss.; Mo.; Moo t.; N.H. (motor vehicle statute);
NM. (motor vehicle statute) ; N.Y. N.D..; Ore.
241 Mass. (motor vehicle statute).
242 Va.; Wis.
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day the first payment is due;" (5) in two states the seller has the 'option of
delivering. the instrument when executed or afterwards, but until the buyer receives
a copy of it-he is not obligated to pay more than the cash price;'" (6) in one state
the delivery must be made prior to, or about the time of, the delivery of the motor
vehicle;*" and, (7) the-FTC Trade Practice Rules and the "Trth in Lending" Bill
demand that the seller furnish the buyer with an itemization before consummation
of the sale.

It would teem that each of these categories, with the exception of the last, is
in patent conflict with the basic concept of disclosure. They do nothing more than
the public-spirited citizen who phones the fire department after his neighbor's home
has been razed to a heap of ashes. They provide remedies for an uninformed
purchaser, such as allowing him to rescind, and relieving him of the obligation to
pay the finance charge, but do little to inform him before he Co6mnits himself to
that purchase. The only requirement consonant with the principle of full disclosure
is that of the FTC and the proposed federal "Truth in Lending" Bill which provide
for a complete itemization of all costs prior to the time the sale is consummated.

2. Cash Price and Down Payment
I All disclosure statutes require the cash price to be stated. Most statutes permit

the seller to include in the cash price figure the charges for accesories, delivery,
installation, repair or other services upon the goods. 6 In some states, however,
a separate statement of these charges must be made.'"

Under substantially all of the disclosure statutes' the consumer will receive
an itemization which sets forth the amount of the down payment or turn-in credit.
This amount usually must be accompanied by a description of such trade-in or
part payment. The statement of the amount of the unpaid balance of the cash
price is customarily required." An occasional statute, 50 however, requires no
disclosure of the unpaid balance. Providing for a separate statement of the unpaid
balance imposes very little additional clerical burden on the retail dealer. Since
it provides the consumer with a complete record of the credit transaction it is a
desirable feature of the disclosure statutes.

3. Statement of the Insurance
In the typical installment sale the seller will procure insurance protection for

the goods sold. The expense of this coverage constitutes part of the buyer's cost.
All' 51 statutes, therefore, specifically state that the cost of the insurance must be,
set forth. A common provision, especially in the motor vehicle acts, demands that
the teller not only reveal the cost of the insurance but also that he indicate the
coverage which it provides.' 3'

243 Fla. (all-goods statute); Man. (all-goods statutee; Tenn.
244 Cal. (all-goods statute); Del. (all-goods statute).
245 N.C.
246 See chart infra and accompanying notes Ic and 2c for listing of states and full citation of

statutes.
247 The only states in which a separate statement of these charges is required are Md. and

N.Y. (all-goods statute). The Ala. all- goods statute requires a separate statement of each item
comprising the cash price. See chart inyra and accompanying notes for a complete listing of the
states and a full citation of the statutes.

248 See chart infra.
249 Ibid. ,
250 Alaska (motor vehicle statute); Idaho; N.H. (all-go6d statute); N.C.; Tex.; Va.; Wis.,

FTC Trade Prictice Rules. See chart infre and accompanying notes Ic and 2c for a complete
listing and full statutory citations.

251 The New Hampshire all-goods statute is a general disclosure " law, specifically intended
to require the dealer to disclose the finance charge. However, since the purpose of the statute
is disclosure, Inferentially at least, it requires a separate statement of the insurance cost, even
though the statute does not specify that such a statement must be made.-

252 The most comprehensive statute in this regard is KAN.,'GXN. STAT. ANN. § 16-507(f)
(Supp. 1961).
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Disclosure of insurance costs is vital Although this is recognized by statutory
provision, the statutes vary in an important aspect. There is a parting of ways
as to the method and precision of -stating this -cost and the time when the exact
cost should be disclosed: s2 (1) the majority require that a separate statement of
the insurance cost be included in the itemization delivered to- the consumer;*"
(2) in Pennsylvania, and under the FTC's Trade Practice Rules, if the precise
cost of the insurance is unavailable at the time the contract is signed, an estimated
amount, ascertained from a chart or recognized rate manual, may be set forth in
tha contract. Further, the contract must state that the cost of the insurance is
estimated and contain a notice to the buyer that the differemce between the estimated
cost and the actual cost, including the finance charges on such amount will be
adjusted at the time of final payment. A statement of the amount of the adjustment
has to be furnished the buyer simultaneously with the delivery of the insurance
policy; (3) in Michigan, if the precise cost of the insurance is not available at
the time the contract is signed, an estimated amount, ascertained -from the current
applicable manual of a recognized standard insurance rating bureau may be-set
forth in the contract; (4) in other state's s the insurance cost may be lumped with
the amount of the finance charge. The seller is then under a duty to send the
buyer the exact cost of both within a specified number of days; and, (5) in Wis.
consin, the Commissioner of Banking may permit the motor vehicle dealer to
combine the insurance cost and-finance charge in one statement under such rules
and regulations as the Commissioner may from time to time prescribe. ,

It is noted that the majority approach allows neither an estimation of the
cost nor lumping. This clearly seems to be in the best interest of an informed
consumer, notwithstanding the oftimes difficult task of determining the exact
insurance cost which such statutes impose up6n the seller. However, dealers have
recurrently claimed that because they are frequently unable to ascertain the exact
amount of the insurance at the time of sale, they should be entitled to estimate its
cost. The Proposed Final Draft of the UCC (Spring 1950) attempted to satisfy
those making such claims. It permitted the insurance to be stated as an approxi-
mated cost if the buyer was notified within 30 days of its exact costs" Writing
in support of the statement of the insurance cost as an estimated amount, J. Francis
Ireton, secretary of the American Bar Association, argued that because of the multi-
farious models of vehicles and therefore many class rates it is almost impossib,..
to know, at the time of sale, the exact cost of insurance.?- There is ment in this
argument. It would seem that Pennsylvania, the FTC, and Michigan have struck
a harmonious chord. Under their statutes an estimate of the insurance cost may
be recited, based upon recognized charts or manuals. The buyer is then to be
notified of the exact cost shortly thereafter. Adjustments are-permitted in case
of an overstatement of the estimate. Since the estimate is based on a recognized
standard, adherence to the principle of disclosure is still present. If it can be
assumed that insurance costs among dealers would not be, substantially different
from those in the standard rate chart, then it could not be said that the consumer
was uninformed for he would have to pay a similar premium elsewhere. The cost
of insurance would not then be a decisive factor in his choice -of goods. However,

253 For a complete listing of the states see chart iafra. Full citations to the statutes may be
found in the notes lc and 2c accompanying the chart.

254 Alaska; Ariz;, Cal.; Colo. (allgoods statute); Conn'; Del.; Fla.; Hawaii- Idaho; IlL
(sale of all goods other than motor vehicles); Iowa; IKan.; Ky.; La Me.; Md.; Mass.; Minn.;
Miss.; Mo.; Mont.; Neb.; Nev.; N.H. (motor vehicle statute); R.J.; New York (all-goods
statute); N.C.; N.D.; Ore.; S.D.; Tenn.; Tex.;,Utah; Vt.; Va.; F.T.C. Trade Practick Rules;
FederaluTrth in Lending Bill.

255 - Cob0. motor vehicle statute (30 days); Ill. motor vehicle sales only (20 days); Ind, (25
day); N.Y. conditional sales contracts statute (25 days) ; Ohio (25 days).
256 Uniform Commercial Code, Proposed Final Drat, Spring 1950,§ 9.205(2).
257 Letter From J. Francis Ireton to Judge Herbert F. Goodrich, Apr. 24, 1950, in 6 Bus.

LAw. 119,135 (1951). See also, 16 LAw & CONTRUP. PROD. 27, 37, 38(191).
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if the costs of insurance are variable, objections may be raised as to the wisdom
of permitting the seller to estimate the cost of insurance, for then the consumer
would not be able to compare costs of competing goods. These objections would
be especially valid under statutes permitting the consumer the choice of buying
his insurance directly from the dealer or from his own broker.

Different considerations are involved when one measures the utility and effects
of lumping the insurance cost with the finance charge. The objective of disclosure
seems defeated under those statutes permitting the seller to divulge only a single
combined markup that lumps together-the cost of insuring the goods with the
finance charge. The separate figures must be known to the dealer in order for him
to ascertain the lumped sum, so it seems no undue burden to require him to
disclose those figures individually. Lumping of these costs enables the unscrupulous
dealer to convince buyers that "costly" insurance coverage constitutes the bulk of
the lumped markup. Thus consumers regard installment buying as costing little
more than a purchase for cash. Shielded by consumer ignorance, the dealer may
then exact exorbitant charges with small fear of timely detection. Of course, iH
lumping were considered as an evil only insofar as retail sellers are concerned,
then itemization would be useless, foi buyers could compare lumped charges as
easily as itemized charges. Commenting upon the separation offered in the Pro.
posed Final Draft of the UCO (Spring 1950),2" Mr. Ireton saw the situation in
the same light, arguing that the "separation of the finance charge and insurance
charge is a wholly unnecessary burden on industry, without compensating benefits
to the public."''  But lumping, when considered in the broader area nf the
competitive race for the consumer's credit, prevents comparison of vendor and
lender credit costs. Accordingly, the statutes requiring a separate statement of
these costs are unquestionably more sound than those in which lumping is per-
mitted. The FTC concurs in this conclusion. States whose motor vehicle disclosure
statutes permit lumping are not considered to be adequately effective by the FTC
and therefore these states are not excepted from the regulation of the Trade
Practice Rules.'6

4. Official Fees and Principal Balance
Most of the disclosure laws require a separate statement of the official fees,

such as registration and filing fees, and other charges, paid by the dealer in con-
nection with the sale."1 If these fees and charges must be paid in conjunction
with a sale, and constitute a part of the buyer's cost, it is consistent with the
theory of disclosure that they be separately stated.

The principal balance, which is the unpaid balance of the cash price plus
the cost of insurance and official fees, generally must be disclosed.'"2 This provi.
sion, though not entirely essential, is important insofar as it enables the consumer
to follow the mechanics of the transaction through each succnsive step in the
calculations.

5. Finance Charge
All statutes require the disclosure of the finance charge.'"3 The charge

imposed is often referred to as the time price differential, representing the excess
of the time price over the cash price which the conswner agrees to pay for the
privilege of buying on the deferred payment plan. But revealing only the figures,

258 See suPra note 256.
259. Letter-From 1. Francis Ireton, op. cit. jupra note 257. a
260 "... legislation permitting the lumping of finance insurance, and other charges and a

non-disclosure as to the amount of each to the purchaser before baumrnmalion of purchase ...
would be regarded by' the Commission as inadequate.-..-." 5 Pasts. FIN. L. Q. Rap. 35, 37
(1951).
261 See chart infra and accompanying notes lc and 2c.
262 Ibid.
263 Ibid.
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other than the finance charge, which the seller relied upon in arriving at the time
sales price is not sufficient. A California court has maintained that:

The very purpose of the code section would be defeated and nullified if
the buyer was required to determine the time price differential by a mathe-
matical process arived at from an analysis of the seller's figures. The law
requires that this Item must be recited in the contract and not left to a
mathematical compilation by the buyer.8'

In the greater number of the statutes the finance charge need only be set
forth as an amount, expressed in dollars and cents.2" Variations of the dollar
amount statement are to be found in eight state statutes,'" which permit the seller
to state the finance charge as a rate. This accords with the earnest claims which
have been made that the finance charge should be expressed both as a dollar
amount and as a rate of interest per annum, or rate of interest per ronth on a
declining balance.267 Although the statutes in these eight states give the seller the
option of stating the finance charge as a dollar amount or rate, Section 4(a) (7)
of the "Truth in Lending" Bill requires that, in addition to the statement of the
dollar amount, the writing set forth "the percentage that the finance charge bears
to the total amount to be financed expressed as a simple annual rate on the average
outstanding unpaid balance of the obligation.'

'

Formulations of finance charges in terms of rates are urged because they
would enable the buyer to judge better the cost of competing means of financing
his purchase. Thus the proponents of the Douglas Bill favor disclosure of this
charge in the form of both a dollar amount and a rate. Their contention is that
with such disclosure the consumer is then equipped with a yardstick with which
to compare costs.2"' The opponents of the bill, on the other hand, point to the
burden such a computation would put upon retailers and their clerks.210 As pointed
out, on the state level the claims for a rate statement have received very little
response from the legislatures. It has been suggested that this is because of the fear
of cluttering up the installment contract.' t ' Further, there may be the fear that
such an enactment will lead to the adoption of the dollar amount method in the
solicitation of lender credit agencies.' 7 ' Herein lies the greatest virtue of the Douglas
Bill. By requiring all credit agencies, both lender and vendor, to solicit consumer
patronage according to a uniform method of charge statement, the consumer
will have a truly enlightened choice in selecting from among competing sources
of credit.

Although the amount of the finance charge is not of primary concern to the
disclosure principle, there remains one final control overfinance charges which
bears need of mention. Since bona fide installment sales are free of the usury laws.213
many states have prescribed dollar limits on the amount of the finance charge.' 1' If
the thrust of disclosure statutes is to protect the unwary buyer from all abusive

264 Adams v. Caruso Enterprises, 134 Cal. App. 2d 403 285 P.2d 1022, 1026 (1955);
accord, Foster v. Masters Pontiac Co., 158 Cal. App. 2d 481, 322 P.2d 592 (1958).
265 See chart infra and accompanying notes Ic and 2c.
266 Alaska (all-goods statute); a. (all-.goods statute); Hawaii; Ill; N.H.; (all-goods

statute ; N.Y. (all-goods statute, and conditional sales contract statute); N.D.; Ohio. Full cita.
tions of these statutes are included in the note lc and 2c accompanying the chart infra.

267 See 2 LAW & Cow TruP. Peos. 189 (1935); 19 RocKy MT.L. REV. 135 (1947); 44
COaNELL L.Q. 38 (1958).
268 S 750 88th Cong., Ist Ses. J 4(a)(7) (1963).
269 See, Testmony or Edward Gudeman, Under Secretary of Commerce, 1962 Hearings on

"Truth in Landing," at 19-23.
270 Id., Wallace F. Bennett, Senator from Utah, at 15, 17, and 46.
271 44 CORNALL L.Q. 38 (1958).
272 Ibid.
273 2 LAW & CONTEMP. PoS. 148 (1935); 114 Nw. U.L. Rav. 137, 167-68 (1958); Van

Asperen v. DarliAgs Old., Inc., 254 Minn 62 93 N.W.2d 690 (1958).
274 See e.g., CLo. Rzv. STAT. ANN. § (21-2-4 (1960 Perm. Supp.); HAw'An Rev. LAws
201A-3s (Supp. 1961); N.J. STAT. ANN. § 17:16-41 (Cum. Supp. 1961); WIs. STAT. ANN.
218.01(6) (b) (1957).
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practices of the unscrup-alous tradesman, then this is a welcomed development in
the law.

6. Time Balance and Time Sales Price
With small exception,"11 all disclosure statutes require a statement of the

amount of the time balance, that is, the amount of the principal balance plus the
finance charge. Also, substantially all the statutes declare that the itemized writing
set forth the number, amount, and date of each installment payment.' T' The
-"Truth in Lending" Bill is notably absent from this group.
z As to the requirement of stating the installment sales price, also known as
the time sales price, the statutes split ranks. A statement of this figure, which repre.
sents the sum of the down payment and the time balance, is demanded by only
a handful of statutes..t As with the Douglas Bill, this item need not be stated
under statutes permitting the statement of the finance charge in terms of a rate."'

D. Enforcement
The disclosure statutes all"T seem to exhibit a 'legislative agreement that

some penalty provision is necessary for the effective enforcement of the disclosure
provisions, perhaps because of the experience of California, where an act without
any penalty provision was passed.'10 In Carter v. Seaboard Finance Co.,'s' the
court held that the proper inference to be drawn from the omission of a penalty
section was that a contract not complying with the disclosure provisions would be
unenforceable. Although there is general appreciation of the need for some penalty,
a distinct split exists as to what types of penalty provisions are the most effective.

1. Licenses
A common means of ensuring compliance with the disclosure laws is requiring

retail sales dealers to be licensed. In many states such a requisite can be found&"
But, the tripartite nature of most installment sales transactions has prompted many
states to require only sales finance companies, engaged in the business of purchasing
the contracts of retail installment sellers to be licensed."83 This "... tends strongly
to insure that compliance with the statutes is being done by the licensees, and the
retail sellers from whom they purchase retail instalment contracts."284 , Several
states require that both retail installment dealers and sales finance companies be
licensed.288 Although in these states compliance may also be sought by the impose.
tion of a civil or criminal penalty,'" 6the thrust of this method of control is in the
vested power of the state to suspend or revoke these licenses. Most statutes provide

275 The time balance need not be stated in the N.H. and N.M. all-goods statutes, nor in the
Truth in Lending Bill. See chart infra and accompanying notes Ic and 2c for complete listing of
states and statute citations.
276 The schedule is not required to be stated under the Alasia, Neb., and Va. motor vehicle

statutes, nor the N.H. all-goods statute and "Truth in Lending" Bill.
277 See chart infra and accompanying notes ic and 2c.
278 See e.g., N.D. Rzv. CODs 1 51-13-02(5) (1960).. .
279 The Nev. statute is the only notable exception. Nav. Rzv. STAT. 1 97.060 (1957) pro-

vides for a civil action against a seller who exceeds-the prescribed time differential limits or
acceleration provisions, but provides no penalty for a violation of the disclosure provisions. See
chart im rfor other states. . " I -
280 AxL. CIV. CODE § 2982(e) (1954) (now violations are provided for in CAL. CIv. CoDs
II298332984). I.- 4
281 3Cal. App. 2d 564, 203 P.2d 758 (1949)
282 See chart infra and accompanying note 3c.
283 Ibid.
284 Letter From Reinhard J. Bardeck, Deputy Bank Commissioner, Connecticut to the Nore

Darns Lawyur, Feb. 27, 1963, on file in Notre DameLaw Library.
285 Set chart infri and accompanying note 3c. . -
286 Ibid.
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for the suspension or revocation of the license only if the violation- of th diloitur"
rovisions is-intentional." ..

Under all of the statutes a violation onthepart of the licensee may be bio t
to the -Attention of the enforcement agency by the consumers To. deterininr
whether the licensee is "complying with the disclosure provisions, -tatutespermt
the state to conduct investations of their books, records,, and accounts If nly
the finance company is required to be licensed, the statutes usually provide -tt the
state may also investigate the records of the retail-sellers from whonri it ptlrchatei
its retail installment sales contracts upon registration: of, complaint. ,When the
burden ofreporting the'violation is upon the retiil-buyer:he -nuSt' filea'awritterf
complaint. The state batsking commissioner, typically-the official, charged with
enforcement, is then empowered to conduct an investigation. This s -followed by
a formal hearing, which could result in the license suspension or revocation.- Rather
than putting the full burden of disclosing violators upon"theiconsumeir, under most
statutes thestates retain the right of a general, investigatory power, having free
access to all pertinent records of the licensee at any time."$ Typically these statutes
are interpreted as providing for periodic examinations. The cost of such examina-
tions is often charged to the licensee."* If only finance companies are required
to be licensed, the state may not examine the records of sellers in the absence of a
registered complaint. Under many of the licensing provisions this-general investi--
gatory power over licensees may be exercised only if there exists a reasonable
belief that the licensee is violating the disclosure statute.a" It would seem that
this provision permits investigation only upon complaint, though it need not be in
writing. Thus, investigations here too are made to depend upon the consumer.
Most statutes enable the state agency to conduct investigations either upon its own
initiative, or upon the written complaint of a retail buyer.'8 1 Those statutes which
grant general investigatory powers to the state, even without reason to suspect a
violation, are clearly the more effective. If a written complaint is the primary
motivating force behind the state's investigatory power it seems unlikely that the
state will be called upon to enforce its disclosure statute very often, for "if
people have to write letters they postpone filing complaints it seems."" . .

In the absence of licensing provisions, it has been suggested that enforcement
of the statutes by criminal prosecutions to imprison the violator, and/or to recover
an authorized fine, is apt to fail, if for no other reason than that ,the prosecuting
officials are usually too overburdened with prosecutions of other crimes to be
much concerned with seemingly technical statutory violations in consumer credittransactions.2"'_

287 Ariz.; Dehl. Fl.. (motor vehicle statute); Ind. Kan.; La.; Me.; Md.; Minn.; Miss.;
Mont.; Neb.; N.I.; N.J.- N.M.; N.Y.; N.C.; S.D.; %.; Vi; Wis.
288 Conn. (free acceas5; DeL powerr to investigate at any time); Fla. motor vehicle statute

investigationss at intermittent periods). Ind (may investigate at any time); Kan. (power to
make such investigations as are deemed necessary); Mas. (whenever in the public interest);
Mich. (any time during regular business hours); Miss. (investigations at intermittent periods);
Mont. (power to make such investigations as are deemed necessary) ; Neb. (power tok make such
investigations as are deemed necessary); N.M. (power to make such investigations as aie deemed
necessary); N.Y. (power to make such investigations as are deemed necessary); Penn. (investi-
gate at any time); Wis. licensorr may inspt).
289 See e.g., KAN. GUN. STAv,. ANN, 16-505(a) (Supp. 1961); Miss. Cope ANN. § 8075.

10(Cum. Supp. 1960); Nas. Ray. STAT. § 45-31 2(13)1(1960 Reissue). "
290 Ariz. (reasonable belief of violation); Fla. all-goods statute (inspect records to deter-

mine compliance); La. (reasonable belief of violation); Me. (reasonable 9ue); N.H. (for any
reasonable cause); N.J. (if reasonable cause to believe violation); S.D. (reasonable belief of
violation); Vt (reasonable belief of violation).

291 A few states seem to permit investigation only upon the complaint of the retail buye"
Colo.; Iowa; Md.; Minn.. N.C. V.; Wash.
292 Letter From Joseph V. Riley, Supeivisor Division of Small Loans and Consumer Credit,

Indiana, to the Notre Dame Lawyer, Feb. 26, 965, on file in Notre Dame Law'Librar.
293 3 Nw. U.L. Rav. 137 (1958).
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Another generally accepted 'approach to the enforcement of the
prsCOVW;1s, w -h unpQ~tiofl of crirrnnal -penalties. These are often included tw
In statute4 prqvidio for the suspension or. revocation of licenses.'"1 Including both
oft( h pro e ntial to states where it is the es finance conny *hi&
siust be Ucoaed. Without direct recourse to the dealer,, provided by te crnti
penaltie,, the .o1yi party to suffer would be.the finance compa y, .thus .eavin

the,.,Yator unscathed. The .pen ty provMions require either -th imposition, d
atafine upto a '6cifled Amounb.(usudly $500 or less); or irnp.isonment of 4 maxii
mum periodi, (tually.'sbu.usionths -or less)j jor -both:~P' -To be liable under thesis
provliions the violation nmust usually be intentional.4 Many statutes classify'viol
tions of theodsclkaure proviins as mi.deseano, .-

- Looking, to the federal cOntrols -one find mo , stringent, penalties. Who
a violation of the FTC Trade Practice Rules is found, a- 6 .ase-aid-desist ordet
will issue which, if, not obeyed, will subject the riolator to a civil penalty of not
more, than $5,000 for s- Each separate violation is"' conidered
a separate offense. 0c the "Truth in L 'Bill a willful violator woul
be fined not than $5,000 or-iprisoned not than one-year,-or both.'"

Relying iy upon criminal sanctions,, or crimi sanctions in conjunctim

with civil i es for the buyer, e enforcement o closure statutes seemtbe questionable w ast.ai of --cnun aepol 21p

to Avo* the infliction a ong ts redress even u unethi sellerti 0l is Wat defiance of law. yven In - e 'rem effect of, roionsisoe
iit dealers yo6ntheif 3ilen tn -§,-.co er-ignoran - to keep theiR

eds from es.f A e. al , theref licensing reguhW
ti coupled wit e -Itio seem to the best solu.

- In " ttateiho h the im tion of license
n revoca an or tino rimna atis" ay

tes grant iorc is done by allo therec6vexy

of esp bth ,or !the - recovery 'any time pri

are do violations wh are in a those w ch are not* SW
the federal level, th rade active esoffee le directconiolow

the consuitmer w dolating the ations, because
of cas dingthat eFederal eo Act injured consumer
no .prv cause of ac t atom•

Bt th rp~c"ruW r 9 ~e ~g' !" B wouldg reter dulret-remedies
to.tbe Section 7(a) provide that A winl vio a will be liable to
the consumer e amount of $0, or in an t equal to twice the flnanco

294, Seicharts r.
206 Sf4 ANN. Ch. 1I 243 Sth-lrd'96 Mo, STAY. ANN

2p. 19ee) N.J., Si. STAT 1 ,91
408.370(1) (uwn. Supp. 1962); N.J. STAI. ANN.I 17d16G-56 (, p
297,See ,., An . SAT, AN . I 44-293(A) (Cu, "-a^ . Supp. 196.; Ps. C'ODs ,A
tit,-6 ( G 44 ( Scm Supp. 1962); 'Mz" JRtv, STAT. A2. 8 39, ( 258(J) (Cum. SPPY.

8 4 S# as 7919 , amended,t5S(.5l 13)
2%9 &7Q 86;~g lstw I i 7(c (9G3).
W.0 A bi6 motobindue nhe MinneWot4'eislatur would. dedg~e viltotso

the _" tutts. to. be l_. . :,,.:. .. . -: -- , -"-,... " ": :
eaini ing notes.. y- -

$0, See #~. Qtoi- I SiTAte As"i. 1499(WO6) -MOwT. Ray.,Coous xN, j 74-
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1. How Effective is the Present Method of Stating the Finance Charge.
Disclosure statutes serve "a dual purpose. On the one hand, they are intended

to inform ihe conswrier of the cost of his purchase in order that he might make a
selection from among goods of comparable quality before making his purchase,
On the other these statutes should enable. the- consumer to compare the cost of
the credit otered him by the vendor with that offered by competing credit
agencies.. Any attempt to adequately consider, the effectiveness of the statement
of the finance charge must proceed with both of these aims in mind.

Presently the finance charge must be stated as a dollar amount Under the
existing type of disclosure statutes."'2 Clearly, this enables the consumer to mak
a CnIp n of the costs of other comparable, goods before obligating himself to
make his pu rase. However, it fails to provide the consumer with any common
deno inator. with which to compare other available sources of credit., The state.
rent of the charge as a rate, if employed by all credit agencies, would furnish this

common denominator. Perhaps pregnant in the history of disclosure. statutes
is the rationale of the method of stating the finance charge in terms of a
dollar and cents amount, rather than as a rate. The finance charge has traditionally
been thought of as part of the cost of goods purchased on the deferred payments
plans in contradistinction to the cost of a loan. The latter, known ai interest,
is considered as an increment of the monies borrowed. To meaningfully expre,
this increment, the interest has been stated as the percentage representing tht
proportion which the increment bars to the principal borrowed. But the finance
charge, contrariwise, has been viewed as a cost rather than an increment. Froxn
the seller's position it represents the clerical expense which he incurs in granting
the conumer the pvilego of extending his payments over a period of time.' -

C oequently atures, when first enacting disclosure statutes, reached the
conclusion that since the finance charge is an item of cost, it should then be
expressed as all other items of cost -as a dollar amount.""' Agreement upon
this form of statement was probably also influenced by the circumstances sur.
rounding the early recognition of the need for disclosure statutes." Unscrupulous
dealers were employing devious means to conceal the full cost of the finance
charge. It was no doubt felt that the :consumer ought to know exactly how much
he was paying the dealer for each item comprising the final sales price." Attention
was directed to pointing up to the consumer the pOnof the purchase
attributpble to his buying on credit rather than for cash. Stating the flnancc charge
as a dollar amount-was plainly satisfactory to achieve that purpose. But when
attention i shifted from the more limited purpose of disclosure-a meaningful
evaluation of the credit charge for a particular transaction by itself- to the
broader pu of providing an effective comparison of competing credit prices
offered by d erent credit extender, this foon of statement is dearly inadequate.

It could be said in support of the dollar amount statement that the consumer
is primarily interested in how his purchase will affect his. pocketlok. He wants
to know how much, in dollars and cent his purchase will cost him. This is un.

312 See supra note 265 and accompanying text. See also, supra note 266 and accompanying
text for the eight states which permit the statement to be in the form of a dollar amount or
percentage rate. I - •

313 2 LAw & CoNuEP. Pion. 146 (1935).", "
314 See #..; CosNp. GiN STi. AN. § 42.83(1)-.(1960). "'Finance charge' means tl-
unount In excess of the cash price 6f the good. a Ireed uVon by the retail seller and th4 retail

buye., to be pald by the retail buyer for the privilege of purchasing the goos! under the retail
intament contract or instalment loan contrac.. . I
S15 This ' finds support in the fact that the first statutes'in this area -the Indiana

al-goos act, theWsconsiA motor vehicle statute, and the F.T.C, rules - -all required only a
dollar amount statement. See chirt intra. '

316 See suprt notes 202iid 204 for a discussion of how the nefarious practices of dealers
in concealing the cost of an installment purchase led to the enactment of the disclosure
Itatutes.

-' 1 .1
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controverted, but it avoids entirely the question of the merits 1of this form of
statement as a yardstick of measurement when the consumer attempts to evaluate
competing credit costs., With so many different methods of computing the amount
of the finance charge available z r it is of little wonder that that even with this
disclosure the perplexed consumer would still be in a quandary when he attempted
to determine the most attractive source of -credit. The dollar amount statement :is
valuable insofar as it informs the consumer as to the cost of the privilege of paying
in installments rather than for cash. It eases the comparison of costs with other
goods. The dollar amount statement should be retained for these purposes. But with
manifold variations in the method of statement among competing credit agencies, a
common basis for comparing alternative credit sources must also be provided.
Requiring, a dollar amount statement, supplemented by a statement of the charge
in terms of a percentage that is figured on a common base period, equally applicable
to .-'ll credit suppliers, would seem to satisfy this need.31 s This form of statement
wo !d "facilitate instant and easy evaluation and comparison of finance charges
l- all borrowers and buyers-on credit."1.

This in a nutshell is what te Douglas Bill purports to do. Section 4(a) requires
.hat the seller disclose "the finance charge expressed in terms of dollars and
cents'" 20 and "the percentage that the finance charge bears to the total amount
to be financed expressed as a simple annual rate on the average outstanding unpaid
balance of the obligation. ' "1

2. fow Effectively Have the Disclosure Statute Been Enforced ,
In practicals every state of the Union todayss the consumer is -protected in

most of his installment purchases by disclosure statutes of varying degrees of compre-
hensiveness. Otie itJicium of hoW effective these statutes have been in' gaing the
sellers' full disclosure may be the number of complaints about deceptive practicei that
have been made since their enactment. A sampling of the states as to the number
of complaints brought within the past year has shown that few complaints have
been registered.'" However, reliance cannot be posited solely on the small number
of complaints as testimony of the effectiveness of discoure statutes. There remain
the hard fact that consumers-are often unaware of. their rights and, even when
aware of these rights, are often unwilling to complain because of the 'minor amounts
involved. Realizing this, most states do not leave enforcement solely to the will
or whim of the consumer, but, instead, require licens- and provide fo- state-
initiated investigation of the licensee's records."' ' .

A seller might continue to employ deceptive practices, shielded by consumer

317 See 2 LAw & CONTRUM. PaOD. 188, 188-89 (1935) where the author lists eight broad
dassifiations of methods of computing the charge, based on his survey of 60 stores.
318 Five states - Minn N.M, N.D., S.D., and Wis. - require as a matter of law that

the finance charges on smaif loans be stated in terms of annual rates as well as' monthly rates.
See, MINN. STAT. AmN.- 56.14 (Cum. Supp. 1962); N.M. STAT. Atsi. ,48-17-4+ (Supp.
1961); N.D. Rav. Coos 13-03-15 (Cum. Supp. 1961); S.D. GoDS j 6.04B25 (Supp. 1960);
WIS. STAT. ANN. § 214.13 (1957). '
319 Testimony of Edward Gudeman, Under Secretary of Commerce, 1962 Hearings on

Truth in Lending at 20.
320 S. 750, 88tb Cong. st Ses.§ 4(6) (1963).
321 Ilbd._at § 4(7). A provision comparable to this can be found in the bill introduced in

the Wisconsin assembly and proposal soon to be introduced in the Minnesota legislature. See
infra note 345 and accompanying taxt.
322 See chart inra.
323 Conn. all goods ("few in number"); Conn. motor vehicles ("none"); Del. ("none");

Idaho ("none"); Kan: ("275, of which ! had no real foundation"); Mich., ("'reduced to a
minimum" Mont. ("very limited number"); N.H. ("none") i N. . ("80r)- .. ("ver
few"); N.Y. ("2,968 complaints and iqures'); N.. ("fewer than before") .J. ("none")f
Pa. ("75 legitimate.complalnt");. S.D. ("none"); Tenn. ("no 'complaints'); Utah (.'very
few"). Letters From State Banking Officials to the Notre Dame Lawyer, Feb. 25 to Mar. 15,
1963, on file in Notre Dame Law Library.
324 See chart inlra.
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ignorance or apathy,'81 but will not long avoid detection by state investigations.
The importance of licensing provisions, with correlative investigatory powers, has
been generally recognized. The Director of the Consumer Credit Bureau of Penn.
sylvania is of the opinion that "while full disclosure is most important when con.
sidering remedial legislation it is not the entire answer and.., strict examination
fOllow-up in addition thereto is the true test for good effective administration.""I
This opinion is bolstered by the concurring views expressed-by officials of several
other states with disclosure statutes. The Deputy Bank Commissioner of Connecticut,
for instance, credits the effectiveness of the full disclosure statute to the "Authority
of the Bank Commissioner to examine the books and account records of Sales
Finance Companies.""'' The need for licensing provisions is recognized even in
Florida where the all-goods statute has no such provisions. Pointing to this as one
of the deficiencies of the law, the Executive Assistant to the Comptroller has written
that "No provision is made for the licensing of purchasers of installment contracts,
or for the periodic examination of the books and records of the installment seller
or the contract holder. We consider licensing and supervision of the latter essential
to good enforcement." s1 Besides periodic examinations, the Michigan Deputy
Commissioner of Banking would add: "Another deterrent is surprise examina-
tions.,'3'
1. Licensing provisions would undoubtedly seem to be the most thorough assur-

ance that dealers are making installment sales in full compliance with disclosure
statutes. Until consumer ignorance is replaced by consumer enlightenment, and a
willingness to report violators displaces consumer languishness, then enforcement
through licensing remains the only effective alternative.

3. Area of Federal Regulations- FTC Trade Practice Rules
An inherent weakness of federal regulation in this area is the limit placed on

the jurisdiction of the enforcing agency. Under its governing statute, 30 the FTC's
jurisdiction extends only to transactions in "interstate commerce." 331 But before
exercising its regulatory powers, even over interstate transactions, the Commission
first looks to the state legislation Only where the state motor vehicle disclosure
statute is not adequately effective, or .where none exists, will automobile installment
sales come under FTC surveillance."33 Even where no effective statutes provide
adequate disclosure, however, the jurisdiction of the FTC is greatly limited. Under
the Federal Trade Commission Act the Commission" is powerless over intrastate
activities even though they "affect" interstate commerce."' Although "commerce"

325 Commenting on the absence of iicensin provisions in the Ohio statute the First Deputy
Superintendent of Banks states that "It is possible that the major weakness of this law in Ohio
is the fact that no enforcement facilities-were included therein." Letter From A. F. Myers,
First Deputy Superintendent, Division of Banks, Ohio, to the Notre Dame Lawyer, Feb. 28,
1963, on file in Notre Dame Law Library.
326 Letter From J. M. Robb, Director of Consumer Credit Bureau, Department of Banking,

Pennsylvania, to the Notre Dame Lawyer, Feb. 26, 1963 on file in Notre Dame Law Library.
327 Letter From Reinhard J. Bardeck, Deputy Bank Commissioner, Connecticut, to the

Nolre Dame Lawyer, Feb. 27, 1963, on file in Notre Dame Law Library.
328 Letter From N. E. Miller, Jr., Executive Assistant, Office of the Comptroller, Florida,

to the Notre Dame Lawyer, Mar. , 1963, on file in Notre Dame Law Library.
329 Letter From Win. L. Roy, Deputy Commissioner, Banking Department, Michigan, to

the Notre Dame L.awyer, Feb. 28, 1963, on file in Notre Dame Law Library,
330 38 Stat. 719 (1914), as amended, 15 U.S.C. 45 (1958).
331 See Chas. A. Brewer & Sons v. Federal Trade Commission, 158 F.2d 74 (6th Cir.

1946). - I.,
332 Letter From Win. A. Ayres, Acting Chairman of the Federal Trade Commission, to

Personal Finance Law Quarterly Report, In 5 PIas. FiN. L.Q. R;P. 35, 36 (1951).
333 Id. "While the Federal Trade Commission intends to leave local consumer protection

to states with equivalent disclosure laws, automobile instalment sales in other states will be
under the Commissioner's surveillance." Letter From Jas. M. Mead, Chairman Federal Trade
Commission, to Yale Law ]ournal, Nov. 6, 1951, in 61 YA'Le L.J. 718, 725 (1951).

334 FTC v. Bunte Bros., 312 U.S. 349 (1941).
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nay be present either by reason of the interstate movement of an automobile or
he interstate movement of the papers and monies constituting the financial ar-
angements, 8" the FTC's comparatively slight control over local practices may

till permit a host of abuses to flourish.3" Even when a transaction is considered
to be "in" interstate commerce, "... . the Commission's scant enforcement staff can-
not stalk a horde of violations,13 37 So, as indicated early, the most notable effect
f these rules has been the impetus given motor vehicles disclosure statutes on the

state level.

F. Present Legislative Activity
Disclosure statutes have made remarkable gains during the last half decade.

This support is continuing, as evidenced by current activity for the enactment of
such legislation on both the state and federal levels.

1. State Legislative Activity
Activity on the state level bears witness to the fact that legislatures are paying

heed to suggestions that the coverage of disclosure statutes ought to be expanded to
include all consumer goods. A bill has been enacted in the current session of the
Washington legislature33s and one has been introduced in Oregon.38t Bills have
been introduced in both houses of the Arizona legislature.'4 0 Further, a bill pat-
terned after the Douglas Bill has been introduced in the Wisconsin assembly," 1

and arrangements are now being made to introduce a similar bill in the Minnesota
legislature " If passed, 4 these bills would extend the coverage of disclosure
statutes in states which presently require disclosure only in motor vehicle install-
ment sales.3 4 Worthy of note in the Wisconsin bill and the Minnesota proposal,
patterned after the Douglas Bill," 3 is the requirement that the written statement
set forth the percentage that the finance charge bears to the amount to be financed,
expressed as a simple annual percentage rate on the anticipated average outstanding
unpaid balance of the obligation.""

2. Federal Legislative Activity
The spotlight of federal legislative activity is centered on the "Truth in Lending"

Bill. Finding that "economic stabilization is threatened by untimely use of credit

335 United States v. South-Eastern Underwriters Ass'n, 3?2 U.S. 533 (1944); Ford Motor
Co. v. FTC, 120 F.2d 175 (6th Cir. 1941). See also FTC v. Cement Institute, 333 U.S. 663
(1947).
336 In spite of this lack of control, Texas passed a statute shortly after the adoption of the

FM rules which provides that the seller is permitted to make disclosures in accordance with
these rules. Tax. Ray. Civ. STAT. ANN. art. 5074a (1951).
337 Letter From Jas. M. Mead, supra note 333.
338 S. 415, 38th Sess. (Feb. 12, 1963).
339 S. 122, 52nd Leg. An., Reg. Sess. (Feb. 1, 1963).
340 H.B. 243, § 44-870, 26th Leg., Ist Reg. Sess. (Feb. 28, 1963); S. 255, 1 44-356, 26th

Leg., Ist Reg. Sess. (1963).
341 H.B. 330, A.,,§ 115-25(3) Ass. (Feb. 27, 1963).
342 A Bill for an Act to Require Truth in Lending; Providing Penalties, Minn. (1963).
343 Passage of the Minnesota proposal is highly unlikely. Letter From Joseph P. Summers,

Special Assistant, Attorney General, Consumer Protection Unit, Minnesota, to the Notre Dame
lwyEr, Feb. 28, 1963, on file in Notre Dame Law Library.
344 Aiuz. REv. STAT. ANN. § 44-287 (Cum. Sup;. 1962); MINN. STAT. ANN. § 168.71(5)
(b) (1960); ORa. Rav. STAT.§ 83-520(3) (1961 Replacement); Wis. STAT. ANN. j 218-01
(6) (b) (Cum. Supp. 1962).

345 Last year a bill was introduced in the Michigan legislature, also patterned after the
'Truth in Lending" Bill, which required a statement of the finance charge both in a dollar
amount and a percentage expressed in terms of simple annual interest. S. 1148, 71st Leg., Reg.
Sess. Feb. 5, 1962. This bill was not reported out of committee. No bill of this nature has
been introduced in the 1963 Session. Letter From David R. Bishop, Office of the Director,
Legislative Service Bureau, Michigan, to the Noire Dame Lawyr, Afar. 11, 1963, on file In
Notre Dame Law Library.

346 Supra notes 341 and 342.
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for the acquisition of property and services" and that this "results frequently from
a lack of awareness of the cost thereof to the user," it is the stated purpose of thh
bill "to assure a full disclosure of such cost with a view to preventing the un-
informed use of credit to the detriment of the national economy."'T

However, the scope and jurisdiction of federal controls under the -proposed
law are far from clear. Section 3(l) designates the Board of Governors of the
Federal Reserve System as the enforcement agency." This is apparently an attempt
to avoid the "interstate" limitations placed upon the jurisdiction of the FTC under
the commerce claur" by placing this act under the money clause of the Constitution.
Justilflcation for thu may be found in the bill's declaration that its purpose a
economic stabilization.!"' However, the Board of Governors has not been espe.

dally receptive to this purported delegation."" President Kennedy has even stated:
"Inasmuch as the specific credit practices which such a bill would be designed to
correct are closely related to and often combined with other types of misleading
trade practices which the Federal Trade Commission is already regulating, I
recommend that enforcement of the new authority be assigned to the Comnis.
si>n."8' If the Board enforced the act under the money clause, then there would
be little question of the government's power to probe all credit transactions o
every level of activity.' 2 But if the FTC were to replace the Board, then, if the
bill was to attain its goal, it would have to be amended so that the Commission's
jurisdiction would not be restricted to acts and practices in "commerce" as that
term is defined in the Federal Trade Commission Act. If the Commission's jurs.
diction were not expanded, then not only would the FTC be helpless in the area
of local transactions, but also it would be unable to regulate the disclosure operations
of banks.'" This, of course, would defeat one of the primary purposes of the bill-
the aim of a uniform method of stating the finance charge in order to provide the
consumer with a yardstick of comparison among competing credit sources.

The heart of the lending bill lies in section 4 - "Disclosure of Finance Charges."
The first part of this section provides that the creditor must set forth in writing
to each person to whom credit is extended, prior to the consummation of the trans-
action, the following information: first, the cash price or delivered price of the
property or service to be purchased; second, the amount, if any, to be credited
as down payment and/or trade-in; third, the difference between the amounts set
forth above - the amount of the purchase price to be financed; fourth, the charges
individually itemized, which are paid or to be paid by any borrower in connection
with the transaction which are not incident to the extension of credit; fifth, the
total amount to be financed; sixth, the finance charge expressed in terms of dollars
and cents; finally, the percentage that' this total finance charge bears to the total
amount to be financed expressed as a simple annual rate on the average outstanding
unpaid balance of the obligation. Senator Douglas has explained that the lst two
points are:

indispensable measures of the p rice of credit. The first tells you how much
more in dollars and cents you have to pay if you buy on credit rather than
for cash. Secondly, the bill requires that the price of credit be reduced to a
common denominator - a common standard or yardstick - in terms of an

347 S. 750, 88th Cong., lot Sess. § 2 (1963). -

348 Id. at 1 3(1).
349 This delegation would apparently be constitutional and it would permit regulation eves

of local credit operations. See Letter From Nicholas deB. Katzenbach, Pu Attorney Gen.
eral to Senator A. Willis Robertson, Aug. 22, 1962, in 1962 Hearings on Truth in Lending, I
112-15 (1962).

350 Bee, Statement by William McChesney Martin, Jr., Chairman, Board of Governors
Federal Reserve System, in 1962 Hearings on Truth in Lending, at 32-34.

351 1962 Consumer Protection M#sW*g, at 8.
352 See Kattenbach supra note 349.
353 Testimony of Paul Rand Dixon, Chairman, Federal Trade Commission, in 1962 Hear

ing: on Truth in Lending, at 148-49, and 151-53.



TRUTH I N LENDING-lO63-S4 1403,

annual percentage rate on the amount-actually owed, whik-enahlts every.
consumer to shop around and compare various credit offers . •

The second part of section 4 exempts revolving or open-end credit plan from
the above and sets forth its bwn requirements. These ape credi plan- "under Which
the total amount of credit to be utilized, the dollar amount "of the fiiiance chaig
to be assessed, and the amounts and times'of repayment are not: specified at thd
time an agreement to exterid credit pursuant to such plan it entered into."''  Such
plans are offered by large mail order houses, local department. stores and.'othei
retailers. These business firms would find it impractical to meet tho! demands or
part one, because "the customer is granted'wide discretion in both the times nd
amounts of repayment." 3" Instead, the creditor must here furnish the' pur'aset
with the credit cost both at the time of sale and at the end of each monthly period.

Opposing the bill, Senator Wallace F. Bennett of Utah contends that it "will
be impossible in many types of consumer credit transactions to know in advance
what either the actual dollar charge or the simple annual interest will be."O" To
support his argument he points to the difficulty imposed by "the requirement that
the sales clerk compute the simple annual rate to be charged on any transaction
before making a credit sale.""'

Under section 5(a)8" of the bill, certain acts of Congress would be excepted
from the regulations of the bill. Senator Douglas has indicated that the bill would
replace the Trade Practice Rules of the FTC.'"

Section 6(a) asserts that only state laws inconsistent with the act will be
construed so as to be annulled, thereby exempting any creditor from compliance
with such statutes." Again, it is not clear whether the enforcement agency would
consider inconsistent the state statutes which permit the lumping of the finance
charge and insurance cost. One would surmise that the Board would follow the
position of the FTC and hold these statutes inconsistent, and thus of no effect.

Section 6(b) would permit the Board to except any "transactions which it
determines are effectively regulated under the laws of any State so as to require
the disclosure by the creditor of the same information as is required under section 4
of this act."'' The simple annual rate on the average unpaid balance required
to be disclosed by section 4(a) (7) is not required to be set forth by any of the
state disclosure statutes.

Having been returned to committee once again, the future of the bill seems
uncertain. Senator Bennett seems to think that "the passage of time favors the
opponents of the bill."'16 Continued difficulty looms in the future of the bill
according to Senator Williams of New Jersey, a member of the Senate Committee
on Banking and Currency."' On the other hand, Senator Douglas is

convinced that sooner or later the Congress will enact the truth In lending
bill. After all, we have enacted in the past the fur products labeling act, a

354 Statement of Paul H. Douglas, Senator from Illinois, 1962 Hearings on Truth in Lead.
in:, at 14-15.
355 S. 750, 88th Cong. st Sess. 4(b) (1963).
356 1962 Hearings on Truth in Ltnding, at 13.
357 Letter From Senator Wallace F. Bennett to the Notre Dame Lawyer, Feb. 28, 1963,

on file in Notre Dame Law Library.
358 Statements of Wallace F, Bennett, Senator from Utah, 1962 Herinjs on Truth in

lending, at 15. This contention has been countered by the proponents of the bill who claim
that the need for complicated computations would be eliminated by the use of rate books. See
tupra note 319 at 30.

359 S. 750, 88th Cong. lit Sess. § 51a (1963).
360 Letter From Senator Paul H. Douglas to the Notre Dame Lawyer, Mar. 15, 1963, on file

in Notre Dame Law Library.
361 S. 750, 88th Cong., Ist Ses. 1 6(a) (1963).
362 id. at I 6(b).
363 Supra note 357.
364 Letter From Senator Harrison A. Williams, Jr., to the Notre Dame Lawyer, Feb. 25,

1963, on file in Notre Dame Law Library.
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wool products labeling act a textile labeling act, and an automobile price dis-closure act as well as food and drug disclosure laws and the truth in securi-
ties legislation. ..

Perhaps the fate of the bill has been forecast accurately by Senator Case of New
Jery, who, believes "that it or some other similar legislation will ultimately be
passed by the Senate.'!" This prediction evokes the thought that ultimately on
must come to grips .with an important consideration in the evaluation of this bill.Whether the 'Fruth in Lending" Bill succeeds or fails in its bids for passage during
this session of Congress, it has advanced the basic principle of disclosure, thus
paving the way, even in the event of its nonpassage, for future legislation on both
the state and federal levels. The example of Wisconsin and Minnesota may be
an indication of the role which history will credit this bill for playing in the
advancement of disclosure statute3."61
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DEmNTON OF WrmANcE CHAIxo -rN .70

Memorandum by Senator Douglas -

I am surprised that opposents of S. 750 have claimed. that this bill injects
a new or novel theory into the consumer-,redit business 'concerning . the
definition of the finance charge as spelled out in section 8(8) of the bill.;

S'The term "finance charge" Is defined in S. 750 In language similar tO that
which has been includedtn the Federal Credit .Union Act and, indeed, in almost
every State Credit Union Act during the last. 20 or 25 years.. Moreover, small
loan companies in the 40 or more States which follow the UniformSmall Loan
Act have followed language in their acts defilning the finance charge which Is
substantively the same as that proposed in 9. 750. lInother words; the charge
that this broad, all Inclusive definition of the finance charge is something bew
or different is erroneous. Indeed, Federal credit union 1t6gislatioh has been
within the jurisdiction of the Banking and' Currency Committee since 'the
original act was passed In 1934. The committee has periodically 'reviewed
that legislation including language in section 8(5), which reads as follows:
"to make loans with maturities not exceeding five years to itq members'for
provident or productive purposes upon such terms and conditions as this' Act
and its bylaws provide and as the credit committee or a loan officer mupy approT,
at rates of interest not exceeding 1 per centum per month on unpaid balance L
inclusive of all charges incident to making the loan * * *." [Emphasis added.]

Moreover, in 1959 the Banking and Currency Committee reported a bill to
recodify the Federal Credit Union Act. The committee reconsidered the
present law on a line-by-line basis. There was no objection to the deftnitloi of
"finance charge" Included in that legislation from any. of tbr--e parties who now
clairi that this conception of "finance charge" is improper or incorrect,

The original Uniform Small Loan Act drafted by the Russell Sage Foundation,
which was the earliest uniform consumer credit law enacted by most of the States,
required all charges incident to a credit transaction to be'inchlded in the
monthly true interest rate. The uniform credit act prohibitedany additional
charge from being made for credit.

S. 750 requires: (1) Disclosure of finance charges which included'any charges,
however. labeled, if they were Inciduent to the extension of credit, (2) the state-
ment of the total finance charge In terms of a simple annual rate on the out-
standing, unpaid or declining balance.

Rules for application of this principle have also been developed by* State
courts. The essential criterion is whether the borrower is required to pay
the charge as a condition Of obtaining the credit. Subordinate criteria also have
been developed by courts. They could be used by the Federal supervisory agency
as guides in writing regulations for the bill. The criteria should include the
following:

1. Is the expense one which the debtor would not normally incur If he
did not receive the particular extension of credit-If, for example, he
purchased for cash?

2. Is It required by the creditor as a condition to extending credit?
3. Does it run for the same term as the credit?
4. Is the benefit of the charge primarily to the creditor and only sec-

ondarily to the debtor, or is the benefit of the charge primarily to the debtor
and secondarily to the creditor?

5. Is the charge paid to the creditor or to a third party to purchase Aserv-
ice or protection for the debtor?

It has also been charged that the supervisory agency W6uld have great diffi-
culty in working within these or any other criteria to draft rules and regula-
tions spelling out which charges should be nogarded as incident to a credit trans-
action and which charges should not be so regarded. It has been argued that it
would be terribly difficult if not impossible to draft these regulations.

It should be clearly understood that such regulations have already been
drafted by the Bureau of Federal Credit Unions under the language of the
Federal Credit Union Act. These regulations were drawn up many years ago
and more than 10.000 credit unions, managed, to a large extent, by nonprofes-
sional volunteers, have had no difficulty complying with these rules and regula-
tions.
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The rules and regulations follow: .

OnAtGs ImorDWT TO MAKING A LOAN

-The question often arlsesas to what charges in connection with making a
loan :can be collected from the borrower. The Federal Credit Union Act limits
the maximumm interest rate which may be charged borrowers to 1 percent por
month on unpaid balance. , This must'include all charges incident to making the
loan.- The law provides that all interest shall be forfeited to the borrower if
he is charged more than 1 percent per month on unpaid balances including all
charges incident to making the loan.,

Qoife that 1aii "to D.0 charged to the borrower
9one of the following costs incident to making a loan may be charged to the

borrower it it results in i total cost of more than 1 percent per month (or 12
percent per annum) on unpaid balances:

1. Inspecting and appraising real or personal property.
2. Recording of chattel mortgages, real estate mortgages, or other lien

instruments.
& Title search.
4. Bringingabstract of title to real estate up to date.
5. Attorney's opinion as to title and validity of credit union's lien.
6. Title Insurance.'
7. Title certificate.
8. Preparing deeds of trust, mortgages, or other lien instruments.
9. Chattel lien nonflhing insurance.
10. Credit Mriestigation and credit reports.
11. Credit life (borrower's protection), disability, health, or accident Insurance.
12. Filing assignments of personal property such as life Insurance pollcles,

Mortgr-ge, etc.
Oosts that inay be charged to the borrower

Items of cost related to the following have been held to be outside the limit.
tion of interest charges, and the borrower may be required to pay them:

1. Preparing release of mortgage or other lien Instrument.
2. Recording release of ien.
8. Hazard insurance on the property, such as fire, theft, liability, collision,

windstorm, or other casualties.
4. Restoring clear title to borrower.
Source: P 89; Credit Manoal for Federal Credit Unions; U.S. Department of Health,

Education, and Welfare.
Following are two examples demonstrating the ease with Which such rules

and regulations could be complied with:

BErmple I. Eaten sion oredit on "w automobile (36 months)

1. Cash delivered price of automobile and accessories -------------- $3,000.00
2. Downpayment or trade-in allowance ---------------------------- 750.00

3. Difference between (1) and (2) to be paid in 38 equal
monthly payments ----------- I ----------------------- 2,250.00

4. Itemized charges to be paid by debtor-not Incident to extend-
ing credit:

(a) Standard auto insurance for I year.-------------------- 135.00
(b) State sales tax ----- ---------------------------------- 90.00
(o) State license fee and tags ---------------------------- 25.00

Total charge not Incident to extending credit ---------- 250.00

5. Total amount to be financed --------------- : ------------- 2,500.00
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6. Finance charge: -- -
(a) Direct finance charge, at $8 per $100 per year on original . , ,

* * balance (6 percent X 8=18 percent X $2,500)----------- 00
(b) Credit life Insurance, on monthly unpaid balances---- -- 0. 60
(o) Credit accident and health in.urane .....----------... 4.00
(d) Investigation fee-. -------- ----------------------- 14.00
(e) Recording chattel mortgage ------------------------- ... 1, 5)

M Total finance charge --------------------------- 00
7. Simple annual rate, 13 percent. - .....

In this example the foregoing criteria indicate that standard auto insurance
Is not incident totlhe extension of credit. It is an expense normally incurred
by the debtor whether he borrows or not. Compulsory insurance and financial
responsibility laws, as' well as custom, bear this out. Although this insurance
is required by the creditor, the benefit is primarily tO the debtor and to the public
at large. The insurance is not terminated by prepayment of the loan., -The
charge Is paid to an insurance company or agent to purchase protection for the
debtor.

Other charges which the debtor must pay whether he borrows or not, which
include benefits primarily for the debtor, and which are required by State law,
are State sales taxes, license'fees and tags and title certificates.

Credit life, accident, and health insurance are expenses which would not
normally have been Inourred if the debtor did not obtain credit; are usually
required by the creditor; cover only the unpaid balance and terminate wben
the lQan is paid. They are, however, primarily for the benefit 6f the creditor,
particularly when the creditor is the beneficiary designated in the contract,
they reduce the risk the lender incurs and thus ought to result in a lower Inter-
est r.te charged. They are incident to the extension of credit. -

Other charges incident to extending the credit are the Investigation fees for
credit and appraisal of the property, and recording fee for the chattel mortgage.
The first two are for the benefit of the creditor in evaluating the credit risk,
the third is an expense which the debtor would not incur it he did not obtain
credit.
Example II

A consumer decides to borrow money from a financial institution. The bor-
rower receives the full amount of the loan in cash, which be then is able to use
is any way he desires. In this example the lender is extending credit without
the pledge of security, to be repaid in 10 monthly installments.
(1) Amount of cash borrowed ----------------------------- $400

(Since this is not an installment sale of goods, items (2),, (3), and
(4) of sec.4(a) donot apply.)

(5) The amount to be financed is the same as (1) -------------------- 400

(6) Finance charges incident to extending credit-
(a) Direct charge, at $6 per $100 per year on the original bal.

ance (% of $6 per $100)---------------------------20.00
(b) Credit investigation fee -------------------------------- 4.00
(o) Credit life insurance --- a ------------------------------ 8. 75

Total finance charge ----------------------------- .75
(7) Simple annual rate, 14 percent.
Example III. Retaff revolving oredit plan

Section 4 (b) of S. 750 spells out criteria for disclosures that must be made In
regard to the department store and mail order house revolving credit programs.
The dollars and cents disclosures described by section 4(b) are now required by
State laws which have disclosure provisions applying to revolving credit
agreements.

Moreover, in the many States in which there is no requirement for disclosure
of costs on revolving credit agreements,, almost all reputable stores voluntarily
comply with all of the dollars and cents disclosure provisions of S. -150. -

Almost all retailers now charge a 1 or 1% percent per month eedit or finance
charge on the unpaid credit balance of the customer. 8. 750 would only require
that retailers print on their credit slips that 1 percent per month on the monthly
balance Is equivalent to a dnarge of 12 percent per year on the monthly balance
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or 1% percent per month on the monthly balances Is equivalent to an annual
rate of 18 percent per year on the monthly balances. S. 750 would not require
any computation by clerks, sales girls, or any other employees of a retail estab-
lishment. It would not In, any way add to the cost of doing a credit business for
the vast majority of stores. Section 4(b) of S. 750 has been drafted to accord
completely with existing State laws and practices. Of course, it is true that
there will be some cost Involved In complying with this act for any retail estab-
lishment which does not follow the practice of ethical stores of sending out
monthly bills disclosing the state of the customer's account. However, reputable
merchants and their organizations agree that these statements should be sent to
all customers even if not required by existing State laws.

In addition, it should be noted that there is no disagreement from retail In-
dustry using revolving credit with the definition of "finance charge" Included in
S. 750. They have always followed the practice enumerated In the bill-the
charge for credit should be all inclusive and no extra charges should be made.
The retail merchants follow completely the trade practice of credit unions and
small loan companies in this respect.

Section 603 of title VI of Public Law 774-81st Congress (Defense Production
Act of 1950) :

"So. 603. Any person who willfully violates any provision of section 601
or 602 or any regulation or order issued thereunder, upon conviction thereof,
shall be fined no'. more than $5,000 or Imprisoned not more than one year, or
both."

Consumer credit, regulation W, effective September 18, 1950, section 6(c):
"(c) REofun OF INsTALLMENT SALE.-The record of an installment credit aris-

ing from the sale of a listed article and required by section 3(b) shall set forth
(in any order) the following information:

"(1) A brief description identifying the article purchased;
"(2) The cash price of the article;
"(3) The amount of the purchaser's downpayment (i) in cash and (ii)

in goods accepted in trade, together with a brief description identifying such
goods and stating the monetary value assigned thereto in good faith ;

"(4) The amount of any insurance premium for which credit Is ex.
tended and of any finance charges or interest by way of discount included
In the principal amount of the obligation, or the sum of these amounts;

"(5) The time balance owed by the purchaser, ' which Is the sum of items
(2) and (4) minus item (8) ; and

"(6) The terms of payment.
The record need not include a description of the article if it is purchased by
means of a coupon book or similar medium of installment credit upon which
there has been made a cash downpayment at least as great as the highest down-
payment required by this regulation on any article sold by the registrant. The
record need not include the information called for by Items (2) and (4) if the
registrant is one who, with respect to the article, customarily quotes to the
public a time price only which includes the finance or other charges If any, pro-
vided he sets forth such time price in such record, and provided he obtains a cash
downpayment which is at least as large as would be required if the percentage
specified for the article In the supplement were applicable to the time price.'

TE u No LoY or IxTeR RATEs

The following Is a more technical account of the semantics of rates and
charges, adapted from a university textbook by Prof, Ernst Dauer:

The documentary evidence of a loan or credit transaction is a note. The
amount for which a note is written is called the face of note. The amount of
money received by, the borrower or the amount of credit advanced is called the
proceeds. (Some authors refer to this as principal).w

Some notes include charges or interest In their "face"-these are noninterest
bearing note*; other notes call for the payment of interest at periodic Intervals
or at maturity--these are interest bearing no1os. Charges on Interest bearing
notes are" generally computed as simple interest; charges on noninterest bearing
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notes are generally computed as discount- or add-on charges, with or without
additional fees.

Some notes are single payment or. noninstallment notes; other notes call for
periodic payments, usually referred to as $stallments. In either isse the
period between the day the note is signed and the final'niaturitdate' is the
"term." The word "term" in its plural form, "terms," is also usid to describee
not only the length of the contract period, but also the contract charges, down-
payment requirements, method of repayment (i.e., number and interval of pay-
ments), and other agreement, sometimes referred to as "small print."

Simple interest.--Charges are computed on the unpaid balance* of proceeds
(or principal) outstanding at the time of partial or final payment.

Precomputed simple interest.-Charges are computed, at the time the loan is
made, on the unpaid balances of proceeds scheduled to be outstanding under the
terms of the contract. These charges are then added to the proceeds and the
face is written for the combined amount. If the borrower pays exactly accord-
ing to contract, simple interest charges and precomputed simple interest charges
are identical amounts.

Discount.-Charges are computed on the original face of the note for the term
of the note. These charges are deducted from the face of the note to determine
the proceeds, and such charges are therefore said to be included in the note.

Add on.-Charges are computed on the original proceeds for the term of the
note. These charges are then "added to" the proceeds and the "face" is written
for the sum of the proceeds and charges.

Fees.-Charges made in connection with a loan or credit transaction, osten-
sibly to cover the cost involved in making credit investigations, in filing and
recording mortgages, or in providing insurance coverage.

Carrying charge.-A fiat fee, generally based on the amount of credit ad-
vanced and sometimes computed as an "add-on percentage," charged for "carry-
Ing" the purchaser on the account receivable books for any given period of time.

Because consumer credIt charges are stated in so many ways and refund prac-
tices differ widely, thr L., am of rate comparison is not. only difficult but im-
portant. If loans are 3, -ianted, if add-on loans are paid in installments, if
loans with precomputed charges are prepared, if fees are charged for services of
various kinds, or if simple interest is charged at a rate other than a constant
rate, the "true rate" will differ from the stated rate and under certain circum-
stances be more than triple the stated rate. It is therefore highly desirable to
compare rates, both in terms of dollars and true rates of interest.

23-902 -p4-pt. 1.-47
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Credit nin Treanrers

Convenient, Accurate'
and. Simple to Use

oF 10 o
Interest at the rate

per month on unpaid balances

Compiled by,-,
J. DEANE GANNON
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CUNA S YPPLY COOPtin TIVE

CREDIT UNION NATIONAL ASSOCIATION
Mhdion 1, Wisconsh-I o-n'1
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-TEE8TOCAL4 frAT0R

"TRUKB~ DAYS

HaL laL Bal. 1.1.

1.16- 3.46 .01
5.76 .02
8.07 .03

10.38 .04
12.69 .05
15.00 .06
17.30 .07
19.61 .06
21.92 .09
24.23 .10
26.53 .11
28.84 .12
31.15 .13
33.46 .14
35.76 .15
A807 .16
40.38 .17
42.69 .18
45.00 .19
47.30 .20
49.61 .21
51.92 .22
54.23 .23
5653 .24

A&84 .25
61.15 .23
63.46 27
65,76 .28
68.07 M
70.38 .30
72.69 ,31
75.00 .3
77.30 .33
79.61 .34

86.53 -.37
88.84 .38
91.15 .39
93.46 .40
95.76 .41
98.07 .42

100.38 3
102.69 .44
105.00 .45
107.30 .46
109.61 .47
111.92 .48

DeLIp'i Hum& Il.

114.23 .49 00X).00 - 87
116.53 .50- 300.00 -UU
118.84 . 84000 1.3
121.15( 5 -LI
123.46 -. S3 6W.00 4
125.77 S4 #"700.00 3.03
128.07 '. - 800.00 3.47
130.38 . 900.00 3.0
132.69 .57 1000.00 4.33
135.00 -. 8
137.30 .59
139.61 .60
141.92- .61
144.23 .62
146,53 .63
14g.84 .64
151.15 .AS

rouF TEBN DAYS

1.08- 3.21 .01
5.35 .02
7.50 .03
9.64 .04

11.78 .05
13.92 .06
16.07 .07
18.21 .08
20.35 .0
22.50 .10
24.64 .11
26.78 .12
28.92 .13
31.07 .14
33.21 .15
35.35 .16
37.50 .17
39.64 .18
41.78 .19
43.92 .20

46 .07 .21
4821 .22
50.35 .23
52.50 .24

54.64 .25
56.78 26
58.92 .27
61.07 .28
63.21 .n8
65.35 .30
67.50 .31'
69.64 .32
71.78 .33
73.92 .34
76.07 .3$
78.21 .3
80.35 .37
82.50 .3
84.64 .39
86.78 .4
88.92 .41
91.07 .42
9321 .43
95.35 .44
97.50 .45
99.64 .46

101.78 .47
10.93 .48

106.07 .49
108.21 .50
110.35 .51
'112,50' M5
114.64 .53

,116.78-S4
11893 AS
121.07 5
12321 .57
125.35 M5
127.0 .59
129.64 .0
131,78 .61
133.93 .62
136.07 .63
13821 . 4
140.35 .65
142.50 .66
144.64 .67
146.78 68
148.93 .69

.151.07 .78-

200.00 .93
300.00 1.40
400.00 1.87

600.00 2 80
700.00 327
800.00. 3.73
900.00 4.26

1000.00 4m6

13.14 aa"

13-14 days
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INSTRUCTIONS
FOR

INTEREST CALCULATOR
isb calctor was 'designed especally for buy credit union treasure"utthm in the quick and accuratecculation of interest on loau.

alM ed arrans ment requires only two actore:
1,The number of 4Py since the lastpayment

. The unpaid balance of the loan upon which interest is due

As an aid in determining the number of days btwom two specilo dae
there Is provided the DAY CALOULATOR which indicates a number for each
day. The number-of interest days Is easily obtained by subtracting the dast
of the last payment from the date of the present payment. For a new loan
the date of the note would be' pbtract4d from the date of th* first psymnt,
For example, if the last payment was made on February 7 (the 38th day)
and this payment is being made on March 20 (the 79th day): the number of
Interest days would be 79 minus 38 or 41 dae.

When the interest period runs from the end of one year into the
next, it will be necessary to add 36 days to the number of the day of
the new year before subtracting. For instance, if the last payment
was made December 4 and the next payment is on January 17, you
then add 385 to 17 or atotalof 382 and then subtract 338 (Dee. 4)
for an interest period of 44 days.

In years which have 366 days it is necessary to add one (1) to the
number Of each day after February 29. March 1 would become the

:61st day, etc However, tbis is only necessary when the date of the
lut payment is prior to February 28 since th same number of days
Swon intervene between ahy two days after that date.

The unpaid balance Is. of course, the-bilanc recorded in the Individual
ledger and in the members' pass books. To calculate interest let us suppos
that the unpaid balance is $95.25 and as noted above , the interest period is
from February 7 to Marh h20,, which we have found to be 41 days. Turn to
the page recording the interest for 41 days and you will note that the interest
on an amount up to and including $95.48 is $1.30. We thus readily determine
that the correct Interest for $96.25 in $1.30 for 41 days.

Each day listed records the correct Interest on principal balances from the
least amount that wil earn lo to $150 In succession. There is also listed th
interest on amounts from $200to $l000 by hundredsso that any combination
may easily be determined. ror exampl, the intoest on $315.60 for 41 dayi
is easily obtained by taking the interest on pb@ or $4.10, and adding 21c, thi
interest on $15.60, for a total of $4.31.

Separate day listings are provided from I to 45 days inclusive. The interest
for any number of days in excess of 46 may readily be calculated by choosil
the table representing one.half of the desired number of days and then mult
plying the interest by two (2). The interest for 66 days on any balano
would be twice the interest shown for 33 days for the same balance. Th,
Interest for 65 days could easily be calculated by taking the interest on tb
same amount for 40 days plus that for 25 days. thus this calculator maki
available many combinations which will very adequately serve credit uno
need. /

S44



T W *,T4 -UOBAYS

1.9. A,1

4 .26 ,I
A456 ,

5.86 .04
7.17 ".95
8.47, .0$9.78 +

12,39 --.
13.69 .10
15.00 .11
16.30 .12
17.60 .13
18.91 .14
20.21 .1S
21.52 .16
22.82 .17
24.13 .18
25.43 .19
26.73 .2
28.04 .21
29.34 ,,2
30.65 .23
31.95 .24
33.26 ,25
34.56 .26
35.86 M
37.17 28
38.47 *
39.78 .30
41.08 .31
42.39 .32
43.69 .33
45.00 .34
46.30 .35
47.60 .6
48.91 .3
50.21 A
51.52 .O

8.2l,: It.

52.825 .40
54.131 .41
55.43 4
56.73 .43
58.04 44
59.34 .45
60.65 4S
61.95 .47
63.26 .48
64.56 .49
65.8 .M0
67.17 .S1
68.47 .52
69.78.53
71.0Q .4S
72.39 S
73.69 .56
75.00 .57
76.30 .58
77.60 49
78.91 .60
80.21 .61
81.52 .62,
82.82 -.63
84.13 .64
85.43 .6,5
86.73 .66
88.04. .67-
89.34' .68
90.65 .69
91.95 .70"'
93.26 .71
94.56 .72
95.87 .73
97.17 .74
98.47 .75
99.78 .76

101.08 .77
102.39 .78

i4~i~

23 dsay

lords .Et.

2D0.00 A

600. 0 4A:$3

800.00 6.13
900.00 A.9

1000.00 7.67

33&is

2 ,

103.69 .9.
105.00 .80
106.30 At
107.60 82
108.9! .63
110.21 .84
111.52 AS
112.82 .64
114.13 87
115.43 .86
11674 .A9'
118.04 .0
119.34 .1
120.65 ,92
121.95 .931
123.26 ,94,

124.56 .95
125.8? .96
127. - .97
128,47 8,
129.? .99
131.06 1.00 -

132.39 1.01
133.69 1.02
135.00 1.03-
136.30 1.04
137.60 1.05
138.91 1.06
140.21 1.07
141.52 1.08
142.82 1.09
144.13 1.10
145.43 1.11
146.74 1.12
148.04 1.13
149.34 1.14
150.65 1.Ls
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.49- 1.45 .A1 51.77 .5
2.41 .02 52.74 54
3.38 .03 53.70 .55
4.3S M 54.67 5 -6 ---
5.32 .05 55.64 .57
6.29 .06 56.61 .58
7.25 .07 57.58 .59
8.22 .08 5.54 .60
9.19 .0 5.5 .61

10.16 .10 9.48 .62
11.12 .11 61.45 .63
12.09 .12 62.41 .64
13.06 .13 63.38 .6S
14.03 .14 64.35 .66
15.00 .AS 65.32 .67
15.96 .16 66.29 .68
16.93 .17 67.25 .69
17.90 .18 68.22 .70
18.87 .19 69.19 .71
19.83 .20 70.16 .72
20.80 .21 71.12 .73
21.77 .22 72.09 .74
22.74 .23 73.06 .75
23.70 .24 74.03 .6
24.67 JS 75.00 .77
25.64 .26 75.96 .78
26.61 .27 7693 .79
27.58 ,28 77.90 .80
28.54 S 7887 .81
29.51 .30 79.83 .82
30.48 .3! 80.80 .83
31.45 .32 81.77 .A4
32.41 .33 82.74 .A5
33.38 .34 83.70 .6
34.35 .35 84.67 .87
35.3 .36 85.64 .88
36.29 .37 86.61 .89
37.25 .38 87.58 .90
38.22 .3 88.54 .91
39.19 40 89.51 .92
40.16 .41 90.48 .93
41.12 .42 91.45 .94
42.09 .43 92.41 9S
43.06 .44 93.38 .96
44.03 .45 94.35 .97
45.00 .46 95.32 .08
45.96 A 96.29 .99
46.93 .48 97.25 1.00
47.90 .0 98.22 1.01
48.87 .50 99.19 1.02
49.83 .1 100.1c 1.03
50.80 .$2 101.12 1.04

T=I
Hundred, let.

200.00 .07
300.00 3.10
400.00 4.13
500.00 5.17
600.00 6.20
70O.00 7.23
800.00 8.27
900.00 9.3

1000.00 10.33

31 dys

TRUTH IN LENDING-1903-64

INTEREST CALCULATOR

TRIITY.-ON DAYS

evil. lat.

102.09 1AS
103.06 1.06
104.03 1.07
105.00 1.06
105.96 1.09
106.93 1.10
107.90 1.11
108.87 1.12
109.83 1.13
110.80 114
111.77 .IS
112.74 1,16
113.71 1.17
114.67 1.18
115.64 1.19
116.61 1.20
117.58 1.21
118.54 1.22
119.51 1.23
120.48 1.24
121.45 1.2S
122.41 1.26
123.38 1.27
124.35 1.28
125.32 1.29
126.29 1.30
127.25 1.31
128.22 1.32
129.19 1.33
130.16 1.34
131.12 1.35
132.09 1.36
133.06 1.37
134.03 1.38
135.00 1.30
135.96 1.40
136.93 IAI
137.90 1.42
138.87 1.43b 9.83 1.44
140.80 1.45
141.77 1.44
142.74 IA7
143.71 1.48
144.67 1A9
145.64 1.50
146.61 1.51
147.58 1.52
148.54 1.53
149,51 , 1.54
150.48 1.SS

81 days
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CONSUMER CRIEDIT r

COST CALCULATOR

WHAT PRICE CREDIT?

Shop for credit just as you shop for clothing, a car, or a
refrigerator. You'll find it to yo" advantage to pay atten-
tion to credit terms and to compare the costs of borrowing
or buying on credit from different sources. Service, in
credit are important, too, so shop for the kind and quality
that best meet your needs.

There are many installment credit and loan plans. Some
make charges in the form of interest on unpaid balances,
and others involve discounts, add-ons, fees, and carrying
charges. There are many rates and combinations of charges,
and plans differ in the size, number, and time of instal-
ment repayments.

These differences make it difficult for the consumer to
compare plans and to find the lowest cost credit which
is suitable to his needs. Nevertheless, financing plan
can he compared. The price you pay for credit always can be
measured by the true rate of interest you are charged.

This folder is an abbreviated version of a more detailed tech-
nical publication entitled, "Table for Converting Interest Rates
Into Discount Charges and Discount Charges Into Interest
Rates," which is available for professional use.

Copyright 1967, by Household Finance Corporation. Quotations permitted if
credited to "Consumer Credit Coot Calculator, copyright by Household Finance
Corporation."
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TYPICAL EXAMPLES OF
INSTALMENT TRANSACTIONS

The examples below show how to find the Financing Cost, th-"-
Total Amount Paid in Instalments, and the Cost Ratio in some
common kinds of instalment contracts.

Discount: "Interest" and Fee Deducted in Advance

A borrower signs a note for $100 and agrees to repay that amount in ten (10)-
equal monthly instalmenta of $10 each. The lender deducts "interest" at
7.2% per year of $100, or $6 for ten months, and an investigation fee of $2,
so that the borrower receives $92 in ash. The Financing Cost in this case is
$6 + $2, or $8. The Total Amount Paid in Instalments is $100. The Cost
Ratio is $8 + $100, or .08. The true interest rate is 1.55% a month, or 18.6%
per year (12X 1.55%)..

Add-on: "Interest" and Fee Added to Amount Borrowed

A borrower receives a cash loan of $100 to which is added "interest" of $6.60
plus an investigation fee of $1.50. The entire obligation Of $108 is payable in
12 equal monthly instalments of $9 each. The Financing Cost in this case is
$8 ($6.50 + $1.50). The Total Amount Paid in Instalments is $108. The-
Cost Ratio is'$8 + $108. or .0741.' The true interest rate is 1.20% a month,
or 14.4 % per year.

Ordinary Igstalment Purchase

A purchaser buys arx automobile which has a cash price of $3,100, and also
insurance costing $150. He makes a "trade-in" or a down payment of $1,160O

i and wishes to finance the remaining $2,100 over's period of 30 months. The'
seller adds a finance charge of 6% per year, or 15% for 2% years, which is

, $315 (15 % X $2,100). The purchaser signs a note for $2,415 ($2,100 + $315),
1 payable in 30 equal monthly instalments of $80.50. In this case the Financing

Coast is $315. The Total Amount Paid in Instalments is $2,415. The Cot
Ratio is $315 + $2,415, or .13. The true interest rate is .92% a month or
11.04% per year.*

Instalment Purchase in Which the Total Amount to be Paid is Not
Directly Stated

On the purchase of a refrigerator-freezer at a price of $435, the purchaser
makes a down payment of $75 and finances the remaining $360. The pur.
chaser signs a sales contract wherein'he agrees to repay the $360 in 30 equal

n monthly instalments of $12 each plus a "service" charge of $2 per month.
Since this plan in effect calls for a total monthly payment of $14, the Total
Amount'Paid in Instalments is $420 ($14 X 30). The Financing Cost is $60
($420 plus $75, minus $435). The Cost Rato is $60 + $420, or .143. The true -

interest rate is 1.02% a month, or 12.24% per year.

Instalment Purchase Advertised, "No Carr ing Charge"

A diamond ring is advertised at a price of $95, $5 down and 18 weekly pay. 14

ments of $5 each, with "'no carrying charges." Inquiry discloses that the
ring can be purchased for $85 cash. In this case the Financing Cost is $10.

.. , The Total Amount Paid in Instalments is $90. The Cost Ratio is $10 + $90,
or .111. The true interest rate is 1.27% a week, or 66.04% per year.

S*Standard automobile insurance, sold at standard rates for the benefit of the buyer, should be
included in the cash price, not in the Financing Cost.





I Find the Financing Cost in
Dollars and Cents.

In the came of a loan, total all payments
to be made and subtract the amount of
cash obtained from the lender. The dif-
ference is the Financing Cost.

In the case of an instalment purchase,
total all payments including the down
payment and subtract the price at which
you couIA buy for cash. The difference is
the Financing Cost.

2 Determine the Total Amount to
be Paid in Instalments.

Total all instalment payments. Do not
include the down payment.

3 Figure the Cost Ratio.
Divide the Financing Cost by the Total
Amount Paid in Instalments.

4 Use the Table Below to Find the
True Interest Rate.
When the Cost Ratio comes out exactly
in hundredths (such as .080 or .110),
locate the column headed with this fig-
tire. Follow down this column to the line
for the number of payments in the con-
tract. The figure at the intersection is
the true interest rate per instalment period
(week, month, or other).
When the Cost Ratio does not come out
exactly in hundredths, an approximate
answer can be obtained by rounding off
to the nearest hundredth (second deci-
mal place), and then using the table as

explained above. For greater accuracy,
see the note in the last column.

Annual Interest Rates.

When the contracts to be compared have
different instalment intervals, the true
interest rates must be converted to apply
to the same interval. Annual rates are
commonly used for this purpose.

To convert to an annual interest rate,
multiply the true rate per instalment per-
iod by the number of instalment periods
in a year (12, if months; 52, if weeks,
etc.). This method ignores compounding,
which is consistent with the general
practice of converting annual rates to
monthly or other fractional year rates by
taking a simple arithmetic fraction of the
annual rate.

Page 4 gives typical exarnples of how to figure true interest rates on various types of instalment contracts.

TABLE OF TRUE INTEREST RATES CORRESPONDING TO VARIOUS COST RATIOS AND NUMBERS
The figures in the body of thiq table are true interest rates in percent, per installment period

HOW TOI COMPUTE TRUE INTEREST RATS " -NLOANS ANDIt
.URCHASEISPAY
EQUAL ONSTALMI

Number Number Number
of EqualCOST RATIO of Equal COST R ATIO of Equalstamnct .TInstalment 

lmtalment
Payments ,02 .03 .04 .05 .06 .07 .08 .09 .10 .11 .12 .13 .14 .15 Payments .16 .17 .18 .19 .20 .21 .22 .23 .24 .25 .30 '35 .40 Payments

2.04
1.36
1.02
0.81
0.68
0.58

0.51
0.45
0.41
0.37
0.34
0.31

0.99
0.27
0.25
0.24
0.23
0.21

0.20
0.19
0.18
0.18
0.17
0.16

0.15
0.13
0,11
0.09
0.08
0.08

3.09 4.17
2.06 2.76
1.54 2.07
1.23 11.65
.1.02 1.38
0.88 1.18

0.77
0.M8
0.61
0,r.3
0.51
0.47

0.44
0.41
0.38
0.36
0.34
0.32

0.31
0.29
0.28
0.27
0.26
0.25

0.23
0.20
0.17
0.14
0.13
0.12

1.03
0.92
0.82
0.75
0.69
0.63

0.59
0.55
0.51
0.48
I.46
t1.43

0.11
0."9
0.57
0.30
0.34
0.33

0.30
0.27
0.22
0.19
0.17
0.16

5.26
3.49
2.61
2.08
1.73
1.49

1.30
1.15
1.04
0.94
0.86
0.80

0.74
0.69
0.65
0.61
0.58
0.55

0.52
0.49
0.47
0.45
0.43
0.41

0.38
0.33
0.28
0.24
0.21
020

0.07 0.11 0.15 0.19
0.07 0.10 0.14 0.17

6.38
4.23
3.16
2.52
2.10
1.80

1.57
1.40
1.26
1.14
1.05
0.97

0.90
0.84
0.78
0.74
0.70
0.66

0.63
0.60
0.57
0.54
0.52
0.50

0.46
0.40
0.34
0.29
0.26
0.24

7.53
4.98
3.72
2.97
2.47
2.11

1.85
1.64
1.48
1.34
1.23
1.13

1.05
0.98
0.92
0.87
0.82
0.78

0.74
0.70
0.67
0.61
0.61
0.59

0,55
0.47
0,40
0.34
0.30
0.28

8.70
5.74
4.29
3.42
2.85
2.44

2.13
1.89
1.70
1.55
1.42
1.31

1.21
1.13
1.06
1.00
0.94
0.89

0.85
10.81
0.77
0.74
0.71
0.68

0.63
0.55
0.46
0.39
0.35
0.32

9.89
6.52
4.87
3.88
3.23
2.76

2.42
2:14
1.93
1.75
1.61
1.48

1.38
1.28
1.20
1.13
1.07
1.01

0.96
0.92
0.87
0.84
0.80
0.77

0.71
0.62
0.52
0.45
0.39
0.36

11.11
7.32
5.46
4.35
3.62
3.10

2.71
2.40
2.16
1.96
1.80
1.66

1.54
1.44
1.35
1.27
1.20
1.13

1.08
1.03
0.98
0.94
0.90
0.86

0.80
0.69
0.68
0.50
0.44
0.41

12.36
8.13
6.06
4.83
4.01
3.43

3.00
2.66
2.40
2.18
1.99
1.84

1.71
1.59
1.49
1.41
1.33
1.26

1.19
1.14
1.08
1.04
0.99
0.95

0.88
0.77
0.64
0.65
0.49
0.45

13.64
8.96
6.67
5.32
4.42
3.78

3.30
2.93
2.64
2.39
2.19
2.02

1.88
1.75
1.64
1.55
1.46
1.33

1.31
1.25
1.19
1.14
1.09
1.05

0.97
0.85
0.71
0.61
0.53
0.49

14.94 16.28
9.81 10.67
7.30 7.94
5.81 6.32
4.83 5.25
4.13 4.49

3.61
3.20
2.88
2.62
2.40
2.21

2.05
1.91
1.79
1.69
1.59
1.51

1.43
1.38
1.30
1.25
1.19
1.15

1.0C
0.92
0.17
0.66
0.58
0.54

3.92
3.48
3.13
2.84
2.60
2.40

2.23
2.08
1.95
1.83
1.73
1.64

1.56
.. 48
1.41
1.35
1.30
1.24

1.16
1.00
0,81
0.72
0.63
0.59

19.05 20.48
1245 13.38 14.32
A.25 9.03 10.62
7.36 7.89 8.44
6.11 6.55 7.00
5.22 5.60 5.98

17.65
11.55
8.59
6.83
5.67
4.85

4.24
3.76
3.38
3.07
2.81
2.59

2.41
2.25
2.10
1.98
1.87
1.77

1.68
1.60
1.53
1.46
1.40
1.34

1.24
1.08
0.91
0.78
0.68
0.63

0.23 0.27 0.31 0.35 0.36 0.43 0.48 ,0.52 0.66 0.61
0.21 0.24 0.28 0.31 0.35 0.39 0.43 0.47 0.51 0.55

4.56 4.89
4.05 4.34
3.64, 3.90
3.30 3.54
3.02 3.24
2.79 2.99

2.59
2.42
2.26
2.13
2.01
1.90

1.81
1.72
1.64
1.57
1.50
1.'4

1.31
1.11,
0.94'
0.84
0.74
0.68

2.77
2.59
2.43
2.28
2.15
2.04

1.91
1.84
1.76
1.68
1.61
1.55

1.43
1.25
1.04
0.90
0.79
0.73

5.22
4.63
4.16
3.78
3.46
3.19

2.96
2.76
2.59
2.44
2.30
2.18

2.07
1.97
1.8-3
1.80
1.72
1.65

1.53
1.33
1.11
0.96
0.84
0.78

15.28
11.32
9.00
7.46
6.37

5.56
4.94
4.44
4.03
3.69
3.40

3.16
2.94
2.76
2.59
2.45
2.32

2.20
2.10
2.00
1.91
1.63
1.76

1.63
1.42
1.19
1.02
0.90
0.83

16.26 17.26 18.29 19.31 20.42
12.04 12.78 13.53 14.30 15.09 15.89 20.20
9.56 10.14 10.74 11.34 11.96 12.59 15.97
7.9,3 8.41 8.90 9.40 9.91 10.42 13.20
6.77 7.18 7.60 8.02 8.45 8.90 11.25

5.91
5.24
4.71
4.28
3.92
3.61

3.35
3.13
2.93
2.75
2.60
2.46

2.34
2.23
2.12
2.03
1,95
1,87

1.73
1.50
1.26
1.08
0.95
0.88

6.27
5.56
4.99
4.53
4.15
3.83

3.55
3.31
3.10
2.92
2.75
2.61

2.48
2.36
2.25
2.15
2.06
1.98

1.83
1.59
1.33
1.15
1.01
0.93

64 0.66 0.70 0.t5 0.80 0.85 0.0
go 0.59 t.63 0.68 0.72 0.76 0.81

6.63
5.88
5.28
4.79
4.39
4.05

3.75
3.50
3.28
3.08
2.91
2.76

2.62
2.49
2.38
2.27
2.18
2.09

1,94
1.68
1.41
1.21
1.06
0.98

7.00
6.21
5.57
5.06
4.63
4.27

3.96
3.69
3.46
3.25
3,07
2.91

2.76
2.63
2,51
2.40
2.30
2.21

2.04
1.78
1.49
1.28
1,12
1.04

7.38
6.54
5.87
5.33
4.88
4.50

4.17
3.89
3.64
3.43
3.24
3.06

2.91
2.77
2.1
2.53
2.42
2.32

2.15
1.87
1.57
1.35
1.18
1.09

7.76
6.88
6.18
5.61
5.13
4.73

4.39
4.09
3.83
3.60
3.40
3.22

3.06
2.01
2.78
2.6
2,54
2.44

2.26
1.97
1.65
1.42
1.24
1.15

9.81
8.69
7.80
7.08
6.47
5.96

5.53
5.16
4.83
4.54
4.29
4.06

3.85
3.61
3.50
3.34
3.20
3.07

2.85
2.48
2.07
1.78
1.6
1.44

0.95 1.00 1.05 1.11 1.39
0.85 0.90 0.95 1.00 1.25

19.77 24.10
16.32 19.86
13.89 16.89

12.10
10.71
9.61
8.71
7.97
7.34

6.81 8.24
6.35 7.68
5,94 7.19
5.59 6.76
5.27 6.38
4.99 6.03

4.74 6.73
4.51 5.45
4.30 5.20
4.11 4.97
3.94 4.76
3.78 4.57

3.49 4.22
3.04 3.67
2.54 3.07
2.19 2.64
1.92 2.31
1.77 2.14

1.71 2.06
1.54 1.86

'ABLE- IN

ENSALN
K NYS 'A.<.;*-:*_

NOTE-In cise the Cost R4]lo /
n$t come out exactly i n h ,y .
the true interest rate may be deter-- k
mined more accurately by interlPe- ,

lation.
For example, if tL-3 C , Raiio is
.0741 for 12 monthly instalnents,
the true rate is equal to the rate for
.07, plus .41 times the difference be-
tw-,en the rates for .07 and .08, as

.) Rate for .08CostRatio ,
(from Table), ...... 1.31%

(2) Rate for .07 Cost Ratio
(from fable) ....... 1.13%-

Difference ..... 18%
(3) .41X.18%=.07%
(4) 1.13%+.07%=1.20%.(the

true interest rate per month)

OF" INSTALMENTS-

19
20
21
26
23
24
26
so
38
42
48
52

54
go

14.69
12.99
11.65
10.56
9.66
8.89

23 '

4
6

8

12

13
14

1718 -

19
20
21
22
23
24

24
t0
36
42
48

54
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I WHAT THE TRUE INTEREST RATE MEAN S
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The true interest rate is the rate per instalment period (whether it
be a week, a month, or some otherperid of time) 0n the unpaid true
balances of cash loaned or credit extended.

For example, on a loan 9f $240 subject toa discount of $24, repayable
in twelve equal monthly instalments of $20 each, the borrower receives
$216 in cash. The Financing Cost ($24) divided by the TotalAmcaint
Paid in Instalments ($240) is .10, the Cost "Ratio.* Th tablidihdicateo
that the true rate of hiterest"In this case'is 'i-66% a month, proven
as follows: . .

Proof that $24 Discount on a $240 Noti Paydblie
in 12 Monthly Instalments is equlvaie#jt to1.66%
F X . i n #,6I~ nn 17nn Id T no ??lnn'an .

(I ' (2)- " (3 (4) " ' "-() *  .( 6)

Interest Principal Unpaid Feof
at 1,66% Paym"nt i.:r ., Note*

Totl. per Month Applied to Pric cpal .Bllanos
Month Payment. on Unpaid True Pripa . Balance Ed of

-'rue Principal aWance. End of
Ba hnce (2) Less (13) 'Mont "hi

0 .$216.00 $240.00
1 $ 20.00 $ 3.59 $ 16.41 199.59 220.00

.2 . 20.00 3.31 16.69 182.90 200.00
3 20.00 3.04 . I6, 6 16." l80'00
4 20.06r 2.75 17.25 148.69 -.160.00

. 20.0 2.47 17.53 131.16 140.00
6 20.00 2.18 -17.82 1JI.34 k 20.00

7 20.00 1.88 18,12 95.22 100.00
8 20.00 1.58 18.42 -76.80 '80.00

9 20.00 1.27 18.73 58.6t 601.00

10 20.00 .96 -9.04 39.03 40.00

11 20.00 .65 19.35 19.68, 20.00
12 20.00 .33 19.67 .01

Total $240.00 $24.011 $215.991 .

The unpaid true principal balances on which interest is-computed begins
with $216 (column 5) for the first month, rather than $240, because this is
the actual amount of cash of which the borrower hs the use tor one'mbiith.
At the end of the first month, interest is computed at 1.66 % of $216, or $3.59.
This amount is deducted from the $20 instalment payment leaving the.
remainder, $16.41, to reduce the unpaid true principal balance from $216 to
$199.59. At the end of the second month, interest amounts to 1.66% of
$199.59, or $3.31, etc.

The total interest computed by using the true rate is equal to the
charges actually made; and the total amount applied to reduction of

principal is equal to the original true principal balance.

The True Interest Rate method is the only accurate way to compare
instalment credit costs. /

If the interest rate and aU1 the computations had been carried out to more decimal plates, the

true loan balance at the end of twelfth month would be zero instead of one cent.
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The cost of. loan is often expensed in teams
of en annual interest rate. For exlot. 6per cent is the inhmf rate on a $1 Moan

which must be ropa;d with$106 at the end
of one year's time. Interest is e customary
and convention way to state the cost of
money. Six dollars, in Wis case, is another
we of expres;ng the same cost.

& an instalment purchase it is frequently
difficult to translate financial charges in
deaars into simple interests rates. Insurance
requirements, late-paymert penalties, and
a variety of other terms can make such a
translation e difficult and sometimes im.
poswible project.

Nevertheless, convimrs could benefit by
making interest rate comparisons where
possible. Consumers must frequently do.
c;de between bov ing and saving. If the
decision is to borrow they must decide
"who from." Returns foe saying are often
expressed as interest rates and interest rate
comparisons show, in a simple faThion,
higher and lowercosts of borrowing.

There are cerfainclasses of loans Mae by
contain types of le4.rs for which if Is not too
diflicult to determine annual interest rates.

.Commercial banks often deduct the cost of
a personal loan in advance. The bank may
charge'a 6 per cent discount rate on a 100
loan foe a year; it wil give the borrower $94
on condition that he pays back $100 in equal
monthly iratalments. Since the borrower
does not have the use of $94 for a full year
--only h fad for the first month-the true
annual interest rate is higher than the bank
discount rate. It's about twice as high--12
per cent.

Some financial institutions, like credit
unions and consumer finance companies, will
charge a given per cent per month on the
unpaid balan of a loan. The annual interest
rate will usually amount to about 12 times
the rate stated. A charge of I jor cent a

month means a simple rate of 12 per cent a
year. A charge of 2 per cent a month means
o rate of 24 er cent a year. A 3 per
cent per month rate on the unpaid balance
of a Can may seem low but it amounts to o
simple annual interest rate of 36 per cent
a year.

All things being equal, interest will be
lower if payments are monthly instead of
weekly: the borrower obtains the use of a
larger average amount of.money on a
yearly basis. If after th dollar cost of the
loan is fixed the borrower has e year rather
than nine months to pay it off, the interest
rate will also be lower--basically for the
same reason.

The annual interest rate on any loan
can be easily approximated by usiq the
following formula:

r= 2XmXI
P(n + 1)

Vhere r = the annual interest rate.
m = the number of payment pe-

rlods in one year 412 if you
repay monthly. 24 if you re-
pay semi-monthly).

I = the cost of the loan in dollars
(The cost of $100 loan for
which a 6 per cent discount
has been charged is $6.)

P = the actual amount of the loan
itself, excluding the dollar
cost of the loan ($94 in the
above example).

n = the number of repayments
actually made.

If $6 ware deducted from a $100 loan to be
repaid in 12 equal monthly installment, the
formula would be filled in as follows:

r = 2 X 12 X $6 =
$94X (12 + I)

TRUTH IN .LENDIN.1-S1968-64

(From Business Review, Philadelphla Federal Reserve Bank, 1960]

THE COST OF BORROWED MONEY
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[Excerpts From North Dakota Loan Chart)

PREPARED BY

FINANCIAL PUBLISHING COMPANY
CHART NO. 4.CGIOOO3WS

THE CHARGE FOR LOANS UNDER $1000 IS BASED ON INTEREST
AT 2 1/2% PER MONTH ON THE FIRST $250 OF BALANCE, 2% ON THE
EXCESS TO $500 1 3/4.% ON THE EXCESS TO $750, AND 1 1/2% ON
THE EXCESS TO 1000. FOR LOANS OVER $1000 THE CHARGE IS
BASED ON A LOAN OF $1000 AT THESE SMALL LOAN RATES, AND A
LOAN FOR THE EXCESS, COMPUTED SEPARATELY, AT 7% PER ANNUM
ON-THE MONTHLY DECLINING BALANCES.
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15 MONTHS - LEVEL CREDIT LIFE AND A&H

AMT
OF

LOAN
660
680
700
720
740
760
780
800
820
840
860
880
900
920
940
960
980

1000

1020
1040
1060
1080
1100
1120
1140
1160
1180
1200
1220
1240
1260
1280
1300
1320
1340
1360
1380
1400
1420
1440
1460
1480
1500
1520
1540
1560
1580
1600

INTEREST125.70

128.95
132.20
135.30
138.40
141,50
144.60
147.70
150.65
153.60
156.55
159.50
162.45
165.25
168.20
171.00
173.80
176.60

177.60
178.60
179.45
180.45
181.45
182.30
183.30
184.15
185.15
186.15
187.00
188.00
189.00
189.85
190.85
191.85
192.70
193.70
194.70
195.55
196.55
197.40
198.40
199.40
200.25
201.25
202.25
203.10
204.10
205.10

LIFE
PREM
20.78
21.40
22.01
22.62
23.24
23.85
24.46
25.07
25.68
26.28
26.89
27.50
28.11
28.71
29.32
29.92
30.52
31.13

A&HPREM
24.82
25.55
26.29
27.03
27.76
28.50
29.24
29.98
30,72
31.47
32.21
3295
33.69
34.44
35.18
35.78
36.53
37.27

12

AMT
OF

NOT,
831.30
855.90
880.50
904.95
929.40
953.85
978.30
1002.75
1027.05
1051.35
1075.65
1099.95
1124.25
1148.40
1172.70
1196.70
1220.85
1245.00

MONTHLY
EMTS
55.42
57.06
58.70
60.33
61.96
63.59
65.22
66.85
68.47
70.09
71.71
73.33
74.95
76.56
78.18
79.78
81,39
83.00

84.48
85.96
87.43
88.92
90.40
91.87
93.35
94.82
96.30
97.78
99.25

100.74
102.22
103.69
105.17
106.65
108.12
109.60
111.09
112.56
114.04
115.F1
116.99
118.47
119.94
121,42
122.91
124.38
125.86
127.34

SIMPLE
INT

EOUV
28
28
27
27
27
27
27
27
27
27
26
26
26
26
26
26
2626

DEFAULT
CHARGE_,
1.0475
1.0745
1.1016
1.1275
1.1533
1.1791
1.2050
1.2308
1.2554
1.2800
1.3045
1,3291
1.3537
1.3770
1.4016
1.4250
1.4483
1.4716

1. 4800
1.4883
1.4954
1.5037
1,5120
1.5191
1.5275
1.5345
1.5429
1.5512
1.5583
1.5666
1.5750
1.5820
1.5904
1.5987
1o6058
1.6141
1.6225
1.6295
1. 6379
1.6450
1.6533
1.6616
1. 6687
1.6770
1.6854
1.6929
1.7003
1 .7091

31.68 37.92 1267.20
32.24 38.56 1289.40
32.79 39.21 1311.45
33.35 40.00 1333.80
33.90 40.65 1356.00
34.45 41.30 1378.05
35.01 41.94 1400.25
35.56 42.59 1422.30
36.11 43.24 1444.50
36.67 43.88 1466.70
37.22 44.53 1488.75
37.78 45.32 1511.10
38.33 45.97 1533.30
38.88 46.62 1555.35
39.44 47.26 1577.55
39.99 47.91 1599.75
40.55 48.55 1621.80
41.10 49.20 1644.00
41.66 49.99 1666.35
42.21 50.64 1688.40
42.77 51.28 1710.60
43.32 51.93 1732.65
43.87 52.58 1754.85
44.43 53.22 1777.05
44.98 53.87 1799.10
45.53 54.52 1821.30
46.09 55.31 1843.65
46.64 55.96 1865.70
47.20 56.60 1887,90
47.75 57.25 1910.10
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OT A A8 SIMPLE gA~

LO9SINTEREST PREN PREM NO - PERTS EUIV, CHAREf
3.: !::! .08 !;.00 .00:i 1.08" .0 .0

02.34 .00 .0 231.01
3 060 .11 .07 3.78 .0
4 .86 -.15 03 5.0 .8 .0050.... . . : .06s,

5 1.12 ".19 .17 6.1.8 .360
6 - 1.38 .23 .13 7.7 7 .4 .0080
7 1.614 .28 .26,r 9,18 .51 .0095
8 1,90 .,31 1.3 10*.4 .68 10.IT6

-9 2.16 .35 .19 -  11170 .65 .0126

10 2.42 .39 .33 13.,14 .. 73 .0141
11 2.68 ,43 ,29' 14., 40, s.80 0
12- 2.9184 '.44 .42 - 15.8 ".8 1..oi
:13 " 3.20 .51 :59 17.10 ., .0187

14' 3.146 "56 ;52 18,.4' '.03 .0202

15 3.72 .59 .49 19.80 1.10 .021i7

16- 3.98 '.64 .62 21.24 1,1- .0232

17 14.214 .68 .58 " 22.50 1.l 25 " . 021 7
'18 4.50 '.72 .72 r  23.91 1.33 ; 0269

19 4.76 .76 .68 25.20 1.40 *0213
20 5.02 .79 .65 26.46 1.47 30 .0293

30 7.62 1.40 1.14 39.96 2.22 30 .045

40 10.04 1.59 1.47- 53.10' 2.95 30 " " 087.r

50 - 12.64 2.00 1.96 66.60 3.70 30'  .079'

60" 15.24 2.40 2.28, 79.92 4. 44 30 .0891
70" ' . 17.66 2.80 2-78 93.284 5.18 '$0 ' .1032

80,: 20.26 3.20 3. 10 6'~ .2 30 .11

90' 28 3.60 3i;60 120.06' 6661 3 13
100" 25,Z8 4.00 3.92 133.20 '7.4 30 .11416

120 30.48 4.80 4.714' 160,02 '68.89 30 .1782,

1140 35,50 5.60 5.56 186.66 10.37 30 .2076

160 40.2 6.40 6.38 213.30 11.85 3. .2369

180 45.72 7.20 7.20 2140.12 1634 *30 .2673'

200 50.74 8.00 7.84 26658 114.81 30 "' - .2967
220 55.76 -8.80 8,66 -293.22 16.29 30 .3260,

2140' - 60.96 9.60 9.48 320.04 1 17,78 -30 .3564

260 65.98 10.40 10.30 346'68 19.26 30 .38-8
280 70.02 119 11.13 ' 373.114 20.73 30 .14141

300 " 75.48 11,98 11.96 399.142 4 2'.' 30- .4143.14

320 ' 79.96 .0,76 12.62 '425.314' 23.63 30 ."16-

340 84.44 1.54 13.46 451,44 25.08 30 .4938

360 88.92 14.3 114.29 .477 .5- 26.5 30 .5200
380 93.40 15.10 i14.96 '503.46 27.97 30 .5161

400' 97.70 15.88 15.80 -529.18 29 i41 29 '5713,

420. 102.00 16.66 16.64 555 .3o 30.85 29"9 9&

440 106.30 11.43 17.31":.' 581.04' 228 129 .6216

460' '110.60 18.21 181!5' 606.96' 33.7 29 .6467

14801''114.'72 18.98 18.82 632P5 2  -35.114 29 .6708

500 1902 -197 19.', 658.'44' 36i.58 :29 .6060s®s, 1zg 61
520 123. 20.53 2051' : 6814.,. 38,01 29 72 61

5 1127.t6 21-.2"0 2 1A9', 709.74' 59,43 '28 .71449,

560 131120 22.;06 22.0 -735.30 40.85 28 .7612

580 135.14 22.82 22.72 760.68 42.26 28 .7902

600 139.08 23.59 23.57 786.214 43.68 28 .8133

620 1143.02 24.35 214.25 811.62 45.09 28 .8363

640 1146.96 25.12 25.1p) 837.18 146.51 28 .8594

14"
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18 MONTHS - LEVEL CREDIT LIFE ANDAH

AMT AMT SIMPLE
OfF -LIFE - A&H OF MONTHLY INT DEFAULT
LOAN INTEREST E EM PREH NOTE PTSE IV CHARGE
660 150.72 25.87 25.79 862.38 47.91 28 .881 4
680 154.66 26.64 26.64 887.94 49.33 28 .9044
700 158.42 27.39 27.35 913.14 50.73 27 .9264
720 162.18 28.15 28.01 938.34 52.13 27 .9484
7140 165.94 28.91 28.87 963.72 53.54 27 .9704
760 169.70 29.67 29.55 988.92 54.94 27 .9923
780 173.28 30. 42 30.42 .1014.12 56.34 27 1.0133
800- 17n. 04 31.18 31.10 1039.32 57.74 27 1.0353
820 180.62 31.93 31.79 1064.34 59.13 27 1.0562
840 184.20 32.69 32.65 1089,5 4 60.53 27 1.0771
860 187.60 33.43 33.35 1114.38 61.91 26 1.0970
880 191.18 34.18 34.04 1139.40 63.30 26 1.1180
900 194.58 34.93 34.91 1164.42 64.69 26 1.1378
920 198.16 35.68 35.60 1189.44 66.08 26 1.158.
940 201.56 36.43 36.29 1214.28 67.46 26 1.1787
960 204.96 37.18 37.16 1239.30 68.85 26 1.1985
980 208.36 37.92 37.86 1264.14 70.23 26 1.2184
1000 211.58 38.66 38.56 1288.80 71.60 26 1.2373

1020 212.82 39.34 39.32 1311.48 72.86 25 1.2445
1Q40 213.88 40.01 39.91 1333.80 74.10 25 1.2507
1060 215.12 40.69 40.67 1356.48 75.36 25 1.2580
1080 216.18 141.36 41.26 1378.80 76.60 24 1.2642
1100 217.24 42.04 42.02 1401.30 77.85 24 1.2704
1120 218.48 42.71 42.61 1423.80 79.10 24 1.2776
110 219.54 43.39 43.37, 1446.30 80.35 23 1.2838
1160 220.60 44.06 43.96 1468.62 81.59 23 1.2900
1180 221,84 44.74 44.72 1491.30 82.85 -23 1.2973
1200 222.90 45.41 45.31 1513.62 84.09 23 1.3035
1220 224.14 46:00 46.07 1536.30 85.,35 23 1.3107
1240 225.20 46.76 46.66 1558.62 86.69 22 1.,3169
1260 226.26 47.43 47.43 :1581.12 87.84 22 1.3231
1280 227.50 48.11 48.01 1603.62 89.09 22 1.3304
1300 228.56 48.78 48.78 1626.12 90.34 22 1.3366
1320 229.62 49.45 49.37 1648.44 91.68 21 1.3428
1340 230.86 50.13 50.13 1671.12 92.84 21 1.3500
1360 231.92 50.80 50.72 1693.44 94.08 21 1.3562
1380 232.98 51.48 51.48 1715.94 95.33 21 1.3624
1.00 234.22 52.15 52.07 1738.44 96.58 21 1.3697
1420 235.28 52.83 52.83 1760.94 97.83 21 1.3759
141.0 236.52 53.50 53.42 1783,44 99.08 20 1.3831
1140 237.58 54.18 54.18 1805.94 100.33 20 1.3893
110 238.64 54.85 54.77 1828.16 101.57 20 1.3955
1500 239.88 55.53 55.53 1850194 102.83 20 1.4028
1520 240.94 56.20 56.12 1873.126 104.07 20 1.4090
140 242.00 56.87 56.71 1895o58 105.31 19 1.4152
1560 243.24 57.55 57.47 1918i26 106.57 .19 1.424
1580 244.30 68.22 58.06 1940.58 107.81 19 1.41286
1600 245.54 58.90 50.82 1963.26.. 109.C/ 19 1.4359
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21 MONTHS-- LEVEL CREDIT LIFE AND A&H

AHT AT SIMPLE
OF LIFE A&H OF MONTHLY INT DEFAULT

LOAN INTEREST PREM PREM NOTE PMTS EQUIV CHARGE
1 .26 .00 .00 1.26 .06 .0011
2 .52 .00 .00 2.52 .12 .0022

3 .78 .114 .07 3.99 .19 .0033
4 1.04 .18 .03 5.25 .25 .0045

5 1.30 .24 .18 6.72 .32 .0056

6 1.77 .29 .13 8.19 .39 .0076
7 2.03 .34 .29 9.66 .46 .0087
8 2.29 .38 .25 10.92 .52 .0099
9 2.55 .43 .20 12.18 .58 .0110
10 2.81 .148 .36 13.65 .65 .0121
11 3.07 .52 .32 14.91 .71 .0132
12 3.54 .50 .147 16.59 .79 .0153
13 3.80 .62 .43 17.85 .85 .0164
14 4.06 .68 .58 19.32 .92 .0175
15 4.32 .72 .54 20.58 .98 .0187,
16 4.58 .76 .50 21.84 1.04 .0198
17 5.05 .82 .65 23.52 1.12 .0218
18 5.31 .87 .60 24.78 1.18 .0229
19 5.57 .92 .76 26.25 1.25 .0241
20 5.83 .96 .72 27.51 1.31 30 .0252
30 8.85 1.45 1.07 41.37 1.97 30 .0383
40 11.87 1.94 1.63 55.44 2.64 30 .0S13
50 14.68 2.42 1.99 69.09 3.29 30 .0635
60 17.70 2.90 2.35 82.95 3.95 30 .0766
70 20,72 3.40 2.90 97.02 4.62 30 .0896
80 23.74 3.88 3.26 110.88 5.28 30 .1027
90 26.76 4.37 3.61 124.74 5.94 30 .1158

100 29.57 4.84 3.98 138.39 6.59 30 .1280
120 35.61 5.82 4.89 166.32 7.92 30 .1541
140 41.65 6.80 5.80 194.25 9.25 30 .1803
160 47.48 7.76 6.52 221.76 10.56 30 .2055
180 53.52 8.74 7.43 249.69 11.89 3Q .2316
200 59.35 9.70 8.15 277,20 13.20 30 .2569
220 65.39 10.68 9.06 305.13 14.53 30 .2830
240 71.22 11.65 9.98 332.85 15.85 30 .3083
260 77.26 12.62 10.69 360.57 17.17 30 .3344
280 82.88 13.58 11.62 388.08 18.48 30 .3587
300 88.29 14.53 12.35 41S.17 19.77 30 .3822
320 93.70 15.48 13.08 442d26 21.06 30 .14056
3140 98.90 16.43 14.02 469.35 22.35 30 .4281

360 104.10 17.37 14.76 496.23 23.63 30 .4506
380 109.30 18.32 15.70 523.32 24.92 30 .14731
400 114.29 19.25 16.45 549.99 26.19 29 .4947
420 119.28 20.18 17.20 576.66 27.46 29 .5163
440 1214.27 21.12 17.94 603.33 28.73 29 .5379
460 129.26 22.06 18.89 630.21 30.01 29 .5595
480 1314.25 22.99 19.64 656.88 31.28 29 .5811
500 139.03 23.92 20.39 683.34 32.54 29 .6018
520 144.02 24.85 21.14 710.01 33.81 29 .6234
540 148.80 25.78 22.10 736.68 35.08 28 .6441
560 153.37 26.70 22.86 762.93 36.33 28 .6639
580 158.15 27.63 23.61 789.39 37.59 28 .6846
600 162.72 28.55 24.37 815.64 38.84 28 .7044
620 167.29 29.47 25.13 841.89 40.09 28 .7241
640 171.65 30.38 25.90, 867.93 41.33 28 .7430



TRUTH IN LtRIN--19g8-6
4

SCO NS I N

R'E P A Y.M E N T

115.909

S C, H E D U L E S

MARCH, 1959

6 MONTHLY INSTALMENTS

PROCEEDS
AFTER

SER- DEDUCTING
DIS- VICE OISCOUNT

COUNT FEE & SERV FEE
4 5 6

13.05
14.10
15.15
16.20
17.25

18.30
19.35
20.40
21.45
22.50

24i60
26.70
28.80
30.90
33.00

35.10
37.20
39.30
41.4C
43. 5C

45.60
47.70
49.80
51.90
54.00

56.10
58.20
60.30
62.40
64.50

66.60
68.70,
70.80
72.90
74.79

6.60
7.20
7.80
8.40
9.00

9.60
10.20
10.80
11 .40
12.00

13.20
14.40-
15.60
16.80
18.00

19.20
20.00
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00

20.00
20.00
-20.00
20.00
20.00

20.00
'20.00
20.00
20.00
20.00

310.35
338.70
367.05
395.40
423.75

452.10
480.45
508.80
537.15
565.50

622.20
678.90
735.60
792.3084&9.0

905.70
962.80

1Q20.70
1078.60
1136.50

1194.40
1252.30
1310.20
1368.10
1426.00

1483.90
1541.80
1599.70
1657.60
1715.50 /

1773.40
1831.30
1889.20
"1947.10
1999.21 (.

• REMAINING
COST. PROCEEDS
OF AFTER

LIFE DEDUCTING
INS LIFE- INS:
7 8

1.24 309.11
1.35 337.35
1.46 365.59
1.58 393.82
1.69 422.06

1.80 450.30
1.91 478.54
2.03 506,77
2.14 535.01
2.25 563.25

2.48 619.72
2.70 676.20
2.93 732.67
3.1S 789.15
3.38' 845.62

3.60 902.10
3.83 950.97
4.05 1016.65
4.28 1074.32
4.50 1132.00

4.73 1189.67
4.95 1247.35
5.18 1305.02
5.40 1362.70

.5.63 1420.37

5.85 1478.05
6.08 1535.72
6.30 1593.40
6.53 1651.07
6.75 1708.75

'6.98 1766;42
,7.20'. 1824.16
7.43 1881.77
7.66 1939.457.8 199A.36

CHART NO. 3235

1426

EACH -

INSTAL-
ME1NT
2

AMOUNT
OF
NOTE
3

55
60
65
70
75

80
85
90
95

100

110
120
130
140
150

160
170
180.
190
200

210
220
230
240
250

260
270
280
290
300

310
320.
330
340
349

330
360
390
420
450

480
510
540
570
600

660
720
780
840
900

960
1020
1080
1140
1200

1260
1320
1380
1440
1500

1560
1620
1680
1740
1800

1860
1920
1980
2040
2094

PERCENT
PER

ANNUM
INTEREST
CHARGED

9
21.39
21.25
21.13
21P03
20.94

20,86
20,79
20.73
20.67
20.62

20.54
20,47
20.41
2036
20.31

20.27
20.09"
19,65
19,26
18.91

18.59
18.30
18.04
17.80
17.58

17.37
17.19
17.01
16.85
16.70

16.35
16.42-
16.30
16.18
16.08

115.0
. , "¢ 115.09

"

a..,

2 ' 
J= =__



TRUTH, IN LENDING--19 I8-0-4 1401

12 MONTHLY 'INSTALHENTS'

PROCEEDS REMAIN ING PERCENT.
E l'AFTER COST PROCEEDS - PE .

EACH AMOUNT SER- DEDUCTING OF. AFTER:' ;5 AN Ni'
INSTAL- OF DIST VICE DISCOUNT IFE DEDUCTINd INTERE "t7MENT NOTE COUNT, FEE & SERVE FEE L o IN' '-'LIFE; INS. CHARGED

2 3 . 4 5 6 '

28
30
32
34
36

38
40
45
50
55

60
65
70
75
80

85
90
95

100
105

110
115
120
125
130

135
140
145
150
155

160
165
170
175
181

336
360
384
408
432

456
480
540
600
660

720
780
840
900
960

1020.
1080
1140
1200
1260

1320,
1180
1440
1500
1560

1620
1680
1740.
1800
1860

1920
1980
2040
2100
2172

26.52
28.20
29,88
31.56
33.24

34.92
36.60
40.80
45.00
49.20

53.40
57.60
61.80
66.00
70.20

74.40
78.60
82.80
87.00
91.20

95.40
99.60

103.80
108.00
112.20

116.40
120.60
124.80
129.00
133.20

137.40
141 60
145.80
150.00
155.04

6.72
7.20
7.68
8.16
8.64

9.12
9.60

10.80
12.00
13.20

14.40
15.60
16.80
18.00
19.20

.20.00
20.00
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00

20.00
20.00
20,00
20.00
20.00

20.00
20.00
20.0020.00
20.00

30.76324.60
346.44

. 368.28
390.12

411.96
433.80
488.40• 513.00
597.60

652.20
706.80
761.40
816.00
870.60

.925.60
-.981.40
1037.20
1093.00
1148.80

1204.60
1260.40
1316.20
1372.00
1427.80

1483.60
1539.40
1595.20
1651.001706.80

1762.60
1818.40
1874.20
1930.00
1996.96

2.52
2.70'2.88

3.06
3.24'

3.42
3.60
4.05
4.50
4.95

5.40
5.83
6.30
6.75,

- 7.20

7.65
8.108.55

9.00
-9.45

9.90
10.35
10.80
11.25
11.70

112.15
- 12.60
13.05
.13.50
• 13.95

14.40
14.85
15.30
15.75
16.29

365.22
386.88

'~408.54

430.20

6 38.50
592.65

646.60
700. 9
755.10
809.25
863.40

-917.95
-973.30

* 1028.65
1084.00
1139.35

1194.70
1250.65

S-1305.40
1360.75
1416.10

1471.45
1526.80
1582.15
1637.50
1692.85

1748.20
1803°. 5S
1858.90
1914.25
1980.67

19.68

19 "-02519;.4

1 9 - 6
19.18
194 1
189618 .84
18'.74

18.66
18.60
18.54
18.49
18.44

18; 32
18.05
17.82
17.60
17.41

17 .2

17.08
16.93
16.80
16.67

16.t6
16.45
16.-35
16.26
16.17

16,16.02

15.95
15.88
15.80

CHART 80. 3235 
115.09

CHART NO. 3235 115.09



1428

PROCEEDS
'AFTER

SER- DEDUCTING
DIS- VICE DISCOUNT

COUNT FEE &.SERV FEEuj _.; 6

24
26
28
30
32

34
36
38
40
4S

50
55
60
65
70

75
80
85
90
95

100
105
110
115
120

125
130
135
140
145
147

360
390
420
450
480

510
540
570
600
675

750
825
900
975

1050

1125
1200
1275
1350
1425

1500
1575
1650
1725
1800

1875
1950
2025
2100
2175
2205

35.25
37.88
40.50
43.13
45.75

48.38
51.00
53.63
56.25
62.81

69.38
75.94
82.50
89.06
95.63

102.19
108.75
115.31
121.88
128.44

135.00
141.56
148.13
154.69
161.25

167.81
174.38
180.94
187.50
194.06
196.69

AMOUNT
OF
NOTE

3

CHART NO. 3235 
115.09

TRUTH IN LENDING-1963-64

15 MONTHLY' INSTALLMENTS

EACH
INSTAL-
MENT
2

REMA IN ING
COST PROCEEDS
OF AFTER
LIFE DEDUCTING
INS LIFE INS
7 a---

3.38 314.17
3.66 340.66
3.94 367.16
4.22 393.65
4.50 420.15

4.78 446.64
5.06 473.14&
5.34 499.63
5.63 526.12
6.33 592.36

7.03 658.59
7.73 724.83
8.44 791.06
9.14 857.30
9.84 924.53

10.55 992.26
11.25 1060.00
11.95 1127.74
12.66 1195.46
13.36 1263.20

14.06 1330.94
14.77 1398.67
15.47 1466.40
16.17 1534.14
16.88 1601.87

17.58 1669.61
18.28 1737.34
18.98 1805.08
19.69 1872.81
20.39 1940.55
20.67 1967.64

7.20
7.80
8.40
9.00
9.60

10.20
10.80
11.40
12.00
13.50

15.00
16.50
18.00
19.50
20.00

20.00
20.00
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00
20.00

317.55
344.32
371.10
397.87
424.65

451.42
478.20
504 .97
531.75
598.69

665.62
732.56
799.50
866.44
934.37

1002.81
1071.25
1139.69
1208.12
1276.56

1345.00
1413.44
1481.87
1550.31
1618.75

1687.19
1755.62
1824.06
1892.50
1960.94
1988.31

PERCENT
PER

ANNUM'
INTEREST
CHARGES9

19.33
19.19
19.06
18.96
18.86

18.78
18.71
18.65
18.59
18.46

18.36
18.28
18.22
18.16
17.94

17.67
17.44
17.24
17.05
16.89

16.74
16.61
16.49
16.38
16.28

16.19
16.11
16.03
15.95
15.89
15.86

CHART NO. 3235 115.09



TRU4tf IN TtNDNO-Gi9 e8-L64 14 -]

18 MONTHLY INSTALMENTS

PROCEEDS REMAINING PERCENT
-AFTER COST PROCEEDS P R

EACH AMOUNT SER- DEDUCTING OF, AFTgR-,' L AN ON
INSTAL- OF OIS- VICE DISCOUNT LIFE' DEDUCTING INTEREST-
ENT NOTE COUNT FEE '& SERV FEE INS 'LIVE IRS CHARdtb
2 .. 4,
-20

22
24
26
28

30
32
34
36
38

40
42
44
46
48

50

55
60
65
70

75
80
85
90
95

100
105
110
115
120
125

360
396
432

504

540
576
612
648
684

720
756
792
828
864

900
990

1080
1170
1260

1350
1440
1530
1620
1710

1800
1890
1980
2070
2160
2250

42.30
46.08
49.86
53.64.
57.42

61.20
64.98
68.76
72,54
76.32

80.10
83.88,
87.66
91. 44
95.22

99.00
108 .45
117.90
127.35
136.80

146.25
155.70
165.15
17 4.60.
1814.05.

193.50
202.95
'212.40
221.85
231.30
240.75

7,20
7.92
8.64
9,36

10,08

1080
11.52
12.24
12.96
13.68

114.1tO
15.1?
15.84
16,56
17.28

18,00
19.80
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00

20.00
20.00
20.00
20.00
20.00
20.00

310.50
342.00
373.50
405.00
4 36.50

468.00

1499.50
531.00
562.50
594.00

625.50
657.00
688.50
720.00
751.50

783.00
861.75
942.10

-1022.65
1103.20

1183.75
1264.30
1344.85

.1425.40
1505.95

1586.50
1667.05
1747.60
1828.15
1908.70
1989.25

4,.05
4.146,
4.86
5.7-
5.67.

- 6.08
6.48
6.89
7.29
7.70

8.10
8.51
8.91
9.32
9.72

10.13
11.14
12.15
13.16
14. 18

15.19
16.20
17.21
18.23
19.24

20.25
21.26
22.28
23,29
24.30
25.31

"337.54

399'73
430.83

461.92
493,02
524.11
555.21
586.30

617.40
648.49
679.59
710.68
741.78

772.87
850,61
929.95

1009.9
1089.02

-1168,56
1248:.10
1327164'
1407:17
1486 6-.71
15665.25
1645 i79
1725.32
180,186
1884:.40
1963.94

A Y 219 o9
18,84
18 171

18.62
18,,54.
18.47

18.41
18 - 35

18.30
18.25
18.21
18.17
18.1 4

1.11

17 7 5
17 .48
17.26

1706
16.89
16.73
16 S60
16 .48

16.37
16.27
16;18
16.10
16.03
15.9,6

115.09CHART NO. 3?35
CHART NO. 

P 
5



1430 TRUTH 'IN LENDING-19684 4

20, 14ONHLY INSTALMENTS

PROCEEDS REMAINING PERCENT
AFTER COST PROCEEDS PER

EACH AMOUNT. SER- 'DEDUCTING- OF AFTER ANNUM
INSTAL- -* OF;, DI'*. VICE, DISCOUNT LIFE DEDUCTING INTEREST.
MENT';. NOTE COUNT, FEE -4 SERV FEE-' INS_ LIFE INS CHARGED
2 - 3 t 4 5 6 1 2 .. .. . -8 1 9

18
20
22
24
26

28
30
33
36
39

42
45
48
51
54

57
60
63
66
.69

72
75
18
-81
84

87
90
93
96
99

102
105
108
111
114

S360
400
440

- 480
520

560
600

-660
720
780

"840
900.
960

1020
1080

1140
1200
1260
1320
1380

140
1500
1560
1620<,
1680

1740
1800
1860
1920
1980

2040
2100
2160
2220
2280

47.00
51.67
56.33
61.00
65.67

70. 3
75.00
82.00
89.00
96.00

103.00
110.00
117.00
124.00
131.00

138.00
145.00
152.00
159.00
166.00

173.00
180.00
187.00
-194.00
201.00

208.00
215100
222.00
229.00
236.00

243.00
250.00
257.00
264.00
271.00

7.20
8.00
8.80
9.60

10.40

11.20
12,00
13.20
14.40
15.60

16.80
18.00
19.20
20.00
20.00

20.00
20,00
20.00
20.00
20.00

20,00
20.00
20.00
20.00
.20.00

20.00
2000
20.00
20.00
20.00

20.00
20.00
20.00
20.0020.00

305.80
340.33
374.a7

-409.40
443,93

478.47
513.00
564.80
616.60
668.40

720.20
772.00
823.80

* 876.00
929.00

982.00
1035.00
1088.00
11421.00
119'4.00
1247.00

.1300.00
,1353.00
1406.00
1459.00

1512.00
1565.00
1618.00
16"71.00
1724.00

1777.00
1830.00
1883.00
7936.00
1939.00

4,50
5.00
5.50
6.00
6.50

7.00
7.50
8 .25
9.c0
9.75

10.50
11.?5
12.00
12.75
13.50

14.25
15.00
15.75
16.50
17.25

18.00
18.75
19.50

'20.25
21,00

t21.75
22.50
23.25
24.00
24.75

25.50
26.25
27.00
27.75
28.50

301.30
33533
369. 37
403.404 7.43

471.47
5051,50
556.556,07. 6(

658.65

709.70
76075
811.80
863.25
915.50

967.75
1020.00
1072.25
1124:.50
1176.75

1229 400
1281.25
-1333.50
1385.75

.1438.00

-1490.4-25
- 1542.50

159 175
1647.00
1699,25

- 1751.50
1803.75
1856.00
1908.25
1960.50

CHART NO. 3235 
115.09

19.28
19.09
18.92
18.79
18.67

18.57
18.49
18.38
18.29
18.21

18.15
18.09
18.04
17.94
17.75

17.58
17.42
17.29
17.16
17.04

16.94
16.84
16.75
16.67
16.59

16.52
16.45
16.39
16.33
16.28

16.23
16.18
16.13
16.09
16.05

115.09CHART NO. 3235



+T)RUTI, , LEND ,', -14QOS, 4

24 MONTHLY INSTALUENTS

EACH AMOUNT.
INSTAL-v'' OF .
1ENT NOTE
-- 3 - --

16
17
18
19
20

22
24
26
28
30

32
34
36
38
40

-42
144
46
48
50

55
60
65
70
75

80
85
90
95
98

_348"

432
456
4 80,,

528
57;
624
672
720

768
816
864
912
960

1008
1056
1104
1152
1200

1320
1440
1560
1680
1800

1920
2040
2160
2280
2352

- ER-'
Dis- VICE

COUNT tFEE
& 5

59.76'
63.12
66.48
69.864
73.20

79.92
86.64
93.36

100.08
106.80

113.52
120.24
126.96
133.68
140.40

1147.12
153.84
160.56
167.28
174.0

'190.80
207.60
224.40
241.20
258.00.
,?74.80
291.60
308.40.
325.20
335.28

7.68
8.16
8.64
9.12
9.60

10,56
11.52
12.48
13.44
14.40

15.36
16.3217.28
18.24
19.20

20.00
20.00
20.00
20.00
20.00

20.00
20.00
.20100
20,00
20.00

20.00
20.00
20.00
20.00
20.00

CHART NO. 323S

:PRO.EEOS
AFTER

IDEDUCTI114
DISCOUNT 2

& SERV FEE-
6

-316.56
336.72
356.88
377.04
397.20

437.52
477.84
518.16
558.48
598.80

639.12
679.44
719.76
760.08
800.40

840.88
882.16
923.44
964.72

1006.00

1109.20
1212.40
1315.60
1418.80
1522,00

1625.20
1728.40
1831.60
193.801996.72

COST
OF

LIFE
INS
7,

S6.12i
6.148:

7.20

7.92

9.36'
10.08
10.80

11.52
12.24
12.96
13.68
14.40

15.12
15.84
16.56
17.2818.00

19.80
21.60
23.140
25.20
27.00

28.80
30.60
32.40
34.20
35.28

RE AJNJNG
PROCEEDS

-AFTER-
DEDUCT 1KG

LIFE TIM '

PE'RC E T
PC A

ANNUM4
INTEREST
CHAROO

19.0618,97
18.88

18.74
18.62
18.52
18.44
18.36

18.30
18.24
18.19
18.15
18.11

18.05
17.90
17.77
17.65
17.54

17.30
1710
16,93
16.78
16.66

16.55
16.145
16.36
16.29
16.25

115.09

31080
30.60
050,40
p70,20
p90,00

4J29.60
469.20
$08.80648 ,4O
8.00

627.60
667.20
706.80
746.40
786.00

825,76
866.32
906.88
9147,441
988.00

1089.40
1190.80
1292.20

.1393.60
1495.00

1596.44
1697.,80
1799.20
1900.60
1961.44

(:HART NO. 
3235



1482 TRUT IN LENDWNG
" 1968 6 4

30 MONTHLY INSTALLMENTS

PROCEEDS REMAINING PERCENT
AFTER COST PROCEEDS PER

E(CH AMOUNT $ER- DEDUCTING Or AFTER ANNUM

INSTAL- .O DIS- VICE DISCOUNT LIFE DEDUCTING INTEREST

NENT NOTE COUNT FEE & SERVE -FEE INS LIFE INS CHARGE

2 3 4 5 6 7 8. 9
13 390 75.75 7,80' 306,45 7,31 299.1 19.68

14 420 81:00 8.40 330.60 7.88 322.72 19.43

15 450 86,25 9.00 354.75 8.i44 346.31 19.30
16 480 91.50 9.60 378.90 9.00 369.90 19.19

17 510 96.75 10.20 403.05 9.56 393.149 19.09

18 540 102.00 10.80 427.20 10.13 417.07 19.00

19 570 107.25 11.40 451,35 10.69 - 440.66 18.93

20 600 112.50 12.00 175.50 11.25 464.25 18.85

21 630 117.75 12.60 499.65 11.81 487.84 18.79

22 660 123.00 13.20 523.80 12.38 511.142 18.73

24 720 133.50 14.40 572,10 13.50 558.60 18.63

26 780 144,00 15.60 620,40 114.63 605,77 18.55

28 840 154.50 16.80 668.70 15.75 652,95 18.47

30 900 165.00 18.00 717.00 16.88 700.12 18.41

32 960 175.50 19.20 765.30 18.00 747.30 18.35

34 1020 186.00 20.00 814.00 19.13 794.87 18.26

36 1080 196.50 20.00 863.50 20.25 843.25 18,10

38 11140 207.00 20.00 913.00 21,38 891.62 17.96

40 1200 217.50 20.00 962.50 22.50 940.00 17.84

42 1260 228.00 20.00 1012.00 23.63 988.37 17.72

1414 1320 238,50 20.00 1061.50 214,75 1036.75 17.62

146 1380 249.00 20.00 1111.00 25.88 1085.12 17.52

48 14140 259.50 20.00 1160.50 27.00 1133.50 17.143

50 1500 270.00 20.00 1210.00 28.13 1181,87 17.35

53 1590 285.75 20,00 1284.25 29.81 12514.44 17.25

56 1680 301.50 20.00 1358.50 31.50 1327.00 17.15
59 1770 :317,25 20.00 1432.75 33.19 1399.56 17,06
62 1860 333,00 20.00 1507.00 34.88 11472.12 16.98

65 1950 348.75 20.00 1581.25 36.56 1544.69 16.91

68 2040 364.50 20.00 1655.50 38.25 1617.25 16.85

71 2130 380.25 20.00 1729.75 39.94 1689.81 16.79

74 2220 396.00 20.00 1804.00 41.63 1762,37 16.74

77 2310 411.75 20.00 1878.25 43.31 18,34.94 16.69

80 2400 427.50 20,00 1952.50 45,00 1907.50 16.64

81 2430 432.75 20.00 1977.25 45.56 1931.69 16.62

CHART NO. 3235 
115.09
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(Mr. J. D. Elmer, representing the American Bankers Association,
had commeihted -o-hthi'ftble in the 1961e g Hi sitenent fol-
lows:)

At the hearing on July 20 Senator Douglas asked me a question concerning
aonversion chart *liich I, beliee Is Issued by'a, State banking assocjatioV. I

iva$ )anded a copy of this chart Just as our testimony was being concluded,' and
I had nQ opportunity to commenton its uselulneas.

'This chart, which Is 'attached, is'.lesentialli - the same as all other cheirts
which offer a simple conversion of basic annual finance charge to a basic simple
Int rest, rate. Itis somewhat unusual in :its orgatiiation In that it gives the

a lousfnit finance charges In Increments of 0.25 percent from I to 18 percent.
In'our opinion the rates expressed under the heading "Flat finance rate percent
not discount" should be quoted in dollars per hundred.- However, this chart
may have some special application of which I am not aware.

In any event, this chart has the shme shortcomings ol, all other simplified
conversion methods. It can only be applied with accuracy to those transactions
which are absolutely regular in all respects. Wherever the schedule of payments
has been varied for the accommodation of. the customer In any respect, the
chart would be Ihaccurate in proportion to the extent of the variance. These
variations occur frequently, running as high as 70 to 80 percent in the case
of extended periods to the date of first payment. I should like to restate at
this point that these variations are, in nearly all cases, made at the request
6f and for the convenience of the borrower. It Is a well-established tradition
that these concessions will be made by the lender without additional charge in
spite of the fact that they may result in a moderate variation in the simple
Interest yield on the investment.

Other witnesses have offered for exhibit various other charts, slide rules,, eto,
which are effective within the narrow range of services those organizations
perform for their clients. A commercial bank, seeking to perform an effective
finance service throughout the broad range of demand made upon It, finds these
specialized charts of ro assistance. Our only means of conversion are to apply
complex formulas which are expensive and time consuming, and the result very
selqom seems to be of interest to the borrower.,

'(Mr. J. 0. Slmer, representing the American Bankers Association,illustrated the great iracticid problenis of converting discount charges

toSimple interest. His statement follows )
Some weeks ago, In an effort to educate ourselves on this point, Wd In Cali-

fornia, through our California Bankers Association, addressed Identical letters
to'three of our major universities, to the mathematics departments of these
threemajor unkversitIes, and asked the simple uestion:

"What Is the effective rate of Interest charged on a loan of $1,000 when a total
of'$.060 in to be repaid In 12 equal monthly payments?"

I have here stenciled or mimeographed copies of these letters should you
gentlemen care to have them.
, Mr. ET.mE. In one Instance we were Informed that there were three possible
theories for the conversion of discount charges to simple Interest. These are
known. first. as the merchant's rule, the constant-ratio method, and, finally, the
U.S. rule. d- ,feh has been approved by the Supreme Court.

Ip e, -ai of these thrce rules the result as given by these mathematicians comes
out a different figure.
z As a matter of fact, In two of the rules, two different possible solutions are

Offered. - I ....
Tn the other tw0 letters that we received from the other UniversitieS, only a

single Rnqwer was give. Each was different.'
In other words,, we received seven possible answers out of our one simple

qnestfon, -

Senator Pvlqrm, Mr, Elmer, nay Interrupt at-this point to make It per-
fectly clear in the record thit htls was not i case where you had any unusual
procedrure for collectfrig payrnehtA:'-These we're regular pa. ments over a Pycar
period, and the rate was 5 percent. You collected $60 on $1,000 over a year.
Approximately $5 per month. Or It is five-tenths of 1 percent a month?
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Mr. ELumn. Yes, Senator. The example we used assumed a $8 per hundred
per annum add-on of $80 on $1,000, with payments that were absolutely regular

and equal both as to amount and term.
Sector B9Nzirr. Did any of the people who replied to you .... 6, .

formulas that they" used?
Mr. ELUE%. Yes, sir. And they are extremely lengthy formulas.
(The summaries referred to follow:)
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g3 j: What-to th affective late of Interest Charged on i loan of 41.000',
ren a total of $1,060 is repaid in 12 equal monthly plants?

ANSM I It

in solving this problem, we shell first develop the theory *ee 1o to solve avy
problem Of this sort.,

Spose that a loan of P dollars Is made, and the borrower fgses to repay
a dollars at the end of each period for n periods after receiving the loan.
Then this will determine an effective Interest rate I per period, sod we
shall now derive the relationship between F, R, n, and i.

This relationship is found by means of the principle of the chasingg value
of money through tine." for instance, at a rate of 4% per annus, 4104 one
7er from now is voth the sme as $100 right now, because one shouldn't care
whether he Is given $100 now, or $104 one year from now. (If he did have a
preference, then the interest rate applicable to his situation would be dif-
ferent from 4%.)

Thus, in our problem, we must equate P dollars now to the aggregate of pay-
mets of R dollars made at the end of each of n periods in the future.

R dollars one period hence is worth r+- dollars now, R dollars two pe

riods hence is worth R dollars now, and R dollars k periods.(1 + 1)
2

hence is worth -Rk dollars now. Thus we have(I + I)

P = - - + R + +6.0.+= R
1 i (14.1)2 (14.i) 3  (1 + i)3

Now, we multiply each side by I i sad subtract the resulting eqaticw
from the first equation: 1

,i .P. + -- L +... ---.- +. --
I +I (I e 1)2 (1.+ i) 3  (I + i) . ( I + i) n  1

P .,
Ii i +i (I +i) n + I

sod tb can be simplified to the following:
it ~ I _I 1 . (l ±-~ 0 n

S- (I + L)n (I + I) A  I

ts frati.1- (1 + 11).3 ti tabulated in Interest tablc-e for

various values of I and n . It is known by several names, Including "capital!
recovery factor", us$d by Lagene L. Grant in ficiolls of Enuineering Beo=v
(3rd ed.), and "rnity whose present value is 1 '1, used in the interest tables of
the Mthealticl Tablees from ngdbook of Chmietfrt and phyyik (Tenth d.). ,
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* Vrite iI .- 1 1 1 - - .4'
As far as tbe/NOvs there -s 19o general- foremla g$Wg I -explioitly In'terms
of P I R , and a 0,so that to solve for I , one mut use ametbod either
of su"oesive approximations# or of interpolation in interest tables, the latter
of bioh Is illustrated. belov.

Cning back to the problsisposed at the begiaMnag of this ptoeiri _, see that '

$#0l,0o, R in- .33 sand n =12 , the bas t period befilgone month.
12

us B a -1400-- a O.0 833 i so ve ot solve tor I in the equation
P 12 x 1#000

0. -- .. Referring to the table of annuity whose present value
1- (1 + i)

is I" in the NuMbook of ghemitry agd Ph eics, we see that
I - (1 + o.Q00751-

0.0675 wile ---- -- : 0.068M5 . The relationship b6tveen I and-* 1 - (I + 0.ol)-12

i4s', appioximately linear over this range, so ve may interpolate

between these two values' 'and we get £ = O.(09 n= .90f_ ew oth. This 'ir

equivalent to iLa gin rate of (12) (0.c07) =10.9% per &mumn, &M a Offan&11*

rate of (1.0090)12 --1 = 11.5% per ennum.

RIgene L. Grant, Prinoinle g Engineering Eco (Third Edition). Mew .Torkr
The Ronald Press Company, 1950.

Chapters 3; 4, anid 5 of this book contain an excellent discussion of 'the theory
needed to solve interest-rate problems, along with wny ninerical examples.

example 21, peg 61, Is a problem almost exatly the a as that solved in thl
paper, .the only difference being that In Example 21, the monthly payments are

$L instead of 91 ." "

- ~ 12
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W : What is the effective rate of interest charged on a loan 6f $l,000,
vhben total of *1,060 i%,r6pAidin,12 equal monthly pa nte?

ANM I'

The formils required to anver this question Is as foll.wss

in the Interest rate (I)-such that
1/12- e

1.06 (1+i) -1(. i)

'he &nsver to this problem is 11.45 per cent per year.

This answer is based ,on the assumption that money Is alwys earning interest
so that the unpaid installments can be pald at Interest at the same rate.
This is the usual ssunption In all such problbne involving lterest. Your
emphasis on the vords "simple interest" is not clear. Perhaps the schedule
oelov roy clarify the ansver I have given you. In it I have shovn that if
you calculate Interest on the unpaid balance of the loan at the rate of
.91 per cent per monthj the loan Is repaid in 12 equal Installments of
$8833. Since the interest rate of .91 per cent is not quite exact, the
figures shov that there vill remain an unpaid balance of 4.20.

UNWJD DANCE INiTST PAID ONPRE9

1,000.o $ 9.10 $ 79.23

920.77 8.38 79.95.

814om8 7.65 80.68

760i' 6.92

678.73 6.18 Oe.15

59.58 '5.43 82.90

513. .68 .. 63 0 8365

1430.03 3.91 h

3145.61 3.15 85.18

260 .3 2.37 85.96

174.-7 1.59 86.74

87.73 .80 87.53

.20
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%§_4, What is the effective rate of interest eharwvd om &.Joe. ot :000Q.
vben a total of $21,060 is repaid in 12 equal monthly .papontav

Definition. The principal P is the not Mount Qf ROCAy Lstuoly rcivd
(which ma or may not be the mount *bor d aw wvNC"
Jst seen.

The mount A Is the emout of momy to be raid-

1. Merchant's rule. The theory behind this is the folloving. no. entire
Pr~n (see W ont above) Is ssiused to earn simple interest during
Ue life of the debtj th interest is credited to the lender. Zsch
partial payment Is likevise passed to earn the same Interest, from the
date of ita pamuent to the date or final settlement; this letter interest
Is credited to the borrower.

1st I denote the monthlyttllment that the borrower pays. Then at the
end of the loan, the lender has accrued

And the principal has become P (1 n 1). Setting these equal and soivlng
'for I gives (in this formula, I have used I n yearly rate, sd
a number of months of pymert)

I PnI -P

4 24. 60
. M + UOo 3.33 x 100.2.4.

(b). I . 60
1M--MW+ ,.3 x 00 a 116 %

HOMI: This ftorpta can be adapted to installment buying, sd I@ 1omtLmS
so used. - Beret, (a I-P) - "carrying charge" a K, and 'V a psice of article

sinus down paymett (i.e., unpald balance) a U; end we get
21. K2-4nz X~u.X

*U (a + 1) - K a-I

*2. Constant ratio method. Bere@, the theory is the following. 1Ach Fartial.
pment is made up of principal repayment and interest repayment; the
ratio of these tvo quantities in each installment is constant, wd equal
to the ratio of the original principal to the total interest to be paid.
On this "smption, vith the notations as is I., we find



1440 TRUTH IN LENDING-193-64

AM= In continuedd

21 x 60
1bus, (a. i. 13 x 0 x 1l. 78%

(b). 1 24 x SOo0 100 a.o07%

NOTE: For installment buying, this leads to I 1 ,2_ K
(mn . 1) U

3. United States rule. This rule has the legal sanction of the U. 8. 'upreme
Court. Te theory behind this is the following. sch partial payment nmut be
first used to pay the interest on the outstanding debt accrued from the date
of the previous payment; the excess of thit partial payment over the acrued
interest is then used to reduce the outstanding debt. (This Is sometimes
called paying interest on the unpaid balance only'. calculation based on the
resulting cluteteding debt.)
Letting D2 a denote the remaining debt after the Itb payment, i a LAteet.
rate per unit time, n a the number of units of time for the loan,

DaP- (I. Pi ) p (1 + i) - I

D2 a Dl - (I - D1 a) a D1 (I + i) - I . P (1 + 1)2 - (1 + i)

n - - Do.-,'(l ," 1) - I

and therefore,

p ( + iOn - I S -

(S is found in any handbook 4;ontaining interest tables)
n7i

Two remarks are in order:

RD4ARK 1. It is unfortunate that finding I from this equation is not simple
at all, and is a trial and error process. However" one can determine I
in case the interest to be charged As known, and in this vay determine
what the total repayment should be (so that one can find the "service
charge"). Thus, in case (b) with i u 6%/year and n a 12,

1X100x (1 16) - 8603/ monthly!= 12-3356

Thus, the total payment is (86 .03)(12) = 1032-.36; pocketing 1000, the person
should pay back 1032.36.

If, on the other hand, I a 12%, the analogous calculation for the some
case lends to a "service charge" of 66.33.

MM 2. If the monthly interest rate Is quite small (say - .01)
then it can be shown mathematically that thl Merchant's rule will give a
very close 3pproximation to the intere6. rate under the United States rule.
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INsTALmENT FINANCING

NadCic4l Haadbw fOr cimPudwg

Finance Rates

Discount Rates

Average Cash Time Decimal
Yields

Definitions of the terms used lie given, to avoid the

confusion which has sometimes &risen due to a lack of under-
standing or the misuse of these terms. The definitions given
are intenled for use only in the field of instalment financing.

"Yiel" is the ratio of the c .arpe to the average amount
for one year of the cash inveed in a- tnsactio. This

Yield is gener!y ex !pred as a percentaw and although
simply called Yield, "hall always mean Yield per annum.

46Averize Cash and/or Average Time" ari terms which are

11nne in the solution of the mathematical problems and shall
mean the equivalent amount of the original principal ott-
standing for a period of one ear or the eqwiv nt portion
of oinc y-Ar the originlpips sotadng

"Di.ount RAte'" in the rate by which the face of the note

or instalment obligation is to he multiplkd to determine the

Amount of the chae. The charge thus found is to be de-

ducted frnyrn the face amount to determine the puchs price.

it is sometimes desrak" to purChesIpA 5 for less than
100% advance, AWd the amoint Eeve
either he returned current as eoctd or u the
note has been fully pid. I f hrt aciantift of reswe

rewred currently as collect o til the note is

fully paid, will he found in the rates and yields section

There are 5 most prominent and well known methods for
computing yields:

Minimum fieldd method

MaXimum yied method

Actuarial method
Direct Ratio method

Constant Ratio method sometimess called

the rule of 78 method)

Ficpenience to date has found that the Consta~nt Ratio
Method is entirely practical from the standpoint: of actual
remlts produced a ease app ton to the problems of
instalment financing.

ThP formulae given and tahlev compiled in thin tet are
I,,ie'd on tile ('onptant IRatio Method.

." ..Finance Rate" is the rat,-by which the original principal
;outtj-LAd ip to Iw multiplied to determine the amount of
tile clI'rg. This charge is always added to the original

prilliwl)J ,utsptawding to determine the fac amount of the

,matdmnwst mote or o ,hgatioo.



Symbols

The rymbols metioned erin and ued in the vauiou
formal ae a folow..

A - Nnont or Term Outstandling It Month.

ACTD - "AVeW Cas Time DecimiL"

ATR - Average Cash Time Decimal for Raw Held.

B - Oricinal Balance. (Origial Principal Out-

C - "F41nanc Rate." .

D - "Diount Rate."
I - Am~ved Value EL Mo ey Cost.

L - Amount or Term Outstanding Last Month.

N. - Number of Equal Monthly Payments.

PA - Percent of Unpaid Balance Advance&

PW - Percent of Unpaid Balance Withheld.

Y - Yield Per 'Annum. (Constat Ratio Method.)

Average Cash Time Decial

in tin Computation of RAW o Yields to Ihoprat
step is dormining t AveW Cus Tis DdImL

By rdoc an icalment chislg m to an WMAI wieh,
if It WeOM A ingl 0ote cutstdlng fOr One Year would repro
se the * ln It Value a the original i aIast

com a=PuAstion of the rat &Wd Yield bsomee a dwbl

TIh Av Cah Timo e Ddmal i the equl valat amMot
of a&h dollar of orwl ftwo. or pncpl d the l st
ft ado&e amount for a perod oL omfaw
or equivalmt Wam .ulUadh -9P -d Is Ywer ;I
e dollr f or a fee sr prkawT L The Awerpgcwh
7t Decimal n a factor being Ac ;t ed
by Ti me By aing the uol f time r. the doc'Ma
rept is ant teequliva oio ameemt t of the origin
ace, awr prin"a outstandium for cue year " of muwn.
ib the " ment set at an doa tIt d m p tah

eWial im expre pe d in reherd fac .. or pnl-clp

eutnding.

B caue, under the Con stan Ratio Msth,, , h
fia, ixsed bd wooant, Pe :-- d 4wh
Avwqpg CAAh Tim Decimal 001amIMO he coptd by tdg t
note aow inatslowtntpyenza mu sooo the aitia cash
invwtmnt and the propotioate amount of eah isalment
to he applied to the'ruduto-at this initial invesFAtmentL

To c=opo the AvwaeW s QA imeo Decma fP& an iab-
mnent tAe all that i faquad is to detfermine the f&- aMount
wduttg eah mon~t MWAI teMm. of these GfttaaadNp
divide by 12 gives the avaceg #utetandiftg for .me year,
and tis resut divie by original face will lve the
&veae amout fr each ola4f original IN*. Thu1 kgur
um by deliition tim AVI.rage Cash Time Deciml

Where the tranmetion is Paid in equal inpaetat at eal,
intervals at time the. listing, ttalng and divdh*g by twQlv
time. the for,. as explalNdA bov., ealibe a .O'wmnplmbd y
Sutituting In the formulae below.'

By uoing the fomula for the Mon a a awn-kmu
th. ~ ~ IN &&ttr telsem di' Wtaa

multplied by the number 4~ termsk and dividing "hi Rum boy
the poduatd th ofmee terma in a yeaw &Wd the- number
of terms the formula bome-
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Ibis toml. ai to doe d b form of ~W o
ymsetw pu mR-I4~ b thsuMiiWedU5aft
d'~ehpaudid Aby do MtW d 12,t

wmr yea. 1

Avamp C Rim Dudmi -

(No, of Pint P&IOds + 1)z xOf. of Ma~hef In 4I&ftG

In the ease ot equAl momb iWahme te fmmkl is:

ACrD -
2 z 12 (No. o ifUS per yeYW)

por exainple, if a taactom id in twelve equal Onthly
instalmonts the AVmap C TI Dsdcml w=l be

ACTD - -- - 67

For sea-motly payments.

ACTD - No.5 of semi Ma. +1
2 xD 24 (.dWCsei w5. prayer)

Fxmple. if a taa iouo i paid in 24 equal semi-s.oothly
instalments the Average Ca Time Icimal wud fie

26+41

ACr -- -24 +"

For equal quarterly imtlIments

ACTD-

Emmple, if & transaction is pid in eight equal quarterly

instalmenta over a period of two yas the Average Cab

Time Decimal is:

(S8+ 1) x 3
ACTD +- ) x 1.12500

The corresponding formulae for the Average Cash Time

Decimal for Reserve Held am:

For equal payments at equal periods.

Average Cash Tme Decimal for Reserve Held -

[No. of Pint. P "eriod - 11 x INo. ofMonths in eac Per l

And sgin using the tran action padLm eight equal

quarterly payments over a period of twoyeara.

ATR 8-1- 3. S730
24

For equal monthly payments.

NIATR - -

And again using a transaction paid in 12 equal monthly

joatalnts
12--I.

ATR-- AM

For equal weekly payments.
ATR --104



Example if £ transaction Ia paid an 26 equal weekly in-

stamenta the Average Camh Time Decimal would be:

ATh 3M .C

To find the Average Cash Time Decimal on a tranmction
to be pai in equal amounts but with ddp paym t perkda,
tale a total of the number of payments outstanding seah
mooth and divide by the numberof paymsete x 12. Eample:
A tea payment plan purcae on July 1et, without payment
until November Ist.

Islkmahonts Total f Instal-
During Employd sats eoleete
July ...................... 1 0 ............. 0
Auguat ................... 10 .............. 0
September ................ !0 ............. 0
October .................. 10 ............. 0
November ................ 9 ............. 1
December ................. 8
January ................. 7

............. 2

............ . 3

February ............... 6 6 ............ 4
March ................... 5 ............. 6
April ..................... 4 ............. 6
May .................... 3 ............. 7
June .................... 2 ........ I..... 8
July ..................... .. ......... :. 9

AT -R- 0*3
120

45ATR. -Ta-u .37500

Note:- Tbe computation of ATR is not made eaept when
Reserve is Held until Note Fully Paid.

Examples

To compute Average Gas Time DOcimals on Regular ad
Ir.gular payments; also ip payments of equal amounts
and Skip payments of irregular amounts.

If the payments and terms are equal and consecutive, the
total of any column of figure, either dollars or terms can be
quickly computed.

Formula: Add the amount or number of term outstanding
the first month and the amount or term outstanding the last
month and multiply by one-half the number of payment.
or tera

Example: $1200.-balance payle $100. per month for
12 consecutive months.

Inatalments
Dolars Employed

si2mo.00 outstanding 1st month 12
I Io0.00 outstanding 2nd month I I
l(XE).00 outstanding 3rd month 10

SJMJ.00 outstanding 4th month 9
800.00 outstanding 5th mouth 8
700(.) outstanding 6th month 7
000.0 outstanding 7th month 0
Z1X).JO outstanding 8th- month 5
400.00 outstanding 9th month , 4
:t00,0 outstanding 10th month 3
200.00 outstanding l1th month 2
100.0w outstanding 12th month I

s----OANJ (I200.W0+I10.00) x 6-- o.o 78 (12+1) x 6-78

To arrive at the ACTD divide the total by 12 times the
riniid number of inastaln*'s or 12 time* the .starting
lml-a wdlm of the term of the tranmciip,

1400.00 .s4O7 ACTD .. i54167ACTD
14400.00 144

it he jmmetsa equ-lathde. term, consecutive,
the AC TI) cani only be dtZnd by the dollar med.



Example: - $12. Balae payable *WO 1 Ad.
S@ 8100.00.

$1200.00 gutndiug
O0.Oo outstanding

7M.00 outstanding
600.0 Cutanding
40o u~o ltstandig
40.00 outstanding"0.00 outdanding

1000 outstanding
800

let moNth
2nd mouth
3rd month
4th month
5th moth
6th moth
7th month
8th moth

th moth
10th mth

58OO.0- m46078 ACTM
14400.0

It payments are equal but term is I.gular

Example: $1200.00 balance payable 4 0 $100600 akip 3
months and pay 8 @ 8100.00.

Instalment* Dallar spo~u

S 1200.00 outstanding let month 12
100.00 outstanding 2ad mouth 11

1000.00 outstanding .d- math 10
900.00 outstanding 4th month 9
800.00 outstanding 5th month 8
800.00 outstanding 6th mount 8
800.00 outstanding 7th-month 8
800.00 outstanding 8th moth 8
700.00 outstanding, 9th month 7
-O. .00 outatandiig 10th mouth 6
500.00 utatandiW IlIth mth 5S
40.00 outstanding 12th month 4
300.00 outstanding 13th month 3
200.00 outstanding 14th. moth 2
100.00 outstanding 13th mouth 1

StO.00 102

- .70833 ACTD L02 - .70833 ACTD1440.0o I

~6
If 1 1 111moa d k o ACT!

Example: 8106.80 lopehb 506.60I 2 oat
from daft o tlm , M.- 4_ =e m dat ot

actie and the bale..b & inot from'"* data of

810. outstanding t moth
1006.6 outstanding 2nd mouth

90se0'atatg& mouth
86060outstanding 4th moath
560 outalanding 5th Mouth

459.00 outstadlng 7th moth
459.60 outstanding 8th month

55576.80

557610
12115.2 ".4631 ACTD

After determining the ACTD you a readily tere
thejer rate to use from the table o. pe&p. =1 Aerage

Foi instance, i your Average Cash Time decimal for an
transation retgak of how or when the payment are
is .250 the fe rate would be the sme as a 14 equal
monthly payment deaL Or if the ACT) is .9167 the finance
rate would be the aine as a 21 equal monthly payment deal.

However, if the ACTD idiffmont than -ay shown in the
awhedule i ,tionet above, you should. use rat , for, Oe
maturity eamt, the ACM r developed. For example,

ui eat an ACT o 26 )ou should ue the 5 month

II



Owt meiod to -nopw a anpy
2nt9tor m1 du ady

Ammrt tbs Amud -HM
P~bm to Par SWIM0 woe -of hum dffs 4fap

1094~ 8930. f~m mu.d bum d&b df .mkau4 t=
an, uuMdtm~m "da Of UM4 and Go. bhh. elW
mths hum Aft at=0M

too to-. j

The tota of the product olum
856.8 outsandig far.1 month.
1/12 of the predstwrimd yl.1i

I. W414 is&

in the am.a hawkg
Mlpy hmtowa by'

*'ormaZNip, U You ddr, syhd of 12% mult*l 85MM.8
x1.01 (I/lMd .12) - 85577.

If you duirs a yield of13% multpl 8556.8 x .013
(1/12of .15) - 6971. .

To Determine Averge Maitury

Ven' often it 'a nbotmary to know the awura mtuit
on a gwen £tgrup of tnumctionin or-der to arrive atadde
rate to ive a Yideefi e ld.

Th~nrmala.:Total of -. X x
Total of - B Is

Coarquentlv. if you hra~*megAw deainahan the ny
inn. 0I em ie equal ad comitirK the fr~~

Ill9 aply.

YNmer of
Atonth. to

6

10

12
'13

155x I

-158.82 1 12

Total
S 4141.05

01s3.a
11119.71
ILU7.20

18900.45

41430.34
3"W1*4

* 14 440A2 xx-14 4173
15 15=,02 x M 23325.30

1I 3L50.fl6X x 17'- 53719.32

19 7ib1* 19- 130407.80
20 045.0 t IS, 139900.00
21' 551017 x 21 116703.57

853IM21 - 382M.74

SAO.84 montba averq0 imnatuvt-

Any tnumuictioa with irnlrehpwto and/or tamen
will hawi tfb 1w hawll iruividualjv0
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RATES and YIELDS

Havi determined the Averaj Ceb Tame Decima the
next t p is the aomuttioa Rat e and Yield. ee

utdoati and t/e formulas developed an based o the
IE I the traoanla. The Advance to the

Priacipal B1 ce a the time of purchase 6( the trnsasecioa
and the Yieds ame the ratio of the6 chugs to the average cub
emj~yed. By de6fiion the Finance Rate Is the rate by

wihtePriwcpal Balamc Is to be multplied to determine
t amount o( the eharg so for th reason th Finance Rates
ae developed firt and the corresponding Discount Rate awe
found by converting these Finance rates. By using this
method the mathematics and formulae are uimpliied.

FINANCE RATES

100% Advance
The fundamental formula for the Finance Rate in terms

of Yield and Average Cash Time Decimal is " follows:

C - V x ACTD

and to find the Yield when the Finance Rate and Average
Cash Time I)ecimal is given the formula is:

AU CY"ACTD

E:'xample: To find the Finance Rate for a 24 equal monthly
instalment tranawtion at a Yield of 10% pet annum:

For 24 months, formula ACTD - 24 1 1.0417

By substituting in formula:

C - .10 x 1.01167 - .10107 or 10.4167%

To find the Yic ld Ior 'he same transaction when the Finance
Rate is 10,4167%

By Pubstituting in formula:
y .10167

V = .14167 - .100t or 10.000%
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STATEMENT BY SENATOR WALLACE F. BENNzTr REOARDING THE COMMRROIAL CREDrr

CoaP. HANDBOOK ENTITLED "INSTALLMENT FINANOINO PRACTICAL HANDUOO'

In a colloquy with Mr. Bleniller, Senator Douglas said that.the Commercial
Credit handbook could handle virtually every conceivable, credit transaction,
When I challenged hin on this, the Senator from Illinois said that I-was taking
the "infinitesimally small fraction and playing that up." I would like -to reply
to that comment.

There are two very common retail practices used by department stores which
cannot be handled by the Commercial Credit hardibook. One is the add-on sale
and the other is the revolving charge account. I checked with Sears, Roebuck
and Montgomery Ward. both of which testified at the hearings. Using the exam-
ple of Sears, Roebuck, 53.4 percent of its sales In fiscal year 1960 were on credit.
Of these credit sales, 65.6 percent were installment sales and 34.4 percent weire
revolving charge plans. According to the testimony of Mr. Samuiel M. Mitchell of
Sears, Roebuck, 80.8 percent of the Installment sales consisted of subsequent
sales, or add-ons, which take place while some part of the balance on previously
purchased Items remains unpaid. Collecting these figures together, nearly half_ C
of Sears, Roebuck total sales are on plans which present impossible situations,
or at best, extremely difficult situations, for the Commercial Credit handbook.
In the Case of Montgomery Ward, 40 percent of its sales are on credit, three-
fourths of which are installment sales and one-fourth of which are revolving
charge accounts.

In a recent Fortune magazine'artcle it was reported that Spiegel's does 84
percent of its business on credit. Sptegel's uses what is called a budget power
plan, which Is essentially a revolving charge account. Thus, Splegel's faces the
same difficulties as Sears and Montgomery Ward, and in Its case 84 percent of
its business is involved. Certainly these figures do not bear out Senator Douglas'
accusation that these are an infinitesimally small fraction.

THE ADD-ON SALE

An installment payment plan does not create any real difficulty in using the
Commercial Credit handbook if only one purchase Is made and paid off before a
subsequent purzbase Is made, but as I have indicated, in most cases, a followup
purchase is made whereby the two prices and the two credit charges run con-
currently: The following Is a very typical example under the installment plan.
The figures have been rounded for simplicity, but the case illustrated Is very
common.

Customer A purchases a washing machine. The amount to be financed Is $200.
The seller adds $32 carrying charge for a 24-month contract.

After making six payments on the washing machine, Customer A decides she
wants to purchase a dryor and combine it with the account on the washer so she
has only one monthly payment to make. Assuming that the balance on the
washer has only 18 monthly payments remaining and that the price of the dryer
is likewise $200, to which the seller adds $32 as the finance charge, and that the
customer wants 24 months in which to pay for the combined purchases, how
would you suggest the merchant translate the finance charge to a simple annual
rate, using the Commercial Credit handbook?

The answer Is that it would be extremely difficult, If not Impossible, because
of conflicting assumptions which would have to be considered with respect to
the snRlication of payments,

THE URVOLVING CHARGE ACCOUNT

With respect to the revolving charge, cue of the essential Ingredients required
for the computation of simple annual interest Is missing, and that ingredient Is
the time of pament. The rule In computing simple annual rates is that you
Risrt from the date of the transaction and the finance charge must be made
from that day to the time the customer makes his first payment. Accordingly,
the time Interval between all subsequent payments must be taken into account.
Tn a revolving charge situation, the customer does not know and the clerk does
not know at the time she buys an item for, cay $12.50, whether she will buy
anything morm that morkth. Neither party knows whether she will pay for the
goods that month or some other month. Because of this Indefinite payment situa-
tion, the computation of simple annual Interest Is absolutely Impossible. Esti-
mates could be made, perhaps, but tl~ey could go widely astray and would not
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comply with the requirements of the bill. Without the date of payment known
in advance, it will be impossible to make use of the tables in the Commercial
Credit handbook since they require knowledge of the payment schedule.

In addition to this reply to the comment of Senator DouglaS, I would like to
insert in the record at this point a statement I hate prepared on the general
nature of the Commercial Credit handbook describing briefly how It Is used and
a few general criticisms concerning it.

ADDIriONAL STATEMENT BY SENATOR WALLACE F. BENNm REGARDING THE COM-
MzROJAL CEDrr COaP. HANDBOOK ENTITLED "INSTAlIMENT FINANCING PRAO-
TIOAL HANDBOOK"

It must be admitted that in certain circumstances this book is workable and
relatively easy to handle after sufficient training. The basic operating of the
book is to translate a finance rate into simple annual interest. It takes the
place of working a constant ratio formula.

HOW THE HANDBOOK I6 USED

The first step outlined In the book is to compute the average cash Ume decimal
(AOTD).

Different methods are given for determining this for different types of trans:-
actions--for example, equal ensecutive monthly payments, uneqx!al but 'con-
secutive monthly payments, equal but not consecutive monthly payments and
both unequal and not consecutive monthly payments. In addition, variations
of these methods are necessary where weekly, semiweekly, or other than
monthly payments are concerned.

After the "ACTD" is determined, this figure is referred to the tables on pages
20 and 21. If the ACTD does not happen to be a number which appears on the
table, interpolation is necessary.

This table gives the equivalent number of months which would produce a rate
similar to the transaction in question, should the particular transaction not be
of equal consecutive monthly installments.

Now that the number of months has been ascertained from the tables on pages
20 and 21, this figure must be referred to the table beginning on page 22. If
the number of months does not appear on this table, interpolation is again neces-
sary. When this has been done, the other figure required is the finance rate.
If, in the installment transaction, the finance charge is stated only in dollars,
then it is necessary to make a further computation to translate the finance charge
into a finance rate before the table can be used.

Here again, we must interpolate if the exact finance rate does not appear
on the table.

OlITCISMa Or TH HANDW00K

The chief criticism from the retailers' standpoint is that it Is extremely diffi-
cult, if not Impossible, to handle an add-on sale, and a revolving credit account
problem presents an impossible situation. I have discussed these elsewhere.

In addition, even on the sa!npre one-time transactions, the book In its present
form Is limited because:
1. The tables by themselves will only handle transactions where monthly pay-

ments are equal. In any payment plan without equal Installments a lengthy,
time-consuming computation must first be made.

2. It only handles interest in one-half-of-I percent steps between 4 percent and
15 percent.

3. A contract of any uneven number of months would not be computable with-
out Interpolation, since only even-numbered ifionths appear in the contract life
columnt of the tables. Evwry Interpolation Increases the chance for error. 1

4. Where you only have the finance charge, you would have to compute the
finance rate before using the tables (dollar differential divided by the sales
price, less downpayment).

1;. If there are deferred o -kipped payments, additional compttation must be
made before referring to the ble.
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-Exdcor frotd;"Perobnajiftans," Cphen a"d -H4op]ol

cost of Charge Accounts
Thc ahrge vo4mw , ofb ne secued, through cbprgf pccoangs and

the smaltlosses injured *.ow g s b, l q0 cbage aco np.sat
the am price as is charged for cash sales, Mgcy's, the lssge N ", Xork
department store, -maincins, however, thatit c ell'- for., 6 per.nt
less, by notusing ordinary, charge acpg qt Indeed, ti very.large, de.
pattmentl stores and mail-ordek, houses. which formerlysold oly. or
cash haven recent years, to meet the competition.of credit- hus,
added- credit- plans, -They- operate, however, oo two-pri ;,sy .
There is a basic cash price; and if you wne credit, .you pay for it, Ob-
,viously, ifyou are a-consistent cash buyer, tbeseiare.the best pliges for
you to buy, since no part of your purchase price goes t coverthe costs
of the credit purchases. In stores which charge cash and cedit cusitm-
ers the same p;ice and make n .charge for credit,, the cash customers
are helping, to pay the cost- of the credit extended to those who charge.
A government publication declares:

If the cost of open-account (charge) credit were generally knownn, much
less of it would be used. It costs money for a dealer to extend credit whether
or not these costs show up in the price of the purchased goods. Some merchants
mark the prices of all goods up enough to cover the cost of the credit. extended.
Others have two prices-one for' cash and the other for purchase on ac-
count. The actual cost to a farmer of open-account credit is the difference be.
tween the cash and credit price. .

It is surprising how high a charge is sometimes paid for this kind of
credit. It is not uncommon to find discounts of 5to 10% for cash. For instance,
a farmer finds he cap buy a small implement for $100 and. get three months":'
credit on an open account. But h. also finds that hec'an buy the same item for
$95 -cash. If he buys on such credit terms, he is paying $5 for the use of
$95 for three months. This is at the rate of,21% interest a year.'

THE INSTALLMENT PLAN
Commonly about a fifth of all retail sales are made on the install-

ment plan. Formerly it was thought 'that a stigma wasi attached to buy.
ing on the installment plan, but the method is in general acceptance
today.

In accent years it has become possible to buy anything from a baby
carriage to a tombstone on the installment plan. As one sprightly au.
thor declared:

The ordinary life cycle in the United States starts with a lay-away plan in
the baby department of a convenient store, wends its way past the diamond

IMe0isg Fam Fiffimef, US. DePrtment of Arkultum Misc. Pub. No. 652
(Washingto, D.C, 1948). p. 35.
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--counter of a credit jeweler, finds shelter beneath an FHA mortgage and is
eventually lid to rest in a time-payment cemetery p-.ot After that presumably,
the terms are stricly cash."

Generally, higher-priced consumer durables, 'such as automobiles,
faniture, radio and television sets, washing machines, and refrigera.
tors, have been the particular object of installment sales. promotion,
but the practice has now been extended even to clothing. In some
stcies all sales are on installments, and in these so-called "borax
houses"' are to be found some of the dubious practices which plague
the business. Frequently sellers try to hide the fact that they are engag.
ing in the practice by giving the installment plan some such name as
"Budget Plan" or 'Thrift Plan.'

"Sail Now-Pay Later" was the eye-catching headline in a newspa.
,per,' indicative of the wide ranging appeal of installment selling.
"Own this boat today ...ten years sooner than you think." Signs
with that intriguing message were displayed on many of the sleek craft,
large and small, shown:at the National Motor Boat Show 'at the New
York Coliseum. The play-now-pay-later aspect of pleasure boating is a
fairly new development sponsored by Yacht Finance, Inc., an inde.
pendent finance company with headquarters at Red Bank, New Jersey.

Proiecfion for the Seller
The merchandise sold on the ir Aiment p!an is usually paid for,

with interest, in monthly installments which may range over a period

10 See Penn Kimball, "Cradle to Grave on Easy Terms," New York Times Sanik
Mgazin, June 1, 1952, p. 15.

11 The word, "borax" needs explanatio n. "In every sizable industry-the American fu.
niture manufacturers are vo exception--there is a fringe element that seeks quick profits
by shortcut routes. Their product sacrifices ,quality in order to appear at a low price.
In the trade such products are known, as 'borax: which may be defined as 'cheaply
built, second rate, sold to the buyer at his own risk.'

"The origin of the word is interesting. Years ago, borax companies asked people to
save the wrappers on their products; these--he equivalent of the modern box'top-
could be exchanged for fuiniture. So many hundred wrappers bought a chair; so many I
table; so many a bed. The borax companies obtained this premium merchandise from the
cheapest sources they could find, and the betr facties spoke of it In contempt u

.borax The blunt description has persisted." From Max Hess, Jr., Every Dollar Comahe:
The Story of The America Dprrmtu Store (New York: Fairchild Publications, Inc,
1952).p. 106.,

:2T6 New York Times, January 24, 1957.iThe widespread use of Irastal, ment buy;oi
and its relationship to the American stadatd of living are" discussed in Clyde W.
Phelps, The Role of the Sales Finance Company im lba American Economy, Studies in
Consumer Credit, No. 1 (Baltimore: Comriert1 Credit Co., 1934, pp. 11-31.
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of a year or more. Commonly the seller protects himself until he has
received the total payment due by one of three formal written con-
tracts: (a) the conditional sale, (b) the chattel mortgage, or (c) the
bailment lease. All have a common purpose--to protect the install.
ment seller against the buyer's general creditors or against innocent
third-party purchasers from the buyer. Since a down payment is fre-
quently received, which further protects the seller, sellers commonly
allow (witness the advertisements in the newspapers) very liberal
terms on installment sales, but these are usually more costly than the
buyer realizes.

Conditional Sales
If a conditional sales contract is used, and this is the mostcommon

type of arrangement, title remains with the seller until he has received
payment in full. In the event that payments are not made when due,
the goods may be repossessed. Money already paid may be regarded as
rent for the use of the property, or the buyer may receive part of it
back, depending on state law.

In ten states and one territory, installment sales are governed by the
Uniform Conditional Sales Act. If the buyer has paid any substantial
sum on the price at the time of his default, he is entitled to get that
sur back, less the depreciation on the goods caused by wear and tear.
The amount of depreciation will ordinarily be estimated by selling the
goods a secotid time, frequently at auction, and seeing what it brings.
Depreciation is the difference between what the installment seller sold
the goods for originally and what the second, auction, sale brings in.
For example, Smith bought a suite of furniture from a dealer on the
installment plan for $600. He paid $100 down, got possession of the
furniture, and agreed to pay the balance in 20 installments of $25
each. Title to the furniture was to remain with the seller until Smith:
paid the entire purchase price. After paying $200, Smith took sick, lost
his position, and failed to make a payment which was due. The dealer
took the furniture back. In a number of states the dealer can keep both
the $300 Smith paid plus the furniture. But not under the Uniform
Conditional Sales Act. If the dealer, in a state in which the act is in
force, sold it again at auction for $400, he would have to pay Smith
$100, since the $300 he had received from Smith plus the $400 at the
auction sale added up to $700, or $100 in excess of the original sell.
ing price of $600. Smith would lose $200 of his $300 paid because the
furniture, as evidenced by the second sale, had depreciated $200.
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An uninformed buyer, however, in the hands of a sharp seller, -may
not be able to discover what the furniture brings at the second sale; or
the second sale may be rigged to establish a low price so that there
need be no repayment. Only rarely does the defaulter recover what he
has already paid on the conditional sales contract.

When the goods or property which have been sold under the install.
meant plan have been repossessed and resold, the proceeds of resale ap.
plied to payment of the debt may not be sufficient to cover the total
amount. To satisfy this deficiency, a judgment may be secured against
the debtor through court action. Thus the installment buyer may lose
not only the cash he has paid and the article purchased but additional
amounts as well.

The seller, if he wishes to protect himself against the buyer's credi.
tors and against innocent purchasers from the buyer, is obliged to file
his contract in a public office, such as the county clerk's, in certain
states. For example, Simpson, a radio dealer, sold Thompson a televi.
sion set under a conditional sales contract but did not have the con.
tract recorded in a public office, as required by statute. Thompson used
the television set for a month and then sold it to Hillman. Hillman re-
ceived good title to the set because Simpson, through his failure to re-
cord the contract, lost his rights in the television set when it came into
the hands of an innocent third party.

If the goods are damaged, lost, or destroyed while the conditional
buyer is holding them and making his payments, the loss falls 'upon
the buyer, under most contracts, and he must complete his payments.
Since under these circumstances the buyer may have no financial means
of meeting this obligation, the seller customarily protects himself
through insurance, which is paid for by the buyer.

Chattel Mortgages
If a chattel mortgage is used, the buyer signs a promissory note or

a series of promissory notes which are t-:cured by the mortgage. In
Massachusetts, which follows the old-English law, the effect of the
mortgage is to convey the legal title to the goods back to the seller for
his protection. The seller hot only gets back the legal title to the goods
but a "power-of-sale" clause in the mortgage gives the seller the right
to sell the goods at public auction if the notes are not met in due

-course. Money received from the sale of the goods is applied to the note
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or notes; and if it is not sufficient to satisfy, them, the buyer (who made
the notes) is liable for the deficiency. Upon parting with the legal title
to the goods, the buyer retains only an equitable'title, which is ,oft6n
called the ""right of redemption."

In most of the other states the chattel mortgage does not convey the
legal title back to the seller, but it does give theseller-an equitable in,
-West in the goods; this enables the seller to go into courtandask the
judge to have the goods sold at sheriff's sale for. his benefit. Naturally,
the buyer should be sure to receive back all paid notes, and he should
also obtain and record a discharge of the mortgage if the mortgage
was recorded at the county courthouse. Local newspapers sometimes
make a practice of publishing such recordings-often to the discomfort
of those who do not like their private business made public.

The Bailment Lease
In the bailment lease, seldom used except in Pennsylvania, title

remains with the seller until the last payment has been made and then
is purchased for a nominal sum, usually waived by the seller, Until
then, the buyer has merely hired the goods for use. If the buyer cannot
continue to meet the agreed-upon payments, the seller simply takes
back his goods and keeps the previous payments, since legally they were
made for the use of the goods for the period. There is no need to return
any part of installments previously paid as under the Uniform Condi.
tional Sales Act.

Protection for the Buyer
Unfortunately the average buyer fails to protect himself by reading

carefully and understanding thoroughly the papers he signs in many
transactions, including installment sales. For no good reason at all, he
feels embarrassed to take the necessary time to read a lengthy document
in which a 19t of important stip,'lations may appear in very fine print.
For his own protection, he should most certainly read and understand
before he affixes his signamue to anything. It must always be remem-
bered that sellers engage in many transactions of the installment type
md obtain the services of able lawyers to see that they are protected to
the utmost. The buyer, who engages in relatively few of these transac.
dons and naturally does not know a great deal about them, should try
6 protect himself as best he can.
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At times installment purchasers sign blank contracts even before the
store fills in the amounts and -pecial terms. If most installment putt.
chasers read and understood their contracts, fewer people would buy on
this basis, because the contracts often contain harsh provisions which
both the sellers and the courts are loath to enforce. Installment sellers
expect their customers to fall somewhat behind schedule in their pay.
ments. Trade custom usually results in a softening of initallment coh.
tra-ts. A rule of thumb ofteh heard in the installment trade is. that the
average customer will miss about one out of every four paynients due.
Furthermore, the courts do not look kindly upon the installment house
which habitually hauls customers into court. Courts resent being called
upon as collection agencies. Nevertheless, the installment contract usu.
ally so binds and ties the customer that losses are very low, less than
one half of I per cent of total sales.

Some aspects of installment contracts to watch out for are:
The Add-on Clause. Add-on, or open.end, contracts are something

for the individual not to sign. This type of clause or contract is drawn rj
cover a succession of installment purchases-and provides that the seller
retains his title or mortgage on each article until the very last one is
paid for. A thousand dollars' worth of house furnishings, bought over
several years, might be seized because the customer failed to meet a
$20 payment on a recently purchased $100 item..

The Wage Assignment. The most drastic form of security in the
installment contract may be the wage assignment. An obscure clause
may give the dealer power of attorney to collect all or part of the
buyer's pay check or envelope if the buyer misses a payment. Most wage
assignments are probably signed because the buyer does not know what
he is signing. Long contracts in legal verbiage and fine type make it
difficult for the buyer to read or and&stand the contract. The oversight
may be encouraged if the document is headed simply "Contract" or
"Chattel Mortgage" and fails to call the buyer's attention to the fact
that he is signing away future wages. Wage-assignment abuses, like
other shady practices, are restricted to a minority of installment dealers.
That such abuses threaten the legitimate dealer as well as the unwary
customer is indicated by the -uggestion of the National Association of
Sales Finance Companies that state laws prohibit any wage assignment
made before actual default on the installment contract.
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*.Originally the installment contract was used to sell only products for
which there was.a definite resAle market. If. an individual lagged be,
hind in his payments on a piano or a car, the dealer could repossess and
probably make up the unpaid balance by reselling the item. The mer-
chandise itself was adequate security, until the installment dealers, try,
jag to conquer new markets, made their terms so "easy. that often the
unpaid balance exceeded the resale value of .the article. At the; slime
time, they went into new fields, selling "soft goods," such as clothing,
for which resale value was either low or nil. Resale of a repossessed
pair of pants brings little. As added security for deals such as these, the
wage assignment came into prominence.

The legal process of attaching the debtor's wage is known as "gar.
nishment" or "garnisheeing wages." By court order, the employer of
the debtor is obliged to pay all or a certain percentage of the wages of
the debtor (buyer) to the creditor (installment seller) until the debt
.s paid in full. Some states limit by law the percentage of a wage
weaver's salary whicli may thus be taken by a creditor at any given pay
period (New York State, 10 l'r cent) or prohibit assignment entirely
under certain conditions. Wages below a certain small sum, as, for ex.
unple, $12 a week, in most states are not subject to garnishment, it
being deemed unwise to deprive the individual of the minimum amount
xcessary for living expenses. In some states, however, the entire pay
envelope" may be taken by the installment seller. Some employers dis-
like bei ig bothered with legal forms and with the added bookkeeping
routine involved in turning over wages to a creditor. They, therefore,
ie employees whose wages are garnisheed.

The Acceleration Clause. This provides that a default in one pay.
nent makes all other payments immediately due and payable. If the
buyer is dishonest, this drastic safeguard is necessary. But an honest
Syer may miss a payment date because of an emergency, perhaps sick.
xss in the family or a temporary layoff from the job. Ur.scupulous
dealers take advantage of the acceleration clause to swoop down and
immediately'repossess the car, or refrigerator, or television set, and cart
k off for resale without any notice.

Sales of repossessed merchandise, especially automobiles, offer an
avenue of abuse. Frequently there is no requirement for public sale.
Repossession when only one or two payments remain may wipe out the

tire equity the plbrchaser. has established. Ethical dealers find ways of

23-902 0-64-pt. Z-0
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avoiding.such'repossessions, but some firms, particularly in 'the'used.
car field, appear to specialize in repossession. They draw up contrictI,
such as those with "balloon clauses," which encourage delinquency anl
then, when a.payment cannot be met, seize the car without notice and
either sell itat a rigged sale or collect excessive fees for its return to
the customer. In larger cities, in a number of states, dozens of cars ate
reported to the police as stolen though in fact they have been repos.
sessed without notice to the installment purchaser.

In many jurisdictions, collateral can be retaken without note to
the purchaser if it does not involve breach of the peace. Breaching the
peace, in this connection, is generally interpreted as breaking into a
garage, removing a car from a private driveway, or taking a car from
a resisting installment buyer. When a purchaser in default will not
surrender a car peacefully, a writ of replevin is served on him by the
sheriff. In some states, if the collateral is retaken without notice to the
purchaser, he may redeem the collateral within ten days after the re.
taking by tendering the amount due under the contract, together with
any expenses incurred by the seller; but he frequently does not know
about this legal right or may not have or be able to obtain the funds to
take advantage of it.

The "Balloon Contract." A contract which has as Its final install.
ment a payment substantially in excess of the preceding installments
is known as a "balloon contract." For example, the contract may call
for eleven monthly installments of $25 each and one (the twelfth pay.
ment) of $300. This is a highly undesirable- type of payment arrange.
ment because total charges paid by the purchaser are higher because of
the necessity of refinancing at least once and sometimes two or three
times. To illustrate, an example cited by Business Week unay be used.
It should be noted that the balloon contract is usually found in the
financing of automobiles.

Business Week stated:"
Is "Easy Auto Credit Returns (But Is It V-Aly Easy?):* Hwsineif Wue, October 29,

1949, p. 21:
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Here's how atypical "$100 down and $40 a month"-deal wo.,kedin.Cleve.

Advrrised Pice of the car ...... -0.....0. ....
But I heater is necessary: . . . .................. 60.00 -
So that the cott now stands at ................. ......... . 1,655.0 .
Add state tax on $1,8s5 .... ....................... 56.65,
Add cost of tit! transfer, etc ............................ ... 6.)6
So the total co" is .......................................s.s. . 1,918.00

The buyer is talked into piying.... ...... ............. 118.6b
Leaving a balance to be financed ol..... .. ...................... 1,800.00
Two years insurance .......................................... . 194.00
Which brings the price back to .................................. 1994.00
Add interest at 6% and carrying charges for two years ........... 269.00.
And, as 1he owner drives away he oives ................... 2,263.00

Notes arc $40 a month (as advertised) for 23 months, with a "balloon
note" for the balance falling due in the 24th month. So:

'The buyer makes 23 monthly payments at $40 each ............ $ 920.00
And the balloon note amounts to . ....................... 1,343.00

Meanwhile, the car has depreciated to perhaps $1,450 at 'the end of the
first year, and perhaps in the same proportion during the second. At any rate,
the owner can't afford to pay (ot $1,343 in a lump sum. So he refi6naces
the 24th note for another two years. It works this way:

Amount of the balloon note .................................... $1,3 43.00
Add another two years' insurance. ......................... 181.00
Add interest and carrying charges for another two years......... 200.00
And the buyer stats paying again on ....... .. . ........ 1,724.00

(Remember this is on a two-year-old car that was advertised at $1,795).
And so he makes 23 more payments at $40 each ................... $ 920.00
And he runs smack up against another balloon note this time for .... 804.00

(the cau.is now four years old)
So he adds goother two years insurance ........................... 120.30
And another two years interest and carrying charges............ 146.90
And he starts the fifth year paying on ..................... 1,01.60
So he makes 23 more payments of $40 each ........................ 920.00

And at the end of six years he finds (if he bothers to add it up) that he has
paid out $2,878 in cash, that he still owes $151.60, and that his car is now
worth perhaps $150.

Obviously, a balloon contract is something to avoid.
Hiden Clauses, At times an obscure clause in the contract you

sign obligates you to buy something which you do not want and can.
not possibly use. An example from the American Legion Magazine
will make clear what is meant:

John and his wife needed a new refrigerator. John knew they needed it,
but felt that they couldn't afford it until they had paid off on the car and a
couple of other things. One Thursday evening, wifey inveigled John into an
appliance store "just to look."

fluo
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The companion of his joys and sbriows was just showing John one of the
new Blank refrigerators, and he was saying that it was swell, but they StW
couldn't afford it, when Temptation reared its ugly head. Temptation took the
form of a smooth-talking, high* pressure salesman with a quarter.a-day meter
his hand. He explained that they could have one of these fine riew super.
de-luxe Blank refrigerators for just twenty-five cents. a day. The refrig,:-at:o
would be delivered with the meter attached, and all they had to do would
be to drop a daily tvto bits into the slot in the meter. Simple. The refrigerator
would run as long as the meter was fed, and a man would come around and
empty the meter every month until the appliance was paid for.

So John fell. After all a quarter.a-day doesn't sound like much. Urmm.
hmmmm. A quarter-a-day is over seven dollars a month--seven dollars they
very definitely did not have to spare. But the things that the salesman didn't
tell them (it was in a fine-type clause in the contract) and the thing that relly
burned John to a crisp when he found out about it, was the fact that alooS
with the refrigerator, they were also buying the meter. Twenty bucks it cost
them, about twice what it was actually worth. They didn't have to have a
refrigerator, but the meter was absolutely useless after it had served, its
purpose.

Cost of Installment Financing
In one way or another a seller must be paid for financing the buyer

who acquires goods on credit. The various. expenses of investigation,
collecting, bookkeeping, repossession, reconditioning, reselling, bad
debts, and insurance must be covered either by an inflated price for the
article sold by separate fees and charges, or by inclusion in the charge
for interest. Although a nominal rate of 5 or. 6 per cent may be
quoted, analysis of the charges will reveal that the real rate is far in
excess--and it must be in order to cover the cost of the service ten.
dered.

Suppose an article selling for $75 is sold with a 20 per cent down
payment, the balance to be paid in installments over a period of nine
months. If a charge of 6 per cent of $75 is made for the service ren-
dered, it amounts to $4.50.

But the 1st month the buyer has the use of $60.00
2nd @ a @ . . 1 a. 53.33
3rd of a. . 46.67

a 4th ... 40.00
" 5th .. .. ..I 4 / I .. .. .. .. 33.33
6th .. .. .. .. .. . " 26.67
7th .. ...... . 20.00

" 8th .. .. .. . 13.33
and " 9th ......... .6.67

14 "How to Keep Your Financial Balance," Amvikan Legion Magazins, January, 1950,
p. 48.



TRUTI: IN. :LENDINO, . 1 9684 6 84

-Adding themoney column, we find that, all told, tie bWyerhad hid
the equivalent of the use of $300 for a month, which is theequiia.
lent of Only $25 for a year. Now $4.50 interest bn $25for.a yeat'is4.50
45 X 100 1 8 per cent, instead of the nominal 6'pet. ent whi

was quoted.
This result may also be found by using the constant-ratio formula

R 2mi
P (n + )'

A 2 X 12 X $4.50.
$60(9+ 1)'

R ==O.18 = 18 percent,
'00

where R equals the annual rate charged; m equals the number of pay.
ment periods in one year (12 if you are repaying monthly; 52 if you
tre repaying weekly); i equals the true dollar cost of the credit; P
equals the net amount of the balance to be paid; and n equals the num-
ber of installment payments you will make.

Another wa to look at these figures intelligently is that if the buyer
had the use of $60 the first month and only $6.666 during the ninth,
he had the use of

$60+ $6.66 _ $6466
2 -

on the average for the nine-month period. Since $4.50 was paid for
dds accommodation (for nine months), it amounts to paying $6.00
for a year's use of an average amount of $33.33.

Now,
$ X 100 = $6 = 18 per cent.

33-33$33.33

Variations in Stating the Installment Cost
Broadly speaking, there are four main ways of representing the in.

stallment credit charge:'
1. There is the familiar "no charge for credit" used by credit jewel.

ers and clothing and furniture houses. In this case the price of credit is
tsFot.funher information see "Calculating the Cost of Credit," chap. ii of Uing

Coniome,'Crdit, Consumer Education Series, Unit No. 9 (Washington, D.C.: Na'ional
Education Association, 195( i see also the Conimmer Cridit Coin Calckdhor. obtainale
free of charge from the Household Finance Corporation, which shows how to figure the
rue cost in installment purchases.
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included in the price of the goods.. A purchaser who offers cash, Instead
of asking for timeto pay can get the article for less than the stated prk¢.
How is the cost of the credit found in-tuch arcase? -A pitce of jewelq,
for example, sells for $79, payable $9.00 down and $10 a. month for
seven months, \\'th "no carrying charge." A cash customer can get the
jewelry for $7.00 less, if he asks for the cash price. The cost of credit,
therefore, is $7.00. Applying the constant-ratio forriula:

2X12X7 168
70X(7-1) 560 30 per cent.

The rate is, therefore, 30 per cent a year Ps against the stated "no
charge for credit."

2. A second method of representing the installment credit charge
is merely to apply a nominal percentage charge to the unpaid portion of
the price. For example, a jeweler requires a 10 per cent down payment
and adds a 6 per cent charge to the unpaid portion of the price when
payment is to be completed in 25 weekly installments. The amount of
the down payment is immaterial. The plan is represented as a 6 per
cent one. Applying the formula:

2 x52 x .06_= X2 
-X . = 24 per cent.

25 + 1

The rate, therefore, is actually 24 per cent rather ihan 6 per cent, a
represented.

3. The third method is where a flat charge in dollars is made rather
than a percentage. For example, the cash price of, a television set i
$250; a down payment of $50 is required. There is a hat charge of $16
for the privilege of taking 15 months to pay. What is the rate which
the purchaser is paying?

2 X 12 X 16
200 (15 + 1)

The true annual rate is 12 per cent.
4. The fourth method is the most complicated. It is sometimes

found in automobile time financing. It calls for interest payable on
monthly outstanding balances as well as'the usual finance charge. Con.
sider the following example in the case of a car purchase:

Original unpaid balance ............................................ $1,600
Charge ....................................... I ........ . .......... 112
N ote .................................................... $1,712

Interest is to be charged at 6 per cent per annum, or one half of 1 pe
cent a month on outstanding balances, and there. are to be eigh
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monthly payments of $214,'plus the- interest. The way the; eight
monthly payments runand the amount still outstanding is shown in
the accompanying tabulation. 'the total cost consists of wo items, the

PAVl tNTs O173-rANV XO

Principal Charc Interett O Note O Advance

1................. . $ 200 $ 14 $ 8.56 $1,712 $1,6
2 ................. . 200 14 7.49 1.498 1,400
3 ................. 200 14 6.42 1,284 1,200
4 ................... 200 14 5.35 1,070 1,000
5 .................. 200 14 4.28 856 100
6 ................. 200 14 ).21 642 600
7 .................. . 00 14 2.14 428 400
8 ................. . 200 14 1.07 214 200

$1, 6 $112 $38.52 ...

$112 charge and $38.52 of interest, or a total of $150.52. Applying
the formula to find the true annual rate:'&

2 X 12 X 150.52
1,600(8+1) =25+percent.

The Tima.Horiored 6 Per Cent
Interest rates are often not given at all in installment contracts.

When they are given, they are seldom what they seem. Usually they
ate disguised as forms of the time-honored 6 per cent. In the course of
the years, 6 per cent has come for many people to be synonymous with
'fair return." As one merchandiser put it, "Six per cent has sex appeal
for the customer."

When installment sellers, who are to be repaid in equal install.
ments, state their charge (say 6 per cent) as a percentage of the total
unpaid balance at the start, since this balance is reduced by installment
payments, the average balance outstanding during the term of the in.
ailment contract is only about half the original unpaid balance. There-

bre, the true rate, in the absence of other manipulations and distortions,
when payments are spread over a year, is roughly twice the stated rate.

"One per cent a month" appears to be a reasonable char&!; but de-
pending on the way it's calculated, it is much more than it seems. It is
12 per -cent a year if levied on the new reduced unpaid balance each
month; but if levied as a percentage of the total unpaid balance at the
beginning of the contract, it is about 24 per cent, since, over a year, the

16 For further &u.ils set Milan V. Ayres, Iajislmgix A4athbmaics Hlandbook (New
York: Ronald Ptess Co., 1946).
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average balance outstanding is only hlf the original unpaid balance,
A government committee in Massachusetts, investigating install.

ment selling practices, checked on "6 per cent" rates. In 105 cases in
which "6 per cent" was quoted, the rates actually were:

Icase .... ...... 6 per cent
6 cases ......................... actually between 7 and I_,r cent

61 cases.... i ................ between 11 and 20 per cent
19 cases .. .................... between 21 and 30 per cent
10 cses ..................... between 31 and 100 per cent
8 ses.. .. between 101 and 679 per cent

Most-automobile purchasers, a state legislative committee in Wis.
consin fond, thought they were paying, between 8 and 12 per cent for
credit. The real rates, the committee estimated, were between 17 and
40 per cent and, in many transactions, even higher.

The Federal Trade Commission issued an order against the General
Motors Corporation, its subsidiaries, and the Ford Motor Company to
cease using the words "six per cent," or the symbol "6%" in advertising
installment payment plans for purchasing automobiles. The Commis.
sion found as a fact "that when the term '6%' is used in connection
with monthly payments is is understood to mean 6% simple interest
per annum, computed on the declining balance as reduced by the
monthly payments." In the installment plan advertised, the purchaser
paid 6 per cent on the total amount originally owed, which resulted in
a charge of approximately 11h per cent simple interest per annum
on the declining balance instead of 6 per cent interest, as was generally
implied.

A student in the personal finance course was asked to shop in a num.
ber of retail stores to purchase the same model television set in each
store on the installment plan and to compute the actual amount of in.
terest changed as against the stated amount. In each case, as may be seen
in Table 3-1, which presents the results, the stated charge was 6 pet
cent, whereas the actual rate ranged from a minimum of II per cent
to a maximum of 25 per cent. Perhaps even more interesting is the
wide range in basic price. Had the student been asked to try to buy for
cash as well, doubtless the range would have been even greater.

Hidden Charges
At times the finance charge is clearly and explicitly stated in install.

ment contracts. Moie often it is only obscurely indicated and is accom.
panied by a variety of fees--r'instatement fees, adjusters' fees, exten-
sion fees, transfer fees, repossession fees, reconditioning fees, etc.-
all provided for in obscure clauses in the installment contract, but all
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equally unknown to the installment purchaser. Perhaps the one which
is snore often concealed than any oher is, the " ,ack" in automobile
financing.

The "pack" is an amount arbitrarily added by an automobile dealer
to the normal authorized finance charge called for by the finance ctmn.
pany. It is kicked back to the car dealer. by, the finance company when

TABLE 3-1
Comparative Rates of Interest Charged by Retail Stores in New York"

For RCA Victor 17' Television Set.-Model NO. 151T

Price of Total Prie Down Monthy Statd -Actual"
Stor rite In c ( r.Tax I r .-e Payment IPer Cent Per Cent

_________________0 Included)____I _______ Charged Charged

litz Radio ....... $224.00 $50.00 $280.00 $45.00 $22.30, 6 25.6
(12 mos.)

Dynamic .......... 235.00 35.00 277.05 42.03 21.24 6 15.6
(12 mos.)

Tuner Radio ..... 232.00 25.00 265.00 45.00 19.43 6 11.1
(12 mos.)

O.K. Radio ........ 235.00 25.00 267.80 42.80 20.16 6 13.9,
(12 mos.)

Vim............ 24500 32.50 285.50 85.50 17.66 6 11.0
(12 mo.)

ledrd .......... 229.00 30.00 266.00 41.00 20.31 6. 15.3
(12 mos.)

Powen Radio ...... 235.00 25.00 266.90 46.90 13.32 6 11.3
(is mos.)

e........... 247.00 32.50 288.50 43.90 21.70 6 11.6
(12 mos.)

boy's.......... 279.95 79.50 370.23 55-.54 27.80 6" 11.!
(12 mos.)

Gimbel's .......... 279.95 79.'50 370.23 55.54 27.80 6 11.1
(12 mos.)

Sout€m: Student survey.

the car buyer has made his last payment. This swollen finance charge is
paid by the installment purchaser, who does not know that it is more
than he needs to pay for credit and who also does not know that later
the finance company will pay (kick) back the extra charge (the pack)
to the dealer. The dealer is able to secure this extra charge because he
i able to create competition among finance companies and banks for
&e installment purchaser's note. The dealer may have you sign the note
promising to pay in installments to him, and then he may discount
de note with a finance company or bank, or he may have you sign the
note promising to pay a given finance company or bank. His ability to
direct a volume of financing business to a favored finance company
cables him to see to it that the favored company pays him back the

.lot
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extra sum, or "pack," which has been- added -to "the regular tinauie
charge, This extra charge or "pdck" adds anywhere from 6 -to 50!1Pe
cent to the credit cost of buying cars on the installment plan.

Bia.ineis Week supplies an 'actual example of how the "pack"
worked out for a Baltimore car buyer who took his case to the AAA:

He bought a aiey Ford custom COUpe last year; the total'cash- pkfce p6
delivery w.s $3,075. le paid down $1,075. He thus owed the $2,000 plus
$148.80 for insurance. Added to this was $515.20 in finance charges, bringing
his total time balance to $2,664-which he agreed to pay off in ,24 monthly
instalments of $111 each. Meantime, the dealer had an agreement with the
finance company. The company would take this contract, for example, t
6% per year of $2,148.80. For 24 months this came to $257.86. But the buyer
was paying $515.20 in finance charges. So, when he paid off his last instalment,
the finance company paid back to the dealer the difference between $51520
and $257.86--or $257.34."

The Role of the Sales Finance Company
You may sign an installment agreement to purchase an automo.

bile from a dealer only to find that you must make your payments to A
finance company. Often you are immediately told of the arrangement,
sometimes you are not. The reason the dealer utilizes a finance company
is that in many cases he does not have sufficient capital of his .own
to finance the volume of business he can do if he sell$ on time. There.
fore, he uses a finance company, which pays him at 'the time the car is
sold, thus replenishing his capital while, at the same time, financing
the extension of credit to the purchaser. The, finance company extends
the credit and relieves the dealer of this obligation, thus freeing his
capital for more rapid turnover.

There is nothing alarming about finding yourself in debt to the fi.
nance company rather than to the dealer. There are nearly 6,000 sales
finance companies and offices operating throughout the country hold.
ing more than one fourth of all consumer installment paper outstand.
ing. They account for more than one half of the total automobile paper
and about one tenth of other durable goods paper. The finance com-
pany is most prominent in automobile financing. The giants in the field
are General Motors Acceptance Corporation ($1,500,000,000), which
finances General Motors cars; CIT Financial ($1,100,000,000), which
finances Ford cars, grants home-modernization loans, and finances
other consumer durable sales; Commercial Credit Corporation ($749,.
000,000), which finances Chrysler cars; and Associated Investment
Company ($355,000,000), which finances miscellaneous auto paper.
Recently Sears Roebuck established the Sears Roebuck Acceptance Cor.

1a Dmiknts ek, October 1, 1949.
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portion. Some 41 per cent of Sears $3.5 billion annual sales volume
is handled on credit, whereas only 5 per cent was a quarter of a century
ago. All these companies are well-established, reputable concerns
which treat installment debtors fairly and make (as insta llments costs
go) only resonable charges. It is often better to deal directly with one
of these companies than with some unscrupulous dealers.

Finance companies are anxious-to have an absolute promise to pay
from the purchaser, which cannot be impaired by any disputes or claims
between the dealer and the purchaser. Frequently, however, the pur-
chaser will not find servicing or repairs satisfactoryi or he will claim he
received an inferior or damaged product and will, therefore, refuse to
pay. To guard against this, the finance companies have employed a va.
riety of devices. One attempt to deal with the problem has been to pro-
vide in the conditional sales contract that the purchaser will settle all
claims with the dealer directly and will not set up any such claim in an
action brought by the finance company. The courts, however, have
been loath to enforce such a clause. Another attempt to deal with it has
been the use of the negotiable promissory note which the purchaser is
asked to sign along with the conditional sales contract.The use of the. negotiable note with the conditional sales contract is
generally held to cut off defenses and claims which the purchaser
might have against the dealer, thus achieving the finance company's
purpose. Recently, however, the courts have held against the finance
companies where the purchasers ltad legitimate grievances, and several
states have forbidden by law the use of negotiable notes with install.
ment sales contracts. Generally speaking, if the finance company is a
legitimate one, the purchaser, by stopping payment when his grievances
against the dealer are proper and justifiable, can get the finance com-
pany to exert pressure on the dealer to take care of the purchaser's
grievances. In this way a time purchaser may often, through the threat
of stopping payment, secure better dealer servicing than a cash pur.
chaser. On the other hand, there is the danger of a quick repossession."

installment Credit Costs versus Bank Credit Costs
Each semester we have asked our students to sample four install.

ment sellers and one bank. We have suggested that they represent

"S For more details on the operation of sales finance companies see Clyde W. Phelps,
isjgdlmmn1 S4.s Financing: In Service; to $be Dealer (Balimore: Commercial Credit

Co., 1953), p. 99; and Walter S. Seidman, Accoxxun Receivabl and inventory Financing
(Ann Arbor: Masterco Ptess, 1957). See also Financing Smll asmineus, Report to The
Committees on Banking and Currency and The Select Committees on Small Business by
The Federal Reserve System (831b Cong., 2d sui.) (Washington, D.C.: U.S. Government
Printing Office, 1958). " - I
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themselves as actual purchasers (as a borrower in the case of the bank)
and obtain the actual installment terms in order to compute the exact
cost of buying on the installment plan. They have then been asked to
compare these costs with the cost of a personal loan from a large
New York commercial bank. The conclusion which has emerged, in.
escapably, from suc1 surveys is that in almost all cases it is much less
expensive to borrow from the large New York commercial bank and
then use the money to make a cash purchase than it is to buy, on the
installment plan. Over a year, the cost of the bank loan ranges from
7 to 12 per cent, depending on the particular bank, while the cost of
installment credit runs from 10 to 45 per cent, depending on the artick
and the store.1' Even in the case of automobile loans financed by a largt
and legitimate finance company, bank loans may be cheaper.

This conclusion was confirmed by a Federal Reserve Survey in 1956
which found that banks charged the lowest rates; national sales finance
companies were a close second, while local finance companies charged
the highest rates."

A typical bank or national sales finance company transaction ran
somewhat as follows: A man bought a $3,200 car, received a $1,200
trade-in allowance on his old car, and paid $400 down. The amount
financed therefore is the unpaid balance of $1,600 plus $34 for "pack.
age insurance," or a total of $1,634, and the finance charge for a 24.
month contract, on a 6 per cent add-on basis, is $1'96.24, making the
amount of the note $1,830.24. Under the constant-ratin method, the
effective annual rate would be 11.5 per cent, as follows:

R-(X + 1)'

2 X 12 X 196.24
1,634 X 25

4,709.76
.40,850.00

- 0.1153, or 11.53 per cent.

19 The consumer, of course, needs to compare n"e 'only the rates but also the servka
iven for the rates charged. Some two-dozen services which may or may not be offers
y a financing service in connection with the rate it charges for installment credit in

enumerated in Clyde W. Phelps, Using Innadlmens Credil, Studies in Consumer Credk
No. 4 (Baltimore: Commercial Credit Co., 1955), pp. 29-32.

*oSee Board of Governors of the Federal Reserve System, "Automobile lnstallweo
Credit Terms and Practices," Supplement III, pp. 141-69 in Conswmo, Injialmsu
Credit, Part I, Vol. I, Growth and Import (Washington, D.C., March, 1957).
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FIGURE 3-3
Before You Sign

It is least expensive to pay cash; but if you must take time to pay,
it is usually less costly to get a bank loan. If you do buy on the install-
ment plan, be sure you ask yourself the questions shown in Figure 3-3.

How Much Will the Loon Cost?
If, in shopping for a loan of $100, repayable in equal monthly

ustallments over a 12-month period, one lender required you to repay
$10.07 per month, another $9.75, a third $8.87, and a fourth $8.67,
md all other factors were equal, there is little doubt that you would be
inclined to borrow from the lender who quoted the lowest rate, namely
18.67. Over the year you would save $16.80 by borrowing from the
ast rather than the first lender above. These are actual rates. The first

Here are some of the questions the instalment
buyer should ask himself-and the dealer-
before he signs on the dotted line:

(1) What will the credit actually cost me
in money? What rate of interest is charged?

(2) Are all the dollars and cents figures in
the contract correct? Are there any blank
spaces to be filled in later?

(3) What are the insurance charges, if any?
What insurance is actually provided?

(4) To whom will I owe the payments?
(5) What penalty charges may be imposed

for lt. payment? Are there any other extra
chafrga?

( (6) Do I have a right to fair notice before
the merchandise can be repossessed? What
repossession charges may be collected?

(7) What security have I given? Does the
security include other merchandise previously
bought? Does it include a wage assignment?

(8) What legal safeguards and guaranties
have I waived?

(9) Do terms in fine print commit me to
additional obligations?

(10) Is there provision for a fair refund on
carrying charges if early payment is made?

1469
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lender is a small personal-loan company, the second is a large national
consumer finance company, the third is a credit union, and the last ia
the personal-loan department of a very large commercial bank.

But rates are often not quoted on this simple, comparable basis, and
it is frequently difficult to know exactly what comparable costs arte
There are different ways of measuring costs. Lenders use varyin8
methods of charging for loans, and in some cases there may be several
scattered charges instead of a single one. Fees may be charged for credit
investigations, for example. Or if you put up some security, such as an
autmobile, or insurance, or securities, there may be a legal fee. Gen.
rally speaking, legal rates on an annual basis range from 4 to 42 pet
cent, though a 42 per cent rate will never be quoted as such. It will
be stated as a 31; per cent per month rate. Rates may be quoted either
on a monthly or an annual basis. Consumer finance companies and
credit unions are required to compute rates on a monthly basis, and
hence state them in this manner. Rates may be charged either on the
full amount of the loan or only on the outstanding balance, the latter,
of course, being the more desirable. Rates may be on a discount basis,
deducted by the lender in advance from the face amount of the loan,
or on an interest basis, added each month to the face amount of the
loan repayable.

In many cases the rate will not be clearly stated. The borrower is
given a table, such as that shown in Figure 4-1, which indicates the

FIGURE 4-1

Fd Here the Cash Loan You Need

Choose Your Monthly Psymtat Here

paymets yrmnents payments peymnts

so 0 *1.03
is 13.#2 $ 7.31 t 6.06

100 .IS 9.11 6.08 $ 6.41

20. 36.13 16.33 ISM. I.65
300 64.02 18.82 13.80 16.0
400 71.11 30.00 31.11 24.64
1 00 .03 41.14 M.7 30.23

The company's charge is 2% per cent pet
month on balances of $100 or less, 2 per cent
per month on that part of the balance in excess
of $100 and not in excess of $300, and
of I per cent per month on that part of the
balance in excess of $300, up to a maxin-mm
o($500.
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amount repayable monthly for a given number of months for a stated
an. To find the real dollar cost of his loan, the borrower must multi-

ply the monthly amount repayable by the number of months he is to
-pay and, from the resting figure, subtract the amount borrowed. The
remaining sum is the true dollar cost of the loan. For example, in Fig-
ur4-1, the borrower will repay $9.75 per month for 12 months if his
low is $100 and he elects to pay back over a year; 12 X $9.75 -

$117 - $100 = $17, the true dollar cost of the loan.
This "true dollar cost" is one of two basic methods of measuring and

comparing costs. You add up all the money that you pay the lender
from the time you apply for the loan until it is repaid, including all
fees, and then subtract the amount of cash you get from the lender.
The difference is the true dollar cost. It is the real figure you are looking
for, but it affords an accurate comparison only when two loans have the
swe length and method of repayment. When they do not, then it is
ber to use the second basic method, the true annual rate. This will
table you to compare costs when loans differ in length and payment
plans.

In the dollar-tost illustration given above, you might imagine at
fist glance that the true annual rate was 17 per cent. You paid $17 for
a loan of $100 over a period of a year. Offhand, that looks like 17 per
cet, but it is not. Why? Because you did not have the use of the whole
$100 for a complete year. During the second month you would have
dt use of only 11/12 of the loan, during the third month only (X, 2 of
& loan, etc., and during the final month only 1/12, so that, for the
hole year, you would have had, on the average, the use of only about
$50. To approximate the true annual rate, you need only apply the fol-

formula: r - 2ml
bwing -ormula: r (n + 1)' where

r the annual rate dwed,
a= the number of payment periods in one year (12 if you are repaying monthly,

regazrdless of the number of months you cake, and 52 if you are repaying wedkly,
regardless of the number of weeks you actually take),

1= true doUar cost of the loan,
, = the net amount of the loan,
a = the number of repayments you actually will make.

Applying this formula to the illustration above, of the $100 loan, re.
able over a year, which cost $17, we find

2X12 X 17
100 (12 + 1) - 31+ per cent.
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Thus, it is apparent that the annual rate of interest is 31 + per cent
rather than 17 per cent.' By applying this formula to each case as one
shops for a loan, comparative costs will become clear and evident, ai
as will soon be apparent, they will be found to vary considerably.

2 The formula used is known as the "constant-ratio method." It always results in $
slightly higher yield than that obtained by the actuarial method, which is recognized a
the most accurate but which is much more complicated and cannot be easily compW
by the student. For this reason we will use the constant-ratio method, which can h
quickly and easily computed, throughout the chapter. Neifeld compares the thrce med.
(constant ratio, direct ratio, and actuarial) and speaks of "the closeness of the result"
See M. R. Neifeld, Guide lo Instalmens Comp5uaions (Easton, Pa.: Mack Publishing Co,
1951), p. 198; see also his Treavs ix Coisumer Finanvce (Easton, Pa.: Mack Publishiq
Co., 1954).
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STATEMENT OF MORDECHAI ], KRnNIN, MICHIOAN STATE UNIVERSITY,
EAST LANbING, MICH.

IMPORTANCE OF CONSUMER CREDIT

In spite of the rapid growth of consumer credit over the past 40 years, its
total i still relatively'small by comparison to other relevant aggregates in the
economy. In 1955, total non-Government debt amounted to $367 billion, of
which $127 billion waB owed by consumers. However, only $39 billion of that
was in the form of nonmortgage consumer credit, consisting of $29 billion in
installment and $10 billion in noninstallment debt. By the end of 1969 total
consumer credit rose to $52 billion, of which $39 were in the form of installment
debt. If thus appears that nonnw)rtgage consumer credit forms about 10 percent
of total private debt in the economy. In 1955 it amounted to 14 percent of liquid
assets held by consumers." In terms of its impact on economic stability, most
studies undertaken thus far indicate that while installment credit tends to
aggravate economic fluctuations, it is not an initiating factor of business cycles.

But the aggregative figures presented above tend to hide more than they reveal.
Cross-sectional data 4 show that the incidence of consumer credit is widespread.
Sixty-three percent of all car buyers and 65 percent of durable goods buyers in
1958 used credit to finance some or all of their purchases. At the beginning of
1959, 60 percent of all consumer spending units owed some consumer debt. And
the incidence of such debt was particularly widespread among the middle and
upper-middle income brackets.

Any legislative action in the field of consumer credit is thus likely to affect
wide segments of the population. And it is this effect with which we are here
concerned. The present inquiry to not to examine whether or not consumer
credit controls would help stabilize aggregate economic activity. Rather it is
to determine whether the users of consumer credit need additional information
about the financing terms which they assume.

THE COST OF CONSUMER CREDIT

Three factors constitute the terms of installment credit: The amount of
downpayment, the duration of the loan, and the financing charges. While all
three factors are Interrelated, It is the last one In which we are presently
interested.

Of the three methods used to calculate financing charges on installment credit,
the "add-on" method is the most common one in contracts involving purchases
of durable goods. The finance charges are added on to the amount the customer
wishes to borrow, and the resulting figure is divided by the number of months
for which the credit is extended to obtain the amount of monthly payments.
Typical add-on rates in 1958 were 6 percent for new cars; 8-12 percent on used
cars; 5-7 percent on new trailers; 7-10 percent on household appliances; and 6
percent on home improvements.

When converted to annual rates as a percentage of the unpaid balance, most
financing charges emerge well in excess of 10 percent. A 6 percent add-on rate
for 1 year, for example, woulld yield close to 12 percent on the unpaid balance.'
These are very high charges. Yet there Is considerable evidence that most bor-
rowers are not sensitive to variations in the cost of credit. The demand for
consumer installment credit is highly inelastic with respect to finance charges,
even though it is elastic with respect to the downpayment requirement and the
length of the contract.

I am grateful to Prof. C. Larrowe for helpful comments.
'Currency. demand and time deposits, and government bonds. These figures were derived

from recent Federal Reserve Bulletins.
8 See the various studies published In "Consumer Installment Credit," Board of Governorm

of the Federal Reserve System. Washington, 1957.
'Based on the University of Milchiean surveys of consumer finances.
'Because the obligation is repaid in installmenti, on the average the debtor halt the use

of only about half of the original amount of the credit over the life of the contract. The
efective annual finance rate on the declining unpaid balance is thus roughly twice the
add-on rate.

28-902 0-64--pt. 2----51
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'hls Insensitivity Is generally attributed to two reasons. First, substantial
changes in finance charges have a, relatively small, effect on the size of the
monthly payments which is the main Interest of most borrowers. Second, con.
sumers are generally unaware of the actual financing rates that they are pay.
lug. Financing charges are almost Invariably quoted on an add-on basis and
are further disguised by variations in insurance charges, delinquency penalties,
investigation fees, etc. Conversion of this information to a percentage of the
unpaid balance ia beyond the ability of most consumers. Furtherrhore, evi.
dence from surveys'suggets that consumers are frequently ignorant even of the
dollar amount- of their finance charges; let alone the percentage 'rate.
Is it important ° that borrowers be, made aware of their finance charges? -The

answer is definitely lb the affirmative. Full information is a prerequisite to the
efficient funcUoning of any market. In the consumer credit market the removal,
or at least the 1 nla yese n several beneficial effects.

To begin with, It d make the taarket mi~rQcompetitive with respect to the
cost of credit, -_Atpresent most finance compania44nd to charge the maximum
rates permit by State regulations, And seldom to" v.ry their rates. There Is
also som6 9dence'that these charge a-re too hlgh. Iitib sed'ompetition may
reduce o tn the benefit, of con [ieand eliminate me of the "economic
rent" ped by lenders., k -

un e ~ dand per~p mor impo taut effeI of fuller lnior'~atlon Io the openk-
ing new alter ytves to e con uming pl'bllc concerning e amount to be
bowed and tJ source of uds. kta .about the financial Ition of borrow.

e indicate tha tnazy.q of Zonslderab16e leeway In aking such de-
el oe. Although cons an liquid Asse ownershil are inversely

ated, many debtors ha tial aoun of I uld assets well as relt-
ely high Incomes. Ta I ' shows that percent the spend g units with

Il come In e kac sof $T an -ud a holding of $2,000 nd over owe
jrsonal deb . Th . a ebU to I t.ils atigory is $ well below
their asset h Idings. lahIarn ls In 'the.lo*we right. nd section of
t ble I Indic tea that sonal de espread among spend units whose

come-asset ItoslUln @o id permit, df tantial reduction of sue debt. Table
2 rovldes a omew t t Irea a utoir*l"e.., Forty percent qf all spending
u ts have no r al deb .Or 'fb o the de'btos (19 percent of all spend.
In units) have -ufclent liqu s to ]y off theirebL Of tle 24 percent of
all Itending units whose llquidklset fal short of their persqal debt, 11 per-
cent ave an income uf"vfr $,O/), su getting )treasonabi strong financial
p~sitl @. (This stat~i-nt should b modi ed b dding a family sIze variable to
Indiesatkflna ncal need, before itc l conclusive.) in the other hand,

close to alf of all debtors (28 percent to all spending nits) are in a weak
position. beey either own no-liquid assets, or their asd holdings fall short of
their debt atl their Incomes are relatively low. On aance, at last half of all
borrowers are 11b strong enough position to hav ,'nsiderable leeway in chaos-
Ing the amount th'y-..ant to borrow, the le 41g Institution, and other terms
which affect the cost ofnreTh4 l,.,

p8. the comment by W. P. Morse, "Consumer Instalment (W * op. eft., pt. 1I, voL 1,
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TADLz l.-Personat debt ivithin liquid assets ad income groups, 1939

Liquid Un der 53,000 83,o0-04,800 KO5,JM00Am "499
assets

Per. Amount Casis Per. Amount Cae Per. Amount OwsPer- Amotunt CAMe"Coent cent een t -cent,

,%,we ....... 61 S2( (510) 81 S32 (184) '80 $900 0). (),$1to $4... 69 18 83 60D ( 8 700 312t 89 1 4)M (o$19-- 26 no Io i 360 (133) 65 0 88 1 7 0 893)
over... 1s 150 (119) 25 270 (121) M go (148) w OW (281)

Personal debt includes installment and nonlnrtallment credit but excludes moetes dob4.I Liquid mets Include bank amoounts and Government bonds.
I Too few cases.

Migures In each cell Indicate:
Proportion of debtors within cell.Interpolted medan dollar amount owed by debtors within oell.
-urn ber of cam onwhich figures are b9ed (in parentheses).

Source: Baud on the 1958 Survey of Consumer Finances,

TABLic 2.-Relafion of jpersonegl debt to liquid aets and, income, 1959

Income
gro U under $2 000 - . 4 00- K0 0- v

Pergim Pereout P~rei l~renl Perceia PermwrHisnopersonaldebt ...... .......... 40 1 s0 7 7 4fthold ls exceedperonaldebt ........ 19 1 4 . 2_sisonml det exceeds 11(uld assets . ...... 24 -1 49 2noliquidassetsbutbas personal debt- 1 7 6
Total=..: ....................... 10 ---- -- . ..... I.,. .. .'fmberofcae ..............-- -- ,00 ... 3 748 -72 727

retgotedpercentof mple. ---'-.. --- 10 20 24 24 24 8

Source: Based on the 1958 survey of oonumer finanes.

Knowledge of financial charges as percent of the outstanding balance wouldWable prospective borrowers to compare effectively the Interest rate which theymdertake to pay with the rate earned on their liquid assets. In most cases theirerningp per dollar would amount to only one-quarter of the cost of debt, Giventhe relatively strong financial position of many consumer goods purchases, theyOay be induced to increase their downpayment-and reduce the amount to beLtanced. At present, consumers are known to Incur personal debt and ac-Mmtlato lIqxid assets at thesame time., In part this can be traced to such at-titudinal variables as a desire to remain liquid in ahticipationof possible emertencles. ' While better knowledge of rates paid on consumer loans would nottlimnate,such. attitudes,. It may Induce many consumers to reekamine theirSuet-debt. position, and perhaps to lower the amount of, debt Incurred. Thisould minlmize milsallocatlon of borrowers resources resulting -from decisionsWhich are not based on full iWformatioi. , ,.
In- many cases, larger downpayments are associated withf smaller .financingearges. *"ince- many consumers posse the financial ability to increase their4ownpayment, better knowledge of the cost of- credit may. result In direct saving

mfinaninOg charges.
Finally, ability to make effective comparisons of: costs as between alternativeknders may direct, consumers to the lower tost sources and at the sanie timebcreaso price competition in the fled. Banksfor e amplI, are known to chargeWs (on direct loans) than other lenders, but to require higher credit standards.lnasmUeh as many -copAumers are able to meet these standards, they ,may bebidueed to borrow trosti banks at lower cost.
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OOLUSION

Consumers are frequently unaware of the dollar amount of financing charges
they pay in connection with consumer loans. They are almost Invariably Ignor.
ant of the percentage of the outstanding balance paid in such charges. Yet,
given the financial position of many borrowers, knowledge of that percentage
is essential for making sensible decisions regarding the amount borrowed, and
for comparing the cost of borrowing from various sources of funds. A require-
ment of lenders to disclose the financing charges as a percentage of the unpaid
balance, suggested in this bill, is long overdue and urgently needed. Since this
information is usually available in the case of mortgages the bill should be
confined to nonmortgage consumer credit. Regulated by the Federal Reserve
System, it would make possible a better allocation of consumer resources.

[Excerpts from Educational Pamphlet No. 1, Bureau of Business Research, Western Reserve

University)

CONSUMER CREDIT FACTS rOR You

(By Wallace P. Mors)

Origin of modern consumer credit
The rise of an Industrial economy in the United States, occurring over most

of the last century, set the consumer credit stage. It brought increased In-
comes and rising living standards. It stimulated our appetites for additional
goods. Seeking improved living standards became an accepted social goal.
Credit became an increasingly popular means of advancing this goal.

Industrialization affected many consumers in another way. It took them out
of intimate community groups and placed them in the impersonal setting of
large cities. Emergencies no longer called forth the friendly aid of neighbors
Each family was on Its own. Families hit by emergencies Instinctively sought
aid through credit. But the average family found to its dismay that it could
obtain no credit, or could secure it only under intolerable conditions.

This seems strange to us, when we consider the many sources of credit avail.
able today. Commercial banks, whose consumer loan departments are happy to
lend to consumers today, would not do so then. They would make unsecured
loans to wealthier families. They would also lend to persons who had ade-
quate security in the form or real estate, stocks, and bonds. Only a very small
percentage of consumers could meet these requirements.

Some borrowers were able to obtain credit from remedial loan societies
which made loans to wage earners on a semicharitable basis. These organiza-
tions were the real pioneers. They led the way in showing the public that
consumer lending was needed and was here to stay. Their organizers recognized
the need for higher interest rates than those allowed under the usury law,
and obtained special State charters permitting higher charges.1 The first society
was founded in Boston In 1859. Other societies followed slowly but never
became sufficiently numerous to meet more than a small part of the demand.

The vast majority of borrowers were forced to turn to the only other com-
merclal source then readily available-illegal lenders. As the demand for
credit increased in the post-Civil War years these lenders multiplied. Their
rates were often excessive, and their collection practices. were often harsh.

As borrowers grew in numbers, the harsh treatment they received from Illegal
lenders drew public attention. Remedies were suggested. One was stricter
enforcement of the usury laws which prohibited interest of more than 8 or 10
percent a year. This was as futile then as(it is today. As we shall show
later, consumer loans require higher interest or financing rates than those
permitted by usury laws. In fact, this was one-not the sole--reason why
banks initially frowned on consumer lending. Furthermore. the usury laws
have few teeth in them. They are not effective in preventing violations in the
case of consumer loans primarily because their enforcement depends on action
by the borrower. He seldom has the knowledge or the resources to take

Usury laws set maiimum interest rates which may be charged In the absence of
specific legislation permitting higher rates. All but four of the States have such lawC
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legal action. There is little Incentive for him to do so, since the usury laws
generally provide only that the lender shall forfeit the excess interest collected.
Special legislation adopted

About 1907 the Russell Sage Foundation began a thorough study of lending
conditions and then strtrted a vigorous campaign to bring Illegal lenders under
State control. Some lenders offered their cooperation. Massachusetts was the
first to pass a workable law in 1911. By 1915 five States had legislation regulat-
ing consumer lending.

Experience under these laws led to the drafting of the Uniform Small Loan
Act in 1916. This is a model bill. It permits lenders who obtain licenses
to charge interest rates higher than usury law limits. In return, lenders
must conform to its rigid provisions and submit to State supervision. About
four-fifths of the States now have workable small loan laws, patterned in
whole or In part after the Uniform Act. Illegal lenders still flourish in States
without workable small loan legislation.

Credit union laws are another example of specialized legislation. Massachu-
setts chartered the first credit union in 1909. Most other States and the
Federal Government (1934) have since passed credit union laws.

RATE MAXIMUMS AND LENDING PRAOTICES

The legal maximum rate under which a financing agency operates has a very
important bearing on its lending practices. The higher the maximum, the
greater Is the lender's freedom in making smaller loans and relaxing credit stand-
ards. Setting proper maximums is an Important task and has far-reaching
effects on lenders, borrowers, and society in general.

In the previous section, we pointed out that some lenders must be able and
willing to make all sizes and types of loarm. It is not essential that all types of
lenders be in such a position to secure satisfactory results. In the United States,
only consumer finance companies operating under small loan laws, and at rates
whose maximums are sufficient, can make the small and more risky loans.

Banks operating under bank consumer loan laws are usually subject to lower
rate maximums. They have been able to operate profitably under these lower
rates by eliminating small loans and enforcing strict credit standards. Many
banks, for example, have a general policy of refusing, or at least not promoting,
loans under $100. This is particularly true of banks located In the larger
population centers.

The accompanying table shows that consumer credit users pay a wide variety
of rates. Several things need to be kept in mind when studying the table. They
ire grouped under the four headings which follow:

1. Legislation has an important influence op maxrimln rates.-About one-half
of the States set maximum rates on automobile or all retail installment financ-
Ing transactiors. In these States the maximum rate varies from 24 percent on
new cars to 43 percent or more on used cars. Evidence collected by legislative
bodies indicates that corresponding maximumis in uncontrolled States are at
least 120 to 275 percent. This parallels conditions in the cash lending field in
States without adequate small loan legislation.' Illegal lenders exist In these
States and charge rates reported to run as high as 1,200 percent. Seven States
bave no limit on the rate which commercial banks may cbarge--Clifornia,
Colorado, Connecticut. Louisiana, Maine, Massachusetts, New Hampshire.

2. Maximum rates vary a nong States having legislation.-The table fhows a
maximum of 42 percent for commercial banks. Actually this applies only In
X'ew Mexico where some banks are operating under the small loan law. Rhode
Island permits a maximum rate of 30 percent and Msssourl of 27 percent. About
half of the States have special laws which permit maximum bank charges be-
tween 12 and 18 percent. The remaining States limit bank charges to usury-lpw
maximums ranging, in the main, from 6 to 12 percent Banks commonly inter.
pret the usury law as permitting a charge in advance equal to tho amount
loaned times the usury rate.

sThese laws are fully described in pamphlet No. 2 of the Bureau of Business Research
tIlled "Small Loan Laws."

SThey are: Alabama, Arkansas, Delaware. Oeorpia, MigsislppI, North Carolina SouthCarolina. Tennessee, and Texas. The District of Columbia needs also to be addeA. For
aore ditalled discussion see pamphlet No. 2 of the Bureau of Businesa Research on
Mall Loan Ltaws." i
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InstalUment credit rates1

Common Range of legFinancing agency or type of loan rate mxmurates

A. Cash lenders:
Credit unions ........................................................ 12 12
Commercial banks--personsl lons ................................... 12 1"
Cousumir finance compeanes--tder small loan laws ................. 30
I egal lenders ---------------------------------------------------------. - 42-1200

B. Retail Installment financing In 24 States with rate legislaton--12-montb
contract:

Newcars ............................................................. 12 12-41
Used cars under 2 years old ................................... 18-31
Used ears over 2 years old .............. ...................... 18-43

C. Retail Installment financing in States without rate legislation-12-nonth
contract:
New cars ..................................................... . 12 1 IM0
Used cars ..................................................... () 9- 5

I The rates shown represent the equivalent peren t per year on unpaid balance.
I There Is no legal maximum here. The figures shown give the range of actual rates reportedly being

charged.
I Information Is not available.

Michigan and Pennsylvania have a 12-percent maximum on new car install.
meant financing. The other States with rate control have new car maximums
ranging from 14 to 24 percent.

Only Alaska has a 48-percent maximum small-loan rate. Maximums in the
other workable small-loan laws vary from 24 to 42 percent.

3. States change max'lmum rates froin time to time.-Mo-st of the States with
small-loan laws fall in this category. Many of them have also raised loan limits
above $300 in recent years. These States provide an excellent social laboratory
In which to observe the effects of rate changes on lending practices. Practically
all of them set a lower maximum rate on loans over $300 than the maximum
permitted on loans under $300. A few of these States have also lowered the
maximum rate on loans under $300. In spite of reduced rates, consumer finance
companies have continued to make all sizes of loans. This record is the more
remarkable since operating costs have risen sharply under the Impact of infla-
tionary pressures. These same pressures are the primary factors which has led
States to increase loan limits. The $0 limit was satisfactory in 1916 when
the uniform small loan law was drafted but became too low following the sharp
rise in prices after World War It.

What happens when a maximum rate Is lowered too far? New Jersey's
experience provides a graphic answer. Between 1914 and 1920 the State's
small loan law allowed a maximum interest rate of 3 percent a month on unpaid
principal balances. Consumer finance companies made loans of all sizes from
$10 to $300 during this period. In 1930 New Jersey reduced the maximum
to 1% percent a month. Consumer finance companies could not afford to do
business at that rate and many closed up soon thereafter. A few hung on for a
time longer but only by restricting loans to $100 or more. Illegal lending became
widespread. In 1932 New Jersey raised the rate to 21A percent a month. Con-
sumer finance companies returned and once again granted loans of all sizes up
to $300.

4. Not aU Itnancing agencies and retailers charge maximum rates.-The com-
mon rate column in the table'shows that rates which consumers pay are offet

.below the maximums which they could legally be asked to pay. Financing
agencies and retailers may reduce rates to' increase vlume, build good will, cc
for other reasons. 1

The reader may well ask at this point: Why so many maximums? Wouldn't
one maximum serve for all financing agencies? What is a fair maximum? In
answering these questions one important fact must be kept in mind. To prevent
illegal lending, at least one type of financing agency must be in a position to
make all sizes of loans to qualified credit risks. In our society this agency is
the consumer finance company operating under small-loan laws. These com-
panies have been in existence a long time. Their experience Is thus valuable
in helning to determine a fair maximurp.

When the uniform Asmall-loan-law was adopted In 1916the maximum rate w58
usually a fiat 8% percent a Month and the maximum loan $800. Subsequent
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experience has shown that an average of 8 percent is adequate In those areas
in which consumer finance companies can develop sufficient loan volume to

1 introduce operating economies. We have already mentioned that many States
have raised loan limits above $300 in recent years.' Maximum rates have been
successfully lowered to 2%/2 percent a month in some of these States.

Many States have abandoned flat rates in favor of multiple rates. Ohio's
small-loan law serves as an Illustration. It provides the following monthly
maximums on unpaid balances: 3 percent on that part of any loan balance be-
tween 0 and $150; 2 percent on that part of any loan balance between $150 and
$300; two-thirds percent on that part of any loan balance between $300 and
$1,000. Thus, on several Illustrative loans, repaid In 12 equal monthly install-
ments, the monthly payments, the maximum total interest charge, and the true
monthly Interest rate, are as follows:

Total Total annual True
monthly intetwt monthly
payment charge Interest rate

on a 12-month loan of-Pr t
100 .............................................. $10.07 I$20.84 &0$30 ............................................... 29.68 58.16 2.7
0 ...................................................... 48.00 7& 00 2.2

$1,000 .................................................... 9.16 10&.92 1.6

Experience of consumer finance companies to date, indicates several things.
The current required maximum rate varies between 2h and 4 percent a month
depending on such factors as loan limits, loan volume, and operating economies.
Because most small loan laws now contain multiple rates, average rates are sub-
stantially below these maximum rates. Consumer finance companies operate
profitably under these multiple rate structures. Except possibly for pawnshop
loans, there is no Justification for consumers paying higher rates.

We have already seen how consumer finance sources developed and why they
have different maximum rates. We have also seen how agencies with lower
rates and fiat-rate structures are able to operate by eliminating smaller loans
and holding to strict credit standards. Differences in rate maximums and rate
structures will undoubtedly continue for a long time to come.

Under these conditions society's responsibility is clear. it must (1) provide
rate maximums and structures high enough to permit legal financing agencies to
operate, (2) educate consumers to understand the reason for differences Lq rate
maximums and structures, and (3) encourage competition among financing agen-
des. Competition Is Important. It acts as a spur to financing agencies in
Increasing efficiency and reducing costs.

HOW TO TELL WHAT RATE YOU PAY

Each consumer credit user owes it to himself to get credit on the best possible
terms. This requires knowing several things. One of these is the price or
Interest-which he will have to pay.

The simple percentage method
Credit unions and consumer finance companies are required by law to state

their interest charges as a monthly percentage rate on unpaid balances. The
Percent rate is applied, not on t-e original amount of the loan, but on the actual
tnpaid principal balance. An Illustration will make this method clear. Sup-
pose you borrow $100 from a consumer finance company on March 1. The com-
pany quotes you a monthly rate of 3 percent. At the end of March you owe
interest of $3 (3 percent of $100). Suppose you pay the $3 plus $30 of the prin-
dpal on March 81. Then on April 80 you owe interest of $2.10 (3 percent of
1,70).

This is called the simple percentage, or true interest-rate method. Under it
the quoted monthly rate is the actual monthly rate. If you wish to know what
yearly rate you are paying, multiply the monthly rate by 12. Thus, 1 percent a
month is 12 percent a year, 2% percent a month Is 30 percent a year, and 3%
percent a month is 42 percent a year. This does not mean, however, that the
charge on a $100 loan at 2% percent a month repaid In 12 equal monthly In-
sallments Is $30; rather It Is $17, because the 2% percent Is applied to succes-
dvely lower amounts of principal reflecting the monthly installment in payments.
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The uniform small loan law prohibits fees, delinquency charges or extra pay.
meats of any kind. Interest payments which the borrower mismes may not be
added to the principal balance owed. He pays interest at the regular rate, how.
ever, on the delinquency. Thus, the monthly rate quoted by consumer finance
companies Is an actual, all-inclusive rate. With minor exceptions, this is also
true of credit union rates. Credit unions are generally permitted delinquency
but no other extra charges. Some charge for delinquency and some do not.

The add-on method
Commercial and industrial banks, sales finance companies, and installment

sellers generally state their charges in the form of an add-on rate. This is not
the same as a "true interest" rate. If the borrower wishes to know the "true
Interest" rate, he must figure it himself. An exact answer requires the use of
compound interest formulas,' but fortunately a convenient shortcut provides a
reasonably accurate answer. We have already described it above and need
only elaborate a bit at this point.

Suppose you borrow $300 at an annual add-on rate of 6 percent a year and
agree to pay the loan plus the add-on charge of $18 In 12 monthly installments.
This means you receive $300 and agree to make 12 installment payments of
$20.50 ($318 12). A little arithmetic shows that the average amount of
money you get to use during the year is approximately one-half of what you
borrow, or $150 in our example. The annual interest rate is about 12 percent
($18---$150) or approximately double the add-on rate. This leads to the follow.
ing simple rule. If the add-on (or discount)' rate is an all-inclusive charge and
the loan is repaid in equal monthly installments, the interest rate is approxi-
mately double the add-on (or discount) rate.

In many cases the add-on (or discount) rate is not the only charge. Finding
the interest rate in such cases is slightly more complicated. The customer
must first determine the dollar cost of the credit.

The dollar cost of a loan
Many banks add an investigation or other fee to the add-on rate. The dollar

cost of the loan is the sum of the add-on and the fee. A bank, for example,
agrees to lend you $100 at an add-on rate of 5 percent plus an investigation fee
of $3. You agree to pay back $108 in 12 monthly installments of $9 each. The
"true interest" rate here is approximately 16 percent a year ($8$50).

Two other bank practices must also be considered in determining the true
rate of interest at the time of borrowing. One is delinquency and deferment
charges. Borrowers who fail to make payments on time are generally charge
a penalty fee to cover the extra expenses involved. The other concerns the
refund of interest when the installment loan is refinanced or paid in full before
maturity. Under the add-on method the inte-est charge is added to the loan
in advance. Many State laws do not require banks to refund any of this interest
if borrowers refinance or pay their debt in full ahead of schedule. The failure
to make refunds can increase, the "true interest" rate sharply. In the example
given in the preceding para gaph, if monthly payments are made on schedule
during the first 5 months and the entire outstanding balance Is paid in full at
the end of the sixth nonth (instead of running for the full year), the "true
Interest" rate increases to about 21 percent a year. Some banks voluntarily
make prepayment refunds; others do not.

The recent trend toward ,,recomputed charges in the small loan field needs
mention at this point. A few States now permit consumer finance companies to
precompute charges. Here the lerler computes Interest for the whole loan
period using the simple percentage method described on page 18, and adds the
interest to the loan. The borrower then pays off the sum of the loan plus
interest in equal monthly payments over the life of the loan. States which per-

,These formulas are not easy to use. A substitute and easier to apply formula, called
the constant-ratio formula, Is Illustrated in the appendix.

T Banks sales finance companies, and Installment sellers occasionally uFe a discount rate
Instead oi an add-on rate. In this case the finance charge is deducted In advance and the
borrower pays back the face amount of the loan. To Illustrate, if you borrow $300 at an
annual 6 percent discount, you receive $282. and agree to pay back $300 In 12 monthly
ra ents of $25 each. You pay $18 and get to use an average of $141 on a yearly bais.

he Interest rate is $18-$141 or slightly over 12A percent. The discount and add-oa
methods thug give generally similar results, the actual rate being allghtly higher with the
discount method. It becomes progressively higher as contract periods lengthen beyond
12 months.
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mit precomputation require prepayment refunds when borrowers refinance or
pay a loan in full before maturity. Some uf these States permit delinquency
and deferment charges. Precomputation thus raises problems which are essen-
tially similar to those raised by the add-on method.

The dollar cost of retail sale credit
The dollar cost of detail sale credit Is the difference between the true cash

price of an article and its credit price. This is not always an easy figure to
determine. Retailers have different price policies. Some stores quote credit
prices only, others quote cash prices only, and still others quote both cash and
credit prices. Stores with credit prices only may advertise that they make no
interest or carrying charges. What they mean by this, of course, is that carry-
ing or financing charges are included in the price of the article.

We are concerned here mainly with installment credit transactions in which
the finance charge is added to the cash price as a separate charge. Cash price
means the price which applies to a cash buyer. Actually installment trans-
actions often include not only the cash price and finance charge but other items,
such as casb dowapayments, trade-in allowances, insurance charges, and other
charges.

InLsurance alone is far frci simple. Personal liability, property damage, and
collision insurance are commonly included In automobile installment trans-
actions. Credit life and credit disablity (health and accident) insurance have
been used increasingly in connection with all types of installment transactions.
With credit life insurance, the installment contract becomes paid up if the
borrower dies. With credit disability insurance, the borrower's current pay-
ments are paid by the insurance company if he is disabled or sick for an ex-
tended period before completing his installment payments.

A number of State legislative committees and the Federal Trade Commission
have investigated installment-contract disclosure practices in recent years.
Their findings are: (1) The majority of installment sellers report installment
contract items separately, a minority do not; (2) when the Items are combined,
abuses often result: and (3) such abuses are unfair both to installment buyers
and to ethical installment sellers.

Full disclosure of all terms of an installment contract is now required In
States with retail installment financing laws. The Federal Trade Commission
also requires full disclosure in Its code of fair practices covering the installment
selling of automobiles. Following is an example of a full disclosure installment
contract:

Item DoWlars
Cash price (new model automobile) -------------------------- $2, 425.00
Down payment:

Trade-in allowance on used car ------------------ $800. 00
Cash ---------------------------------------------- 200.00

1,000.00

Unpaid balance of cash price -------------------------------- 1,425.00
Insurance:

Personal liability -------------------------------- $60.00
Property damage --------------------------------- 10.00
Collision -------------------------------------- 90. 00
Credit life --------------------------------------- 15. 00

175.00

Principal or unpaid balance -------------------------------- 1,6.00
Financing charge ----------------------------------------------- 96. 00

Total unpaid balance --------------------------------- 1,696. 00

Number of monthly Installment payments ------------------------- 12
Amount of each monthly installment payment -------------------- $141.33

With this Information, the installment buyer know the dollar cost of credit and
can compute the add-on and "true interest" rates. They are 6 and about 12
percent, respectively, in the above example. The buyer also knows the specific
insurance charges and can compare them with standard insurance rates. States
with retail financing laws require that installment sellers give insurance policies



1482 TRUTH IN LENDING-1903-64

to the buyer within a certain time after the installment contract is signed by the
buyer. This helps prevent sellers from charging for insurance protection which
they fail to provide.

Most of the retail financing laws set maximum delinquency charges and re-
quire prepavmnent refunds when buyers refinance or prepay their contracts in full
before maturity. Investigating and legislative committees have found excessive
delinquency charges and inadequate prepayment refunds in States without
adequate legislation.

The percentage cost of credit
The spread of retail installment financing legislation helps ethical installment

sellers fit their effort to give installment buyers exact information on the dollar
cost of credits. 'his information permits buyers to make direct comparisons of
credit purchases and cash loans which are alike in amount and maturity. When.
ever amount and maturity vary, as they often do, a percentage rate Is necessary
for intelligent comparison. States do not require installment sellers or financing
agencies using the add-on method to furnish consumers with the "true interest"
rate. Consumers who wish such a rate must figure it themselves. How to do
this has already been explained on page 19.

Many installment sellers say that customers are interested in dollar costs
but not in percentage rates. Legislative reports show very clearly that greater
interest in percentage rates would save consumers considerable money and worry.
Here Is a challenge in consumer education.

"Kickbacks" and "packing"
We have already stated that many installment sellers turn over their install-

ment contracts to sales finance companies and banks. These agencies pay the
seller and collect Installment payments from the buyer.

Finance companies and banks can afford to engage in financing retail install-
ment sales only if interest or financing rates are high enough to cover costs and
allow a reasonable profit margin. But how can installment sellers know what
these rates are? Financing agencies provide installment sellers with rate charts.
Sellers use these charts as guides in determining what add-on rates to charge in-
stallment buyers. Two problems of vital concern to consumers arise at this
point.

Individual finance companies and banks actively compete for the financing
business of retail dealers by offering them a number of inducements. One con-
sists in sharing the finance charge with the dealer. The dealer's share is called
the "kickback."

Investigating committees have found that competitive pressures sometimes
push "kickbacks" to unreasonably high levels. These same committees have
found that a minority of installment sellers make an additional gain by charg-
Ing rates above chart levels. This excess, or "pack ' as it is called, goes entirely
to the seller. Financing agencies turn it over to him as they collect It from
consumers. Since the "pack" is part of the financing charge, consumers are
usually unaware of its existence. "Packing" is, of course, unwarranted; the
seller is getting something for which he renders no service. The Federal Trade
Commission considers it an unfair trade practice.

Competitive pressures make it impossible for any one financing agency to
eliminate "packing" and keep "kickbacks" within reasonable limits. Collective
action by financing agencies would represent a violation of Federal antitrust
laws. State action Is the only effective way of dealing with the problem. A
few State laws do so by setting the maximum "kickback" which financing
agencies may pay. This also eliminates "packfug."

Illegal lendi g rates and methods
Up to this point we have talked mainly of legal rates. It is equally, if not

more important, for consumers to know when they are being charged illegal rates
and what these rates are.

Illegal lenders exist mainly in States in which small loan laws are inadequate
or nonexistent. Some of these lenders attempt to meet the demand for loans

at fair, though illegal, rates. Most charge whatever the "traffic will bear."
People who need money have little choice but to pay whatever rates Illegal
lenders may charge. Constructive legislation Is the only road to lower rates.

Illegal lenders have every Incentive, of course, to mask -their: rates. The

average borrower thus has a difficult, If not impossible, task in determining
what rate he is paying. One of the chief devices used by 1l11gAl lenders today
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is to require borrowers to buy credit life Insurance and credit health and ac4|-.
dent insurance. Legislative and court records show that in som cases, over,
80 percent of the premiums paid by borrowers for the policies are returned
by the insurance companies to the lenders as commissions. Borrowers receive
little benefit, and the tie-in sale of the ipsurabce is merely a device to increase.
the Income of the lender. 1 1 i i ,

Another common trick is the so-called brokerage plan. You want to borrow
$50, let us say, in a State without a small loan law. Through a-card handed you.
when you leave work, you learn that Mr. Jones arranges loans. When you call
on Mr. Jones he explains that he does not lend money himself but that for a fee
he will act as a broker in arranging a loan for you. He tells )ou the brokerage
fee will be $18.50 and the interest $1.42. As soon as you agree he gives row50
and asks you to sign a note for $69.92 payable in eight biweekly Installments of
$8.74. Almost before you know it, you have committed yourself to a loan at a
yearly interest rate of more than 260 percent. 'When asked hbw he figured the
brokerage fee In each case one broker replied, "Well, I Just look it over and see
what the traffd will bear."

Although rates are high-up to 1,200 percent-they are not thd'only bad feature
of the business. Illegal lenders usually aim" to keep the borrower in debt. If the
borrower wishes to pay part of his principal he is told to-pay all of it or none.,
If he misses Interest payments he is snbject to a heavy delinquency charge or to
a refinancing fee. Many lenders use short maturities as another method to build
up refinancing charges.

Take, for example, the file clerk who borrowed $2.5 and agreed to pay back
$37.33 In six semimonthly payments. After she had reduced the principal balance
to $12.39 she borrowed an additional $29.88. FPor this principal balance of 4,.27
she had to agree to make eight seminionthly payments totaling $19.30. In other
words, on the original loan she agreed to pay $1 In Interest for eache$2 borrowed.
On the refinanced loan she agreed to pay $1 In Interest for each $1.14 borrowed.
Even allowing for the added month's maturity on the'refinanced loan, this is a
steel reflrncing cha rge. When a borrower cannot pay the Charges, they are
added to his principal. This In turn Increases future Interest payments. Many
consumers end up owing more than they borrowed,' even after making payments
for years.

Legal aid and welfare societies have done effective work in aiding borrowers
who need relief. Lawyers and others who Work for these societies know tiat
helping a borrower free himself from an illegal lender often provides only
temporary relief. They advocate a more permanent 'remedy inthe form 'of
adequate small loan legislation. Borrowers in trobbl6 can also seek relief
through court action. Such action is always expensive and sometimes ineffectual
because of delay and miscarriage of justice.

Adequate retail Installment financing legislation is also important, for ret4ill
Installment financing charges are niuch lower In States with adequate legisla-
(ion than they are In States with poor or no legislation.
(loclusion

We have emphasized several things In- this section. Consumers need to kriOw
the dollar costs of credit. They need to know how t6 figure percentage costs.
Because those'are not always simple matters, States offer aid atid'protectid at
several points. Consumers'must not, however, bo content to let the State carry
the whole burden. They iaust make an honest effort to determine costs'arid
to act Intelligentlyon the basis of what they find. " I I . ...

This does not mean that as a consumer you will always take the lowest cost
credit available. Services received are also important. They Include apeed,
convenience, privacy, need for finaieal guidance, type of security' lengt4- of
contract and number of payments. Services, together with the dollars ost, detei-
mine what you get for the interest yop pay.

STATE PROMOrION AND CONStMER Wi LFAIYR

When you pay cash, the transaction Is over: Credit transactions extend over
a period 6f time varying from several months to several years. During'this
time many things can happen. A borrower loses his job and i unable-t6'make
any more payments.' What happens to the' television set: he -has 'pledged as
kcurlty? A seller moves 'and falls to lt th6 buyer kMn6w his new address.
This causes the buyer to be late with his payment. Is he subject to the delin-
quency charge? A borrower suffers an accident and loses a week's pay. He
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misses one installment payment but is able and willing to make subsequent
payments. What are his rights?

None of these things can be foreseen when credit Is advanced. How to
handle them, if they do occur, must be provided for ahead of time. As a result
contracts are long and complex. Most people fall to read thew.. Contracts are
drawn up by the financing agency (seller) and reflect his point of view. This is
well and good if the financing agency is ethical. If not, the buyer may find
himself In an unenviable position.

Can credit users be educated to look after themselves? Perhaps. yes, in the
long, long run; certainly, no, In the short run. Borrowers who need money are
often in a poor position to bargain. Installment buyers often look on credit as
relatively unimportant because it is usually only a small part of the total Install.
ment transaction. Consumers are generally confident they will be able to -fulflU
their commitments on sebedule. Therefore they don't worry too much about
the fine print in the contract-until something goes wrong. Then it may be too
late.

Legislative committees have found the following to be true. Most financing
agencies and sellers write fair but strict' contracts and enforce them rigidly
only when required to do so by questionable action on the part of the credit user.
Only a minority of financing agencies and sellers take advantage of the credit
user. They do this by inserting unfair provisions in contracts and enforcing
thcze provisions to the letter of the law. Honest financing agencies and sellers
as* well as consumers require protection through State action. This protection
must extend to all important parts of the contract between the consumer nnd
the financing agency or seller.

Protection against unreasonable charges
There is no question that States have made real progress in their battle to

protect the public against unreasonable Interest rates, and to some extent against
excessive finance charges. States have two alternatives In pushing ahead to
secure greater progress. They can consider the consumer a useless ally and
rely solely on government to influence prevailing Interest rates. Or they can
consider the consumer a valuable ally and enlist his aid. The second approach
is more in keeping with the spirit of our history and the nature of a private
enterprise economy.

How can consumers best be made Into valuable allies in the fight for fair con-
sumer credit rates? Tell them the actual rates which they are being charged.
Even if only a minority of consumers use the information, the effect will be
important and cumulative. We have already mentioned 'the hnndicaps which
now prevent consumers from comnaring rates of different lenders and !natal.
ment sellers. State need to give serious consideration to the problem of making
the consumer's task easier.

One authority (Evans Clark, "Financing the Consumer") makes the following
suggestions. Every agency extending credit should be required by law to: (1)
Include all of Its charges in a single, overall rate. f 2) figure this rate according
to auniform standard, (8) publish this calculation In all its loan contracts,
and (4) submit its rates to a State supervisory authority as Part of its regular
public accounting. One State, Nebraska, now requires Pl1 cash lending agencies
to follow a uniform standard-the simple Interest percentage method. This
method was originally developed to fit consumer lending conditions. As we
have seen, it Is the method now used generally by consumer finance companies
and credit unions.

Other problems
The question may well be asked: What other types of protection do consumer

credit users need? Experience would indicate that, a, a minimum goal, States
should require contracts which:

(1) Are easy to read and contain no tricky/clauses.
(2) Set up reasonable safeguards to prevent excessive charges for de-

linquency and refinancing.
(8) Compel financing companies and retail sellers who use the add-on

or precomputation methods of charging Interest, to make adequate refunds
whenever consumers refinance or pay In full ahead of schedule.

(4) Provide for fair procedures In those cases in which financing agen-
des and retail sellers repossess and resell property pledged as security for
credit.
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(5) Prohibit so-called add-on contracts. 'They are found only in retail
instrlment selling and are contracts in which installment- sellers add on a
given buyer's installment purchase to an installment contract which the
buyer already has covering a previoUs purchase.

States now vary considerably In the extent to which they regulate consumer
credit. Laws governing consumer finance companies and credit unions are the
most numerous and comprehensive. A growing number of States have passed
laws covering industrial banking and retail installment financing in recent years.
A few have broadened existing statutes governing consumer lending by commer-
cial bahiks.

Many of the problems listed above are common to the several types of con-
sumer credit agencies. States are finding this out as they gain experience with
consumer credit laws. In fact, a tendency toward more uniform legislation has
been noticeable in recent years. As one authority puts it, there is a noticeable
drift toward a uniform consumer credit code. Thus, considerable progress is
being made. Again, much still remains to be done.

[Excerpts from statement of George Katona 1 Survey Research Center, University of
Michigan, Ann Arbor, Mich.I

S. 2755, submitted to Congress in January 1960 by Senator Paul H. Douglas,
which requires the disclosure of finance charges in connection with extensions of
credit, cannot be discussed without analyzing the function of installment buying
In our society. The Survey Research Center of the University ot Michigan has
collected information on installment buying in surveys conducted over the last 10
years. Part I of this paper summarizes the findings obtained; In part 2 the
author, who directed the studies, draws his personal conclusions from the data.

The information to be presented is characterized by the following features:
1. The Information Is obtained from American consumers through nationwide

sample interview surveys. Consumers' opinions about and attitudes toward In,
stallment buying are examined. The studies are motivated by the conviction
that people's opinions and notions influence their actions and are, therefore, of
great Importance, whether they are objectively correct or whether they represent
misconceptions or prejudices.

2. The information relates to the purchase of large durable consumer goods,
primarily automobiles, on the installment plan. Other forms of consumer bor-
rowing are omitted from consideration in this paper.

3. The Information is restricted to recent findings most relevant to the prob-
lem. Older findings are mentioned briefly, and references are made to .earlier
publications.* The newest findings, obtained in November 1959 and not previ.
ously published, are emphasized.

PART 1. FINDINGS

1. Consumer attitudes toward installment buying
In repeated surveys conducted over several years the study of attitudes toward

Installment buying began by asking representatives samples of consumers (each
sample being selected Independently) the following simple question: "Do you
people think it is a good idea or a bad Idea to buy things on the Installment
plan?" Following this question the respondents were asked: "Why do you
think so?"

These questions elicited extensive answers on the part of most people. The
answers revealed that people in general are familiar with Installment buying,
interested in problems connected with it, and have quite definite opinions about
it. The enclosed tables 1, 2, 3, 4, and 5 present the answers received after they
were classified in a few broad categories.'

1 Tbe author Is director of the economic behavior program. Survey Research Center, and
professor of economics and psychology at the University of Michigan

2An extensive discussion of consumer attitudes toward Installment buying can be found
tn the author's book, '"The Powerful Consumer," published by Mcraw.Hill, New York, in
March 1960.

'Among earlier publications in which flndlngs obtained to the same question were
reported, see George Katona, "Attitudes Toward Saving and Borrowins," in pt. 11, vol. 1,
of "Consumer Installment Credit," published by the Federal Reserve Board in 1957.
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T he findings reveal that very many people see imporfant Advantages in In.
stallment buying. The flowing is a summary of the major findings presented
in the tables

1. The malority of people think that buvinL, on the Installment plan is a good
Idea. Set a substantial minority is opposed to installment buying.

2. The propdition of people with favorable attitudes toward Installment buy.
Ing ha s increased during the last few years.

8. The lowest and the highest income grhupq think least favorably of Install-
ment buying, the middle and unper-mIddle income groups,-famille with an
annual Income between $3.000 And $10,000--most favorably. It is also trho that
the lowest and the highest Income ground less freanentlv buy on the installment
plan than themiddle and the upper-middle income group."

4 .Peoale who at any given time have no InstallmPnt debt thInk lesqs'favor.
ably of installment buying than those who have such a debt.' It may be that
peonle who do not have favorable attitudes refrain from borrowing: It may ito
he that thoqe who do not need to borrow tend to have unfavorable attitudes to-
ward installment buying.

1. Younger people have the most faornble attitudes toward lnstallroent buy-
ing (especially young married couples with children); old people think least
favorably of it.

0. Favorable attitudes toward installment bu~lng are ulquallv exnlained by
sayinic that one could not buy many necessary or Important things except for
the Installment plan, or that it Is good to use the commodities while paying for
them.

7. Intermediate attitudes toward Installment, buying are" usually expressed
In the following ways: Installment buying is a good i'ea Provided one is not
too deenly in debt and the payments are not too burdensome: whether or not
Installment buying is a good thlrig depends on who buys and what he buys.

8. Onposition to installment buying Is exnres.sed (a) by people. representing
about 10 percent of the population, who think that debt Is morally wrong or
that going into debt.should be avoided under all circumstances: (b) by peoPle
who think that Installment buying makes for excessive spending, and (c) by
people who think that installment buying costs too much.

9. When people are asked to discuss the advantages and disadvantages of In-
stallment buying and are not specifically asked about Its costs, approximately one
out of every slx people refer spontaneously to the high cost of borrowing.

II. Ruyinq on installment when cash is available
I" is Installment buying seen by most people as snmethinz questionable or even

evil. which, however. Im accepted because it is necesharv? If this were the es-
sence of consumer attitudes, then people who have the necessary cash and could
avoid borrowing would not buy on the installrfent plan. Yet the "Surveys of
Consumer Finances" have repeatedly shown that every y, -.- a substantial num-
ber of people purchase large durable goods on time even though they have suf-
ficient money in sovinzs or checking accounts to pay for the respective articleV
In order to shed light on this behavior and on positive motives for installment
buying, the Survey Research Center studied people's attitudLA toward a con-
sumer whh bought a car on time even though he had e nutth cash.

In November 1M59. survey respondents were asked the following questions:
"ISpeaking of buying a car on time, Mr. Smith has Just done so although he has

enough money In the bank to pay cash: why' do you think he bought the car on
time? What kind of a man Is he?"
I The answer-s are presented in tables 6 and 7 and show that only a small
proportion of p06ple failed to understand the behavior of Mr. Smith or char-
neterized him as a stnpd or foolish man. According to table 7 derogatory re-
mark's hbout Mr. Smith were made by 17 percept of all people, neutral remarks
or inability to express an opinion about Mr. Smith by 31 percent (this propeo-
tlon includes, of course, many poorly educated people who could not expiets
their thoughts), while complimentary Rtatements about Mr. Smith were made
by 52 percent.

Similarly, we find in table l that no fewer than 08 percent of people could
find a meaningful reason which explained to their satisfaction why Mr. Smitb

4 S, "Survey of Consumer Finahcet" in the Federal Resrve Bnlletin of July 1059. A Pd3. B. LRansIng 'and others. "Factors Assnciated With the Use of Consumer Credit." in tlbe
volmirne on "Consumer Installment Credit" Previouslv e.te.

£ See, f(.r Instance, Federal Reserve Bulletin, July 1959, supplementary, table 19.
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bought his car on time even though he had enough money In the batlk io jiay-
cash. The 'most frequent of these reasons was, of cmrle, that the mbbey in the
bank was earmarked for something else. Liquid reserves in the form of-bank
accounts are .regarded primarily as reserves for a rainy day; thereforek they
should not be used for paying for the Car. Bank accounts shouldU b kept intact. '

so very many people said. Of interest are three further arguments attributod,
to Mr. Smith. One is that by buying on the installment plan one ettablsheo
credit; another is that by. buying on credit rather than paying cash one ge'e6
better service, sometimes even that one gets a better price; and finally, iS percent,
said in essence that it Is difficult to replace savings. In other words,, after payf,
!ng cash for a car one is not ander pressure to replenish the depleted bank de;.,
posits. But after buying on installment one-must make the-monthly payments-
cut of income so that after a couple of years one own§-a car on which thete is
no debt and still has one's untouched liquid reserves. .

The data clearly indicate that these reasons attributed to Mr: Smith are
viewed and approved by the majority of people as sufflcient for his action. A;
person who chooses to buy on the installment plan is commonly characterized ast
intelligent, as informed, as one who plans ahead, or as cautious and conservative.o
le is seldom called a spendthrift or one who does not know.how to manage his-
money.

'he attitudes just described permit us to draw a definite conclusion which is
supported by numerous older findings. Of the two alternatives, bying a large
ticket Item on the installment plan or delaying the purchase for several months
until the necessary cash is accumulated, very many people choose the first.
They do so because installment credit Is considered the proper method of paying
for large expenditures out of income. Savings and reserve funds in banks or
securities have, in the opinion of most people, a different function.;

III. C(onoumer information about the cosl of in,8tallment buying
It has been reported before that only relatively few consumers complain about

the cost of Installment buying when they discuss its advantages and disadvan-
tages. Is this the case because most people consider the costs reasonable?
Studies directed toward answering this question make a different explanation
more probable. People in general are not well informed about how much in.
stallment credit costs--end are less interested in these costs than in certain
other aspects of installment buying. ' * • 11

Survey respondents, after expressing their opinions about installment buying,
were asked this question in November 1959: -

"Do you happen to know how much interest or carrying charges one has to,
pay to buy a car on time; suppose you need a thousand dollars which you would
repay monthly over 2 years; about how much do you think the interest or.
tarrying charges would be each year?" .... L

The question was asked in terms of buying a car on time and respondents
were given a specifle example. Some people answered by expressing the costs
in dollars-in the tables these answers were transformed Into percentages-
many more gave costs in percentages. In either case, attention was paid to
obtaining the annual charges. No attempt was made in the survey to separate
Interest charges from service charges, and no question was asked as to whether
the percentages relate to the amount originally, borrowed or to the unpaid
balance. In view of how the question was asked and in the light ofhow some
people replied to the question, it is probable that the percentages given by, most
people represent proportions of the debt incurred at the time the car was bought.
• The findings are reported in tables 8, 9, 10, and 11. As can be seen, from

the tables, 39 percent of all people did not give an answer from which . a
precise estimate of the cost of installment credit could be derived. Many
of these people simply said they did not know, while some others gave such
wide ranges as, for instance, "Oh, between 5 and 15 percent a year" which
could not be used. These people are most frequent in -lower-income groups,
among people who have no debt, among people with little education, and among
Negroes. Yet even among people with. incomes over $10,0W0 the proportion who.
confess that they do not know how much installment credit cost is as high,
as 32 percent. among people who are making large monthly payments It Is asq
high as 24 percent, and among people-with a college degree It Is as high as 28
percent. -

As can be seen in table 8. 61 percent of the sample made fairly specific est|-
mates of the cost of installment credit: 23 percent said that the ,cost-ii 6
percent per year or less, 22 pe.%-ent plac-d the cost betWeen 7 and 12 percent,
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and 16 percent at 13 percent or higher. Obviously many people believe that
the cost of installment buying is lower than it actually is. Are these well.

.founded opinions?
On practically any item of knowledge or information we have studied, we

find that high-income people, people with college education, and people with
personal experience in the matter studied are better Informed than other people.
But this finding is not sustained on the item of cost of installment credit. We
find that 31 percent of people with more than $10,000 income, likewise 31 per.
cent of people with a college education, and likewise 31 percent of people who
make monthly payments of over $100 place the cost of Installment credit at
6 percent or under. On the whole, various population groups have quite similar
notions about the cost of installment credit. The one exception perhaps is that
on the average Negroes place the cost of installment credit higher than whites.

The relatively great frequency with which costs of 4 or 5 and especially 6
percent were mentioned may be Interpreted as a carryover from other informa-
tion. Especially better educated people dislike to confess to an Interviewer
that they do not know the answer to a simple question. Other studies conducted
a few years ago showed that the rate of interest paid on U.S. Government savings
bonds is well known (3 percent or "about 3 percent" was the common answer).
and the same is true of the interest rate obtained on savings accounts. Most
people also know that borrowing costs more than what one gets on savings.
On the basis of these pieces of information, some people appear to have surmised
an answer to the question of cost of installment buying. They mention some
percentages with which they are familiar and which seem appropriate to them.
Actually, their answers are uninformed guesses.

If consumers are uninformed about the cost of installment credit even though
they buy on the installment plan, it Is probable that cost Is not the crucial
consideration for them. This conclusion Is justified because in many other
respects people are very well informed about everything connected with purchas-
ing an automobile. Very many people believe that the advantages of buying
on time are so large that a few dollars difference resulting from higher or lower
interest rates do not matter. According to these findings, then, the use of
installment credit Is fairly Insensitive to fluctuations in the interest rate. (On
the other hand, mortgage credit, and house buying in general, was found to be
retarded by rising Interest rates.)

How can people be uninformed, or misinformed, about the cost of borrowing
even though they actually pay the charges? (See table 9.) That the borrower
is not told how large the charges are does not suffice as an answer. In many
other instances buyers shop around and compare prices and charges while,
apparently, many people make no inquiries about the 'cost of Installment credit.
The difference in this case is that people are attracted to installment buying for
reasons that are powerful irrespective of costs and that people are primarily
interested in an item of Information other than costs. This item of Information
Is, of course, the size of the monthly payments. Repeated studies have shown
that the size of monthly payments is well known (well remembered and correctly
reported to Interviewers) and is often carefully figured and budgeted.

It does not follow that many consumers are careless because-they concern
themselves with the size of monthly payments rather than with the true cost
of borrowing. Whether the Interest rate is 1 or 2 percentage points higher or
lower could hardly influence the decision to buy or not to buy a car or a wash-
ing machine; how large the monthly payments are does influence that decision.

Survey findings indicate that buying on the installment plan is often associated
with the p ractlce of budgeting family expenditures, and even that installment
buying is one of the foremost budgetary devices used by the American people.
What may be called contractual obligations--the mortgage payments of home-
owners or the rent, taxes and social security payments, life insurance premiums,
the monthly Installment payments, ete.-are figufed by many families and com-
pared with their income. When asked whether it would be easy or hard for
them to buy some large items on the Installment plan, people often refer to such
calculations and explain that their contractual payments are already so large

'that they cannot be Increased further or, alternatively, that they are not too
large and could be increased easily.

Interviews have revealed not only that some people use Installment buying
as a budgetary device but also that they like this system. After having bought
their home With a large mortgage and manny other greatly needed and highly
cherished durable goods *on installment, they spend their income on these neces-
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sites and on food rather than fritter It away on less necessary things. Instal-
ment buying often makes for discipline in handling finances. Many people feel
that, if it were necessary to put money in a savings bank for later cash pur-
chases of durable goods, they would not have the fortitude to accumulate
enough.

Nevertheless, Interest rates and the cost of Installment buying play a role in
a different context. While the size of finance charges is of little importance in
the first major decision (should I, or should I not, buy?), it Is a significant-
factor in a second decision: Where shall I make the arrangements for time
payments? Recent studies indicate:

1. The majority of consumers are well informed about where one can, ar-
range for the financing of the purchase of a car. (The majority say-at a bank
or at a dealer through a finance company.)

2. The majority of consumers are capable of discussing the respective ad-
vantages and disadvantages of making the financial arrangements-at different
places. (People answer such questions in terms of convenience, servIce, treat-
ment in case of default, as well as in terms of interest rates.)

S. The majority of consinmers believe that the cost of installment credit is
substantially higher it one makes the credit arrangements through a car dealer
rather than with a bank.

It ajiI5-rs then that interest rate differentials are important. People want
to pay as litle as possible for the necessary and valuable service of financing
their purchases. Recent advertisements of banks about the advantages of financ-
ing car purchases through them have been noticed and recalled In interviews.

Is there a contradiction between the two findings reported in this paper,
namely, that most people are not concerned with the cost of installment credit
and that they are concerned with cost differentials? Instead of answering this
question directly, we report an analogous finding from a related area.

Studies carried out both in 1957 and 1959; that is, at times when interest rates
were rising substantially, indicated that:

1. The great majority of upper income people knew that interest rates
were rising;

2. Hardly anybody among these informed people was aware of any new
or additional motive for saving; and

3. Even when asked directly, very few people conceded that higher in-
terest rates induced them to save more.

At the same time, however, Interast differentials lnduc ,ad very many people
to shift their savings or reserve fund,3 to those forms of savings where somewhat
higher interest rates were obtainable. (In 1957, primarily to savings and loan
associations; Iii 1959 the stcry of public participation in the 5-percent Govern-
ment notes is well known.) In other words: Higher interest rates do not stlmu.
late people to increase their rate of Eaving (because the saving-spending deci-
sion hinges on other more powerful considerations), but interest differentials
do induce people to shift their reserve funds. Similarly, the rate of installment
buying does not appear to be much Infl,:enced by a small increase in interest
charges, but people's notions about differences in interest charges influence their
choice of the institution from which they borrow..
Append:r: On the methods used

The findings reported here have been derived from surveys conducted by the
Survey Research Center of the University of Michigan. It is not possible in this
paper to describe the methods used in tt ese surveys and to discuss the reliability
of survey data. It may suffice to refer to such publications as "Methods of the
Survey of Consumer Finances," in Federal Reserve Bulletin of July 1950; "Re-
search Methods in the Behavioral 8cien,.es." edited by Festinger and Katz, Dry-
den Press, New York, 1953; part V of George Katona's "Psychological Analysis of
Economic Behavior," New York, McGraw-Hill, 1951; and Katona and Mueller,
"Consumer Expectations," Survey Research Center, 1958. These publications de-
scribe the methods used and present data on sampling errors. The surveys
utilized in this paper are based on small representative samples (1X00 to 3.000
families for each survey) selected by probability methods. Because of the sam-*
ple size only substantial differences between subgroups are significant. (For in-
stance, only differences of 6 to 8 percentage points between data obtained for
two income groups are statistically significant at the 95-percent probability level.)
In general the surveys do not present precise data, but rather the order of magni-
tude of the data. Great stress is placed In the surveys on the avoidance of
interviewing or reporting errors.

23-902 -- 64-pt 2----62
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PART 2. 0O]OLUSIONS

I. Regard(mg the ixtrodvotorV eection of S. 2755
The introduction to the bill correctly refers to the prevailing lack of apprecia.

tion of the cost of consumer credit and concludes: "The excessive use of credit
results frequently from a lack of awareness of the cost thereof to the user."
This statement does not appear to be Justified if it is means to imply that lack of
awareness of the cost of credit is a major factor which makes consumers use in.
stallment credit, and to use It excessively. As shown in this paper, there exist
powerful reasons which during the past years induced the American consumers
to make great use of installment credit; cost considerations are not among
these reasons.

Has installment credit been used excessively? The term "excessive use" can.
not be defined adequately and therefore the question cannot be answered. It
may suflice to say that optimism, feeling of security, and' what has been called
thing.mindedness have been among the powerful motives of purchases of durable
goods, for cash as well as on the installment plan.'

In the last decade young Americans have decided that they want babies and
other good things of life at the same time. More specifically they have decided:
(1) to marry early; (2) to have several children in the early years of marriage;
(3) to bring up their children in a nice neighborhood (with a backyard, far from
juvenile gangs) ; and (4) to have a car, a washing machine, a TV set, and in-
numerable other things.

How have millions of families accomplished this? To some extent it seems that
not only do expenditures depend on income but income also depends on con-
sumer needs. Needing and wanting expensive things, people have worked hard
for higher incomes. Million of husbands have held second Jobs and millions of
wives have returned to work at; their children greup up. Most importantly, how-
ever, installment buying has helped raise consumption levels."The size of installment debt they can afford, most people figure on the basis
of their current Income and sometimes also on the basis of their expected income.
It follows then that if income declines, and also if optimistic income expectations
fall to materialize, installment debt may be burdensome. But even a sizable in-
crease In installment debt may have no dire consequences if income continues
to grow as the debts are repaid. The following conclusion by D. D. Humphrey is
fully supported by Survey Research Center data: "Installment debt is likely to
become an important problem only after income falls: It is a reinforcing influence,
rather than an initiating cause of instability."

"To assist In the promotion of economic stabilization"-this is how the pur-
pose of bill S. 2755 has been stated. It must therefore be asked: Has install-
ment buying contributed to economic fluctuation,4 and made our economy less
stable? Once, between the end of World War II and the present time, this
may have been the case. In 1955, when installment maturities had been length-
ened and the automobile models were most favorably received, there was a
sharp Increase in the, use of Installment credit; this led to an automobile boom
which could not be maintained. But in the 3 or 4 years prior to 1955 the use
of installment credit served to stabilize the reonomy, and again in A156 and 1957
the American people on the whole used installment credit prudently. The in-
creased use of Installment credit in 1959 helped substantially In overcoming the
recession of 1058. No final judgment can be made. But the conclusion that in-
stallment credit has contributed to making America prosperous during the 14
years after the end of World War II and has also helped in maintaining that
prosperity without unduly large fluctuations May be (loser to the truth than
the statement "installment credit has been ar, unstabilizing factor."

It may, of course, happen that a sharp increase in the use of installment
credit threatens economic stability. Should It then become necessary to con-
trol installment credit, then methods other tirun those incorporated in bill
S. 2755 would have to be used (e.g., raising downpayment requirements or short-
ening the repayment period).

We do not know whether or not this* will be necessary. What we do know
is that e further expansion' in the use of installment credit Is needed in the
sixties. There are good reasons to expect such an expansion because in a few

_For further data regarding the Ideas expressed In this section. see 0. Katona, "The
Powerful Consumer," McGraw-H ill, New York. 1960.

D. D. Humphrey, "Installment Credit and Business Cycles," p. 6 of the volume, "Con-
sumer Installment red it." cited before.,
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years family formation will increase greatly (the "war babies" will marry), and
young couples are the greatest users of installment credit (and need installment
credit most). The expansion of installment credit should not be impeded-
though it should not be "excessive."

lI. Major arguments in favor of the bill
1. Senator Douglas calls bill S. 2755 a truth bill. Disclosure of the truth is

a worthy objective, as is the prohibition of deception. . No service should be
offered without acquainting those who make. use of the service with the price
charged for the service.

2. The bill may result in driving some lenders out of the market; namely,
those who charge substantially more than the majority of lenders. This would
be most welcome, especially because those lenders probably find their customers
among minority groups or the underprivileged.

3. The bill may result in increased price competition. The less expensive
lenders would gain business at the expense of the more expensive lenders.

(If, then, the more expensive lenders reduced their charges the result would
be very advantageous. Of course, it '3 possible that the less expensive lenders,
getting more business than they can accommodate, would raise their charges.)

III. The major argument against the bill
The most potent argument against the bill consists of the possibility that there

would be a shock effect following its introduction. The "announcement effect"
of a new measure often differs from the permanent effect of the measure. I
believe that the bill, if enacted, would not depress the volume of installment
buying permanently (because, as explained before, the motives for installment
buying are powerful and are not dependent on costs). Nevertheless, the dis-
closure of the true cost of borrowing might result in an unexpected shock for
some would.b:, purchasers of durable goods with adverse consequences on the
rate of autom )blle purchases In the period immediately following the enactment
of the bill.

It has been shown before that many present-day users of installment credit
believe that the finance charges amount to 6 percent or even less. If these
people were given a document in which a percentage twice or three or fou- times
as high is shown, they will be surprised, disappointed, and resentful. This will
probably be the case even though the percentages consumers have in mind relate
to the original amount borrowed, and the newly disclosed percentages to the
unpaid balance.

Whether or not the shock would result in would-be purchasers giving up or
postponing some of their discretionary purchases, we do not know. Pending
further studies, however, the possibility must be taken into account tWat the
immediate effect of the introduction of bill S. 2755 would be unstabilizing.

I believe that recession and unemployment are much greater evils than creep-
ing inflation. Fighting inflation in a manner which might promote recession
does not appear justified.

IV. Con luseona
It appears, then, that the bill is in the public interest, were it not for its one

possible adverse effect. What conclusion should be drawn? Obviously more,
needs to be learned about the probability of an adverse announcement effect.
If It could be shown that disclosure of finance charges would not shock prospec-
tive borrowers, the bill should be passed. The same iyould be the case if it were
possible to devise such a method of disclosing finance charges which would not
have a shock effect. Finally, if the bill were to go into effect at the time of a
runaway boom, when reduction in the use of installment buying and of auto-
mobile purchases is called for, the objections to the bill would be much less
weighty.

I am not aware of any development which makes the enactment of the bill
urgent at the beginning of 1960. I therefore recommend intensive study of the
problem before a solution is attempted.
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TOUCHE, ROSS, BAILEY & SMART

so PINE STREET

NEW YOR K.NEW YORK 10005

October 11, 1963.

Board of Directors,
National Retail Merchants Association,
New York, New York.

Gentlemen:

At your request, we have made a study of the costs of consumer

credit in department stores. The following report sets forth the results

of our study as well as the scope of the study and the methodology

employed.

Results are based on data obtained from eleven department

stores participating in the study. In performing the study, we used

allocation methods which wa deemed appropriate in identifying total

costs of credit and in determining costs by type of credit account.

In our opinion, based upon the data furnished to us by the

eleven study participants, the attached exhibits, together with report

comments, fairly present La analysis 6t credit costs and service charge

revenues for the participating stores.

Very truly yours,
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SECTION I - SCOPE OF STUDY

Objective:

There is a lack of knowledge on the part of the general public
as to what it costs department stores to provide customers with credit
services. This lack of knowledge also exists-within the department
store field itself. It was with this background in mind that the
National Retail Merchants Association engaged Touche, Ross, Bailey &
Smart to undertake this study and appointed an advisory credit committee
to provide counsel and assistance throughout the study.

The objective of this study is to provide factual information
concerning: (1) the costs of credit services provided by department
stores to their customers; and (2) the relationship between these costs
and the service charges which customers pay for these services.

General approach:

Eleven retailers were selected to participate in this study.
Pertinent operating data for ten of these retailers were reviewed for
the fiscal year ended in January, 1962; one retailer furnished relevent
operating information for the fiscal year ending with January, 1963.

In reviewing these results, the first task was to identify
those operating costs which were incurred to provide credit services to
customers. The basic criterion for identifying costs of credit was to
identify for each participant those costs which could be eliminated if
the credit function were discontinued, assuming no change in total sales
volume. The assumption concerning unchanged sales volume was made
solely to permit a sound identification of credit costs to be made; it
does not reflect an opinion concerning the possible reaction of sales
volume if credit services were eliminated. By applying this criterion,
those store expenses incurred to provide services to credit customers
only were segregated from the expenses incurred to provide services that
were available to both cash and credit customers.

For ten of the participants, total identified credit costs
were then allocated by major type of credit account. Three types of
credit account categories have been used: Regular (30 day) Charge
Accounts; Revolving Credit Accounts; and Conventional Installment
Accounts. For these ten participants, service charge revenues were also
segregated by type of account to permit the ready portrayal by account
type of the relationship between service charge revenues and the costs
of providing credit services. Operating data for one of the participat-
ing retailers did not permit total credit costs to be allocated meaning-
fully by type of credit account.

The appendix to this report contains a more detailed descrip-
tion of the methodology used in this study. Schedule A outlines the
specific steps followed in this study. Schedule B lists the various
store activities required to provide customers with credit services.

-I-
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schedule C contains a detailed list of credit costs. Schedule D details
the bases used in allocating credit costs by type of account, Schedule 4
discusses the concept of cost of capital and the manner in which cost of
capital should be determined.

Retailers participating in the study:

The eleven retailers participating in this study include some
of the biggest department store chains in the country as well as a
number of smaller, independent stores.

Two factors influenced the selection of this relatively small
number of participants comprising primarily large stores. First, it was
initially decided to conduct this study by means of personal visitations
to each participating retailer rather than through the use of a ques-
tionnaire. This leoision was dictated by the need to assure that the
data obtained from each participant were comparably compiled. Further,
it was felt that responses to a general questionnaire sent out to many
retailers for the first time would not have been as complete or as.
accurate as was desired because of the complexities involved in conpil-
ing the necessary information. This personal visitation approach limited
the size of the sample that could be handled, and made the selection of
a sample that would be more representative of the entire industry imprac-
tical within the time and expense limitations of the study.

Secondly, in selecting individual study participants,
emphasis was placed upon their ability to furnish the credit cost and
st3tistical data necessary to the successful completion of the study.
In general, these data were more likely to be readily available in
larger stores.

It was felt that larger stores would experience lower credit
costs than would small retailers. This was based on the assumption that
the larger store, because of its greater sales volume, would be able to
spread its fixed credit costs over a larger number of transactions and
thus provide credit services at a lower cost per customer than could the
small retailer. Experience in conducting this study has tended to con-
firm this assumption.

In general, for each participating retailer, data for this
study were selected for the smallest available grouping of stores with
a common credit administration. Typically, each participating retailer
has organizationally grouped his stores into a number of administration
units each of which centrally administers all customer credit activities
for the group of stores assigned to it. This grouping of stores has
been termed a credit administration unit for purposes of this study.

Generally, the one credit administration unit selected from
each participating retailer comprised from three to five stores. There
are two major exceptions to this. The credit unit selected for one
retailer comprises a significantly greater number of stores. For
anot)l-% prticipating retailer, data from more than one credit adminis-
tration mit were included in this study - one credit unit of three
stores was included together with four other Individual small stores,
each of which comprised a separate credit unit. The latter exception
was made to include a greater number of small stores in the study.

- 2-
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. 'The stores included in the sample are located in the following
geographical areas:

Northeastern States - New York City, Long Island, northern New
Jersey, Allentown, Pa. and Pittsburgh
areas.

Midwestern States - Detroit, Grand Rapids, St. Paul, Peoria,
Fort Wayne and Dover. Ohio areas.

Southern States - Baltimore, Washington, Richmond, Norfolk,
Fredericksburg and West Virginia areas.

In total, the study includes cost data from approximately 80
separate stores operated by the eleven study participants. Theme stores
had approximately 2 million active customer accounts during the study
period. The size of the credit unit groups included in the study varied
extensively, annual credit sales ranged from $1 million to about $100
million. During the study period, total credit sales for all stores with
data included in this study aggregated approximately $375 million.

Types of credit accounts.

With few exceptions, each store participating in the study was
offering its customers a minimum of three different types of credit
accounts. Four or five types of accounts per store was not an unusual
occurrence although usually one or two of them were relatively insignifi-
cant.

on reviewing the various types of accounts in usa, it was
decided to group them into three main categories. It was apparant that
the primary grouping should be between those accounts on which no
service charges were assessed, but which require account balance payment
within 30 days, and those permitting repayment on an installment basis
over a number of future months. The deferred payment accounts were sub-
divided between those permitting relatively short repayment terms and
involving numerous small unit sales transactions, and those permitting
longer repayment terms but involving a more limited number of transac-
tions of a relatively larger unit sales amount. *

The following account grouping has been uied:

Regular (30 day) charge accounts
Revolving credit accounts
Conventional installment accounts

Regular (30 day) charge accounts - This category includes the
accounts of all customers who are on a straight 30 day required payment
basis. (Accounts that offer an "option" payment feature, whether it is
used or not, are included under the revolving credit account classifica-
tion.) A basic requirement for inclusion as a regular charge account is
that the customer who does not pay his balance within the 30 day time
limit, is not assessed a service charge until he has missed a minimum of
two or three payments. At that time he may be assessed a late charge by
some stores. The average sales transaction for this type of account
ranges between $6 and $11; the number of average annual sales transac-
tions per account ranges from 18 to 24. There are 730,000 regular
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(30 day) charge accounts in the saimle of ten 'etailers for which statis-
tics were available by type of account. This amounts to 44% of the total
accounts in this sample.

Revolving credit accounts - This category includes the many
sulti-transaction, small-sales-unit, shorter-credit-torm types of *,-

deferred payment eccounts. As a rule, the annual number of sales trans-
actions within this group range from 18 to-24 per account, while the
average sale is between $6 and $10 per sales trannaetion.

Included in this category are accounts on which the assessed
service charge is a given percentage of-the amount of the monthly open--
ing balance, the amount of the monthly closing balance, or the amount of
monthly opening balance less payments and credits during the month. ,
Among these accounts, monthly payment terms range from one-third of the
account balance to one-tenth of the balance. Some accounts require .
equal monthly payments based on the credit limit set for 6ach customer.
on other accounts, required monthly payments are computed as a percentage
of the account balanced generally, the larger the account balance, the
larger the percentage of the balance required as a monthly payment.
These are the more important variables appearing in this accountgroup-
ing.

Service charge rates on revolving credit accounts were con-
sistent. During the study period, all- stores but one were charging
1-1/2% on the monthly account balance, as described in the previous
paragraph.- The one exception has since changed policies and is currently
charging 1-1/2% also. .

There are 663,000 accounts grouped under thia category in the
ten store sample for which type-of-account statistics are available.
This amounts to 39% of the total accounts covered by this sample.

.Conventional installment accounts - This category includes a
rather broad coverage of accounts that are basically similar as to
length of credit repayment terms, unit sales activity per year and the
size of each sales transaction. One or two sales transactions per year
are typical for this type of7 account, while the size of the average
transaction ranges between $90 and $160.

Based on customer usage, the majority of the accounts in this
category have repayment terms running from 18 to 24 months. In addi-
tion, however, there are a limited number of accounts - usually for home
modernization purposes - that run as high as five years. At the other
extreme, some stores offer installment type accounts with repayment
terms as short as six months. Also included under this category are
accounts on which the customer has chosen to pay off his account in
three months because of the 90 day-no service charge feature which is
often available on this type of account. Ninety day payouts are a
fairly significant factor for a number of the stores participating in
the study, and in some cases, these payouts run as high as 1/4 to 1/3 of
the store's total installment uccount sales. Also included in this
group are merchandise certificate type of accounts on which payment terms
are usually six to eight months. These certificate accounts were gener-
ally insignificant. Another variable within this category concerns the
flexibility of merchandise Oadd-on" provisions. Although some stores
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are relatively restrictive as to the dollar limits and types of merchan-
dise' thit can be "added-on" to an itrstallment type account, other stores-
are quite liberal.

Another variable relates to the method of assessing service
charges and to the amount assessed. Seven participating stores
assessed service charges monthly on outstanding balances. The rate
used was generally 1-1/2% although two stores were using lower rates -
one used 1-1/4% and the other, 1%.

The other four stores used the assessment method of "adding-on"
the service charge to the sales price less down payment at the time of
sale and collecting it over the term of the repayment. Within these
four stores, differences also existed. At two ztorcs a flat "add-on"
percentage rate was used, while at the other two a diminishing rate was
in effect, with the rate diminishing as the sales amount and the length
of repayment period grew. For a given purchase, the amounts charged by
.'se four stores by means of the "add-on" method were basically similar

to those charged by the "per cent of balance" method.

Cost groupings:

In this report, credit costs have been grouped in eight cate-
gories. The first three- new account costs, account servicing costs
and account collection costs - represent those cos.s most directly
identifiable with the credit operation. They depict the costs of obtain.
ing new customer accounts, the costs of the day-to-day servicing of
active customer accounts, and the costs of the collection effort
required on accounts with payments in arrears. Only out-of-pocket costs
(costs that could be eliminated if the credit functicn were discontinued)
have been included in these three categories.

The fourth category - interest at 6% on accolints receivable
investment - depicts interest on the capital required Ito finance cus-
tomers' outstanding receivable balances. This too is an out-of-pocket
cost for without credit there would I'e no receivable balances to finance
and, therefore, no need for capital to finance them. Since the appro-
priate cost of capital rate is not as readily mqasurable as are most of
the other costs of credit, this intentionally conservative 6% rate has
been used in the body of the statistical exhibits., Howe~er, in order to
show the effect of using more realistic costs of capital, the "excess
(deficiency) of revenue over costs" has been recomputed ai: the bottom of
each statistical exhibit using cost of capital rates of 91', 12% and 15%.

The fifth credit cost category is space and equipment costs..
It is included as a credit cost since the office equipment used in the
credit operation would no longer be needed if credit services were dis-
continued. In addition, the space used for credit activities would
thereby be available for alternative store use.

The oixth cost category covers the cost of the additional
salespeople requiired to handle credit customers. The additional effort
results from the added sales check preparation time and credi,
authorization work necessary when a sale is made on credit. ihis is
also an out-of-pocket cost since the added salespeople would not be
required if the credit function were discontjnued.
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The seventh catego y - management expenses - represents that
portion of general management expenses that is assignable to- the- credit
operation. These represent the costs of services provided to t the"
credit departments by various other service activities within the store.
It is reasonable to assume that if these services were no longer
required due to the elimination of the credit function, the departments
performing these services would be able either-to eliminate the cost
related thereto or to provide additional services to other departments.

An eighth category is termed "other credit costs".: This cate-
gory is used to assure recognition of the fact that store costs in
addition to those specifically identified in the first seven categories,-
are affected by the existence of the credit function in department
stores. The existence of credit affects the entire character of a
store and its expenses. It results in the incurrence of additional
costs, some of which are not readily suscoptible to specific measure-
ment. Among these other credit costs are:

1. The cost of handling "extra" returns by credit customers.
Comonly,, returns from credit customers significantly
exceed cash customer returns. In addition, this
returned merchandise is frequently subject to mark-downs
because of its condition or because of its return sub-
sequent to a peak selling period. This results in
eytra costs attributable to the existence of credit.

2. The cost of handling "extra" credit deliveries. Ccokinly,
credit customers have merchandise delivered more fre-
quently than do cash customers. This too is a cost of
credit.

3. The cost of maintaining the somewhat larger than normal
inventories required for credit selling because of
the additional amount of merchandise in the hands of
credit customers which is destined to be returned to the
store.

These and other costs like them are definitely costs of credit.
They contribute towards increasirng stre operating costs. Recognition
of their existence is important in assessing the costs of the credit ,
operation. No amounts have been shown in the study exhibits for these
costs since they could not be ascertained with the necessary degree of
accuracy.

Conservatism of approach:

A conservative approach has been followed both in selecting
the study sample and in identifying those costs which are incurred
because of the existence of credit. The study sample gives substantial
weight to the large retailer who can be expected to enjoy lower credit
costs per customer than the smaller store because of the large store's
ability to spread fixed credit costs over a large volume of transac-
tions. The credit administration units selected to represent the larger
retailers were generally among the most efficient units in the retailers'
total operations. The more efficient units were selected deliberately
to assure conservative results.
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.A conservative approach was employcl,,in identifying that por-
tion of a store's operating expenses which were attributable to the
credit function. When it was necessary to use allocation-procedures
to apportion an expense as between credit and non-credit activities, the
amount charged to the credit-activity was always conservatively eati-
mated.

- Further, no amounts for "other credit cost" were included in
the study exhibits, Consequently, total credit costs are conserva-
tively stated.

Presentation of study results.

The relationship-between service charge revenues and credit
costs for the participating retailers is shown in this report-in
basically two ways. First, results are' portrayed-in terms of revenue
and cost per active customer account. Secondly, results are shown as
percentages oZ credit sales.

Percentages and unit costs have been used throughout the
report so as to keep each store's sales and cost data confidential.
Absolute. dollar figures are shown only in total for all stores.

Because of the size of the study sample, and because the size
of the credit units included varies idely, study results portraying
all-store averages have been computed on an arithmetic average basis
unless otherwise specifically indicated. On this basis, al,-store
averages were determined by initially totalling-individual particiu.ant
percentage of sales or per active account data. The totalz :hus deter--
mined were divided by the number of stores involved to obtain the arith-
metic average.

Total study results computed on this bass 9ive equal weight
to the dataobtained from each participant. The results obtained from
one or two large stor.a do not dwarf smaller store results in the
all-store averages.

- -7-
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SECTION II - STUDY FINDINGS

Re suits for total credit activity:', "

Total credit costs for all stores studied aggregate $22 million
while service charge revenues amount to $15.8 million. -In't6tal, costs
exceed revenue by $6.2 million.

on an individual customer account basis, the cost of handling.
the average credit account was $11.23 annually. This was $4.04 more 
than the $7.19 ser'.ice charge revenue collected on the average account.

Furthermore, each individual retailer has a deficiency of
revenue over costs. Individual participant figures range from a minlmal
deficiency of .14% of credit sales to a significant 5.85%. Of the
eleven participants, four experienced costs which were more than twice
as large as their service charge revenues.

Results by type of credit account:

Exhibit I analyzes this deficiency of revenue over costs by
type of credit account.. Summarized below are the highlights of,this
exhibit:

Total dollars (in thousands) Per active account'
conven- Conven-

Regular tional Regular- tional
(30 day) Revolving install- (30 day) Revolving install-
charge credit ment charge credit ment

account account account account account 'account
Service charge
revenue $ 171 $8,473 $5,649 $ .13 $11.82 $17.27

Total credit
costs 5,721 _9,024 5,207 6.73 13.64 17.25

Excess (defi-
ciency) of
revenue
over costs $,o) $ (551) j 442 $(6.60) j(1.82)

It will be noted that the credit costs associated with the
regular (30 day) charqe accounts materially exceed service charge
revenues. On revolving credit and conventional installment accounts,
credit costs and service charge revenues are more balanced. For the
revolving credit accounts as a group, credit costs exceed service charge
revenue by $551 thousand, while service charge revenues exceed credit
costs by $442 thousand for conventional installment accounts as a group.
These figures, when related to total service charge revenues of $8.5
million and $5.6 million, respectively, disclose a relatively close,
relationship between service charges and costs on deferred payment types
of accounts.
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On a per account basis, revolving credit account costs exceed
service charge revenue by $1.82 - service charges total $11.82 while
costs amount to $13.64. Comparable figures-per average conventional
installment account show that service charge revenue and costs are
approximately equal at $17.27 and $17.25, respectively. The average
regular (30 day) charge account, on the other hand, incurs costs of
$6.73 annually which is only slightly Offset by a minimal $0.13 service
charge revenue.

Results by store:

Exhibits II through V show the relationships between service
charge revenue and credit costs by store, expressed as percentages of
credit sales.

Exhibit II shows the relationship between total service charge
revenue and total credit costs for all types of credit accounts for each
of the eleven study participants.

In Exhibit III, the relationship between service charge revenue
and credit costs is shown for regular (30 day) charge accounts, for each
of ten participants.' It will be recalled that it was possible to assem-
ble credit costs by type of account for only ten of the eleven study
participants. All stores showed a deficiency of revenue over costs.
One store - Store C - had no regular 30-day charge accounts.

Exhibit IV displays revenue and credit cost information for
revolving crcdit accounts. It will be noted that six of the ten stores
have credit costs which exceed service charge revenue. A seventh store
has service charge revenue which barely exceeds its costs. The arith-
metic average of all stores' experience indicates that costs exceed
service charge revenue by 1.3% of revolving credit sales.

Exhibit V shows that six out of nine stores with conventional
installment accounts have credit costs which exceed service charge
revenue. It is of interest to note that the arithmetic average for all
stores shows costs exceeding service charge revenue by .05% of install-
ment credit sales. By comparison, total dollar data on conventional
installment accounts show service charge revenues exceeding costs by
$442 thousand.

Results by credit cost element:

A comparison of unit costs by'type of credit account
(Exhibit I) shows that the cost of handling the average revolving credit
account is about twice the cost of handling the average regular (30 day)
charge account - the costs are $13.64 and $6.73, respectively. The cost
per conventional installment account is higher still, amounting to
$17.25 per average active account. Differences in new account, account
servicing, account collection and interest on investment costs account
for the bulk of these variations. Although differences in cost by type
of account vary among stores, certain common factors cause these four
cost elements to vary by type of account.
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New account cost: The cost of opening a -new account is basically
-the same for regular cha rge and revolving.credit accounts, and-somewhat
lower for conventional installment accounts. However, hew account costs
ker active account shown in Exhibit I vary signifLcantly by account type.
The major cause of this lies in the relationship between new accounts
opened and total active accounts. Regular charge and revolving credit
accounts are of a more permanent nature, once opened, than are conven-
tional installment accounts. Consequently, there are more nqv accounts
opened per active conventional installment account than peroctive
regular charge or revolving credit account. This accounts for the high
new account cost per active conventional installment account. The cost
per active revolving credit account exceeds the cost per active regular
charge account because the stores studied generally were opening propor-
tionately more of the former type account.

Account servicing costs: Generolly, account servicing costs are
incurred in rough proportion to the number of postings required on
customer accounts. Sales and sales return transactions and payments on
account, along with the need for billing the prior month's balance and
the current month's service charge, if any, give rise to the bulk of
required postings. Servicing costs are lowest for conventional install-
ment accounts where only one or two sales transactions are typically
handled each year per active account. These costs are highest for,-,-
revolving credit accounts which involve handling between 18 and 24 sales
transactions annually per account ancI which require computing service
charges monthly. The average annual number of sales transactions also
ranges between 18 and 24 for regultir (30 day) charge accounts. However,
except for a few late charges, monthly service charge billings are not
required on this type of account.

Account collection costa Account collection costs per active
account are significantly higher for revolving credit and conventional
installment accounts than for regular (30 day) charge accounts. Bad
debt expense and collection department salaries account for the major
share of account collection costs.

The reason for the lower unit cost on regular charge accounts
is twofold. First, department stores frequently impose more stringent
credit requirements in accepting regular charge customers and experience
lower bad debt losses on this type of account. Secondly, most stores
do not find it necessary to "dun* a regular charge account until it is
two or three months in arrears. As relatively few accounts are actually
dunned, collection salary costs are comparatively small per active
regular charge account.

In accepting revolving credit and conventional installment
accounts, however, department stores generally set up more liberal
credit tests and experience higher bad debt losses. Stores generally
dun these accounts after the first missed payment. Because of this
difference in dunning policy, a considerably greater proportion of
accounts are dunned - commonly between one-quarter and one-third of
the total number of active accounts. These accounts are not only
dunned earlier, but they are also dunned for a proportionately longer
period of time. Collection costs per active account are thus higher
than on regular (30 day) charge accounts.

- 10-
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.; Interest on receivable investment. The most significant gnit cost
differences among types of accounts arise in the interest on receivables
cost- category. This cost is determined by applying 6% to the average
monthly accounts receivable balance. Thus, cost differences arise
because of differences in the average account receivable investment by
type of account.

-- Frther details on the composition of neV'account, account
sbrvicng and account collection costs by type of account are set forth
in Exhibit VI.

Other credit costs:

As mentioned in Section I of this report, Exhibits I through V
contain the caption "Other credit costs with noamounts shown. This
caption refers to the rdded store costs arising from the existence of
credit which could not be identified with sufficient accuracy for all
study participants to warrant inclusion in this report.

The data available for four study participants, however, did
permit some estimates to be made of two of these other credit costs -
namely, the costs incurred to handle the extra merchandise returns and
the extra deliveries arising fromicredit operations. The following
tabulation reflects the effect that these costs have on the excess (or
deficiency) of service charge revenue over credit costs for these study
participants:

THE EFFECT OF EXTRA CREDIT DELIVERIES AND
MERCHANDISE RETURNS ON THE COST OF CREDIT

Store

Total credit activity:

Excess (deficiency) of revenue
over costs
Extra delivery costs
Extra return costs

Adjusted excess (deficiency) of
revenue over costs

Regular (30 day) charge accounts:

D _ J K
(Measured as percentages of credit sales)

(1.90%) (2.46%) (3.10%) (1.31%)
.91 .79 1.17 1.67
.22 .08 .1i .11

(3.03 (3.:I) (4.38%) (3.09%

(3.43%) (2.90%) (3.69%)
.92 .79 1.21
.22_ .08 .11

( (1.77A) .01%)

N/A

Excess (deficiency) of revenue
over costs
Extra delivery costs
Extra return costs

Adjusted excess (deficiency) o".
revenue over costs
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store

(Measured as percentage* of credit *Ales)

Revolving credit accounts:" 
"

Excess (deficiency) of revenue
over costs- 1.89% (1.05%) (2.17%)
Extra delivery costs 1.36 .88 1.35 N/A
Extra return costs .33 .09 a.

Adjusted excess (deficiency) of
revenue over costs .20% (2.02%) (3.64%)

Conventional installment accounts:

Excess (deficiency) of revenue
over costs 2.63% (1.06%) .42%
Extra delivery costs .07 .08 .09 N/A
Extra return costs .03 - .01

Adjusted excess (deficiency) of

revenue over costly 2.53) (1.14%) .32%

It is noteworthy that these costs amount to about t % of credit
sales - they teach as high as 1.78% for store K. It is orspecirJIly sig-
nificant 'to note that for store D, these additional coptO reduce the
"excess of revenue over costs" on revolving credit countye from 1.89%
of credit sales to .20%.

The effect of these costs is relatively insignificant on con4-
ventional installment accounts because of 'he lesser number of trans-
actions involved and because bulk delivery costs have been excluded-from
consideration as these heavy items would require delivery whether they
were sold for cash or on credit.

The methods used in calculating the extra portion of these
costs are outlined in Schedule C of the appendix to this report.

Cost of capital:

A 6% rate has been assigned in the body of the exhibits as the
cost of capital required to finance customer accounts receivable. This
is a low'cost of capital-rate. Accordingly, Exhibits I- V show the
effect on study results if higher cost of capital rates were employed.
Specifically, the excess (or deficiency) of revenue over costs* is shown
assuming 9%, 12% and 15% cost of capital rates. (Schedule 9 of the
appendix discusses the cost of capital concept and its method of deter-
mination.)

It is noteworthy that each store shows a deficiency of
revenue over costs at the 12% cost of capital rate for both revolving
credit and conventional installment accounts. In addition, Exhibit IV
shows that only one stote shows an excess of revenue over costs on
revolving credit at a 9% cost of capital rate. This excess amounts to
only .10% of sales. In the conventional installment group (Exhibit V),
only two stores sho4 an excess of revenue over costs at the 9% cost of
capital rate - one of 1.22% of credit sales and the other of .72%.
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Service charge rates*

The following data extracted from Exhibit VII summarize the
relatLonships between annual service charge revenue and average accounts
receivable investment for ten participants:

Regular
(30 day) Revolving Conventional
charge credit installment

(In thousands) account account accnunt

Average monthly investment in
accounts receivable balances $26,431 $53,561 $44,055

Service charge revenue $ 171 $ 8,473 $ 5,649

Service charge revenue as a
per cent of receivable
balances .6% 15.8% 12.8%

On an individual store basis, the highest rates achieved were 17.2% for
revolving credit accounts and 16.7% for conventional installment
accounts. These percentages are less than one might assume in view of
common storepractice of assessing service charges on revolving credit
accounts at 1-1/2% of the amount due on a fixed day of each month and
in view of practices followed in assessing service charges on conven-
tional installment accounts (see pp. 4 and 5). There are numerous
reasons for this; a few of the more significant of these are listed
bel wi

1. Some revolving credit customers exercise the option to pay
their accounts within 30 days and pay no service charges.,

2. Some stores assess their revolving credit service charges on
the beginning of the month receivable balance after deduct-
ing the current month's payments and returns.

3. Most stores do not assess a service charge on a customer
purchase in the same month on which the purchase was made.

4. Many stores do not assess a service charge in the last month
of activity - the month in which the account is paid up.

5. Some stores offer their conventional installment account
customers the option of paying' off their account within
90 days at no service charge. This is an important con-
sideration for several stores participating in the study.

6. Stores assessing service charges at the time of sale do not
realize revenue at the initially assessed rate when cus-
tomers miss payment dates and no late charges are made.
This is a significant factor on the conventional install-
ment accounts of those stores using the "add-on' service
charge assessment basis, as experience has shown that
one-quarter to one-third of all installment customers
have payments in arrears at the end'of any month.

- 13 -
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Sales productivity of investment:

Variations by type of account in
invested in accounts receivable are signify
lation, compiled from data shown in Exhibit
and average accounts receivable investment
type for ten study participants

(In thousands)

Basic data
Number of active accounts

Annual credit sales
Average monthly investment

in accounts receivable
balances

Results:
Average annual credit

sales per active account

Average investment per
active account

Regular
(30 day)
charge
account

sales generated per dollar
.cant. The following tabu-
VII, shows average sales
per active account by account

Revolving Conventional
credit installment
account account

730 663
$153,212 $120,177 $61,973

$ 26,431 $ 53,561 $44,055

$ 210 $ 181 $ 219

$ 36 $ 81 $ 156

It will be noted that annual sales per active account are
higher for conventional installment accounts than for regular (30 day)
charge accounts, and higher for regular (30 day) charge accounts than
for revolving credit accounts. The amount of capital invested in
accounts receivable per active account, however, is highest for conven-
tional installment accounts and lowest for regular (30 day) charge
accounts. Annual sales per dollar invested in accounts receivable
amount to $5.83 for regular (30 day) charge accounts, $2.23 for revolv-
ing credit accounts, and $1.40 for conventional installment accounts.
The sales return per dollar invested in regular (30 day) charge accounts
is thus significantly higher than that on either of the other two
account types.

It will be noted that these relationships have been deter-
mined by using the weighted averaging approach whereby the data obtained
from each participant were directly added together and averages devel-
oped from these total data for all stores. The weighted average
approach, of course, gives greater weight to large store results than
does the arithmetic averaging method which gives equal weight to each
participant's data.

The weighted averaging method was used in the above tabulation
as well as in Exhibit Vii primarily to develop more meaningful account
receivable investment figures per active customer account. Two of the
study participants have very few regular (30 day) charge accounts, the
bulk of which are with commercial concerns rather than with consumers.
The investment in these accounts is very large compared to the invest-
ment in consumer regular (30 day) accounts, both for these two stores
and for the other nine study participants. To use the arithmetic
averaging methodunder these circumstances, would give undue weight
to these few regular charge account with commercial companies.
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SECT ION I I I - STI'UY COLLISIONS

Extending credit is a costly undertaking_

Commonly. department stores organize their internal operating
statements so that total operating expenses are deducted from gross
margin to arrive at an operating profit. Included within these
operating expenses are the "osts incurred in extending credit services.
Service charge revenue is then a Xled to this operating profit" as if it
were an independent, cost free szirce of revenue. A superficial exami-
nation of this type of statement could suggest that credit is a profit-
able business for the retailer.

Such a conclusion would be completely erroneous. Study find-
ings indicate that providing credit in the department store field is a
costly undertaking. Total credit costs for all stores included in this
study exceed their $15.8 million total service charge revenue by $6.2
million. The average deficien-y for all participants amounts to 2.55%
of credit sales. It will be realled that credit costs have been con-
servatively identified. if it were practical to assemble all costs
arising because of the existence of credit. the excess of credit costs
over service charge reenue would be further increased.

Further, the 6% cost assigned in this study to the capital
required to finan'P acr.ounts receivable is very conservative. As dis-
cussed in Schedule E of the appendix. a more realistic cost of capital
figure is probably at least 15%. The effect of using cost of capital
rates in excess of 6% on the relationship between credit costs and
service charge revenue is striking. Exhibits IV and V show that,
assuming a 12Y -ost of capital. no participant has an excess of service
charge revenue over credit costs on either revolving credit accounts or
on conventional installment accounts. The following figures summarized
from Exhibit I show for all stores the excess (deficiency) of revenue
over cost per acti~ie amount using 604 and 15% cost of capital rates:

6% cost 15% cost
of capital of capital

Regular (30 day) charge a-'ounts $(6.60) $ (9.39)
Revolving credit amounts $(1.82) $ (8.73)
Conventional installroent a':ounts $ .02 $(12.58)

It seems apparent that the average department store would
enhance its profits by eliminating the credit function - if it could
maintain the sare sales volume. Not only would it make a greater profit,
but it would be doing so on a much smaller investment since discontinuing
credit services would also eliminate the need for investing capital in
customers' accounts receivable.

In a practical sense, eliminating the credit ftvnction would not
necessarily enhance store profits as sales would undoubtedly be adversely
affected. It is clear, therefore, that credit must be justified economi-
cally by the department store as a selling tool - not as a separate
business venture. From the store's viewpoint, extending credit should
increase sales by s.cr. ar. amc,..:t that profits resulting from these
increased sales are large enough to absorb any excess of credit costs
over service charge revenue.

- 15 -
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Service charges vs. credit costs:

In general, service charge revenues on revolving credit
,ccvunts and conventional installment accounts approximately equal the
conservatively determined costs of credit for these accounts. The
excess of costs over revenue amount to 1.31% of credit sales on revolv-
ing credit accounts and .05% of credit sales on conventional installment
accounts.

Among the individual stores, there are significant variations
around these averages. Although the number of small store participants
in the study was limited, available data indicated that the small store
generally experiences a greater excess of credit costs over service
charge revenue than does the large store. This occurs essentially
because of the lesser number of sales transactions over which the small
store can spread its fixed credit costs.

Credit costs of regular (30 day) charge accounts:

The costs of extending credit to regular (30 day) charge
account customers far exceed service charge revenues from these accounts.
While no service charges are assessed on regular (30 day) charge cus-
tomers, this relative disadvantage is partially offset by-the greater
turnover of the investment in regular charge account balances. As noted
in the findings section, regular (30 day) charge accounts generate $5.83
annually in sales for each dollar invested in accounts receivable. This
turnover is 2.6 times greater than the $2.23 in sales generated by each
dollar invested in revolving credit accounts. By comparison, annual
sales per dollar invested in conventional installment accounts amount to
only $1.40.

Because stores enjoy higher sales per dollar invested in
regular (30 day) charge accounts, they can realize a higher gross margin
per dollar invested in these accounts. Since profit margins vary widely
by store and by type of merchandise, it is impractical to determine
whether this higher turnover on regular (30 day) accounts results in
higher net profits per dollar invested in these accounts than per dollar
invested in revolving credit or conventional installment accounts. It
is apparent, however, that the greater turnover associated with the
investment in regular (30 day) charge accounts at least partly offsets
the fact that no service charges are assessed on these accounts.

- 16 -



SECTION 1 - STAISTZCAL 2II X3TS

STUDY. OF COa37A (IT COSTS W)19OPAMMIT STORES

.(In thouandej

hLsbit I

CREIT 38A.E8

SlERIrC CW.RO$ I r.1

New account cots

Account ervczCin conta

Account collection costs

Interat at f% On Account receivable invesetent

Credit apace and eq[ ment coats

Additional salesperaoon* coats due to credit

betmgomint cost#

Other otedit costa (see note below *)

rrAL CREDIT COSTS

82~Z88 MDffCIWT) or =-rt (Y. $ COlTS

EXCESS (MW=Txw1) 0 aIVUl OvU COT
ASSUINE COOT Or CAP 2T AT.

9% of rece vable inveetoent

12M of recelvable inveatimnt

15% of receivable nveteenmmt

TOTAL MBER Or ACT=II ACCOtMI8

(11 atores)

$3752 097

1, 1-94

6.083

3,735

8,215

512

796

616

1(6.1781

Total dollars
Regular
(30 day) Revolving ConventaNom
charge credit installment
accoirnt ..!02IOL account

------ -. (10 stores) -----------

1153,212

$ 438

2,232

601

1,596

131

388

2aS

$5 '21

S i5 50)

L129,17"

$8,473

$ 758

2,376

11969

3.13a2

211

321

305

$9.024

$'10,26b) $ f6.349) 6 t2,141)
(14,394) (7,1471 (3.732)

(180501) (7,945) (5.323)

1931 710 663

, 693

$ 465

602

926

2,657

82

40

135

Per active accomt
Regular
(30 day) Revolvlng Conventional
charge credit iaatalimnt

Total account account mon
(11 stores) -------- (10 stors) --- .--.--.
---------- (Arithuetic avaragu)e* ...........

L179.92 14.31. $163.88 $318.53

.19A S .13 $ 11.82 *17.27
$ .91 $ .50 0 1.04 $ 1.92

3.36 2.78 3.58 2.64

2.09 .75 3.29 3.36

3.90 1.36 4.61 8.40

.30 .23 .33 .25

.17 .17 .22 .04

.50 .44 .57 .64

$11.23

5 (887)
(2.215)

(3.543)

2H3

$ 6.73 f 13.64 $17.25

$ i,6.60) f (1.82) .0

3 5.99) $ (7.53) $ (4.12) $ (4.18)
(7.94) (8.461 (6.43) (8.38)
(9.89) (9.39T (0.73) (12.58)

N MOTE, Other credit coats are discussed on page 6 in Section I of the text.
SUM, The reasons for um109 Arithmetic averages are Outlined on page 7 in

section I of the taxt.
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STUDY OF COMtaulR CEDIT COTS IN 0gPAM01T 9ST0

COSTS AND SRnvjcX 2M AS A Mun CMT r1~ CUED? BAL8M

-O0kL cUZO3? AcTZvnt'

Per cent of credit e"l.@

Ieui? 84139 it

skm account cost&

Account servicitq coats

Account collection costs

Interest at 6% on accunts reCeivable inveetuant

Credit apace aitO equipment costs

Additional sa1.apersoma' cne.m due to Otedit

Nanamment co-t~o

ebter credit costs (See note on E]ibit X)

TOTAL CR8D1 CODT

uncm (0WICTWA) Or auvunu aU COS

M (0wCICY) or 8v3 0m COST
AS8UI8(1 OST Or CANTAL *"s

9% of receivable Inve t

12% of receiveble inveatat

15% of receivable investment

Total
dollars

LIi etcreal

f375t06%7.00

$15,772,7210

* .,.793,441

6.083.437

3.734.725

S.215.141

511,893

796.382

816.184

21,951,203

S(6,178,47 5)

$(10.26.045)

(14.393,616)

(18.501.186)

Arithwtic
ave*age **
(11 stores)

100.0

3.1)9%

0.52%

1.93

1.21

2.14

0.10

0.17

0.29

1000% OO 100.0 100.100

9.05%

0.71%

1.94

1.52

3.54

0.16

0.11

0.21

6.6

0.48%

2.18.l

3.17

0.18

0.09

0.27

S14%) (1.16

2.71%

2.53

2.33

1.45

0.34

0.27

0.12

(5.85%)

(3.62%) (1.953( (2.13% (6.57%)

(4.69%) (3.G8% (4.7270 (7.30%)

(3.76V) (5.45%) (6.30%) (8.0270

3.23

0.24%

1.65

0.78

1.87

0.14

0.20

0.25

-Store

100.00%

1.3

0.29%

1.23

0.58

1.26

0.17

0.14

0.19

(2.83% (3.09%)

(3.77 ) (3.72%)

(4.70M) (4.3510

P

100.00

4.1%

0.73%

2.25

1.64

2.24

0.20

0.10

0.30

10

0.12%

3.47

1.20

2.33

0.25

0.11

1.00

N I 2 K

100.00

4.1

0.39%

1.22

0.43

2.07

0.09

0.38

0.19

0.52^

1.37

1.01

1.97

0.19

0.09

0.33

100.0?

-2.31S

0.41%

1.74

1.16

1.64

0.13

0.18

0.15

3.72

0.85

1.97

0.09

0.12

0.23

7.4 a. 4.17 5. 5.1 S.0%

(3.42%) (54" (0.6) (2.l aam~% (1.311)

(4.54%) '46.54% (1.70%) (3.16%) (MOM

(5.6610 (7.73,) (2.74%) (4.5) (4.7410

(6.7WQ (8.09%) (3.77%) (5.13%) (5.56%)

(3.2%V

(3.2"%)

(4.25%)

-- 9003. The reason for u* ng arithmetic averqa a*re outlined on page 7 In section x of thIe text.
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rTUoM Or COMUMM Ca T COrrO I D1,PARTW iTov

COSTS AXlUZUVXCR CIAUGoS AS A- PR CE" OF OMIT 33133

RDIULA (30 DAY) CWAAA ACCOUNTS

Per dent Of credit sales.

SaW account costs

Account servicing costs

Account collecti~o coat*

Xaterest at 6% on aC tocur. recelvble I en.vnt

Credit epce and equipment coets

additiAal salespersons Cots due to credit

Mantguimnt costs

Otb e credit coot. (Bee note on ilthibi- X)

TOTAL. a"OZT COWZS

zno ( ]cNW-"y) or unVeIU ov= cc"

ASMMC CWT Or CAPITAL AT.
9% of reeivable investment

12% of receivable laveetment
15% of recevel. ,tnveewt

Total
dollars,

(10 stores)

#153,212,000

$170.,14

* 437.614

2,232.046

601.302

1.596.290

281,000

388.169

295,065

A'.t.babt4.c4","q **

(10 stores)

100.00%

0.2 %

1.56

0.43

1.01

0.13

0.17

0.25

5,721.48%

(1 (5550,872) (.7%

A- 3i C -a

100.q 100.00 10. 100.

0.32%

0.70

0.46

1.14

0.02

0.07

0.09

0.15%

0.62

0.54

0.56

0.02

0.09

0.09

- % 0.16%

- 1.59

* 0.32

- 1.06

0.13

0.20

- 0.21

(2.8 o - ,

ftore

100.00% 100.00

0.1w 0.69%

1.16 2.34

0.14 0.40

1.00 0.93

0.15 0.20

0.14 0.19

0.16 0.29

A--- -3_ _L

0.07%

3.1$

0.29

1.13

0.22

0.11

0.74

0.24%

1.10

0.20

1.03

0.08

0.43

0.15

0.1%

0.4%

1.67

0.90

1.17

0.20

0.10

0.36

(3,43%)(2

9 (6.349.017) (4.26%) (3.3%) (2.35%) % (3.96W) (3.40%) (5.40M) (6.37%) (3.7%) (5.48) (4.22%)
(7.147 162) (4.7V%) (3.95%) (2.637% - t (4.49%) (3.9M0 (5.7%) (6.%) (4.20 (6.07%) (4.7600
(7,945,307) (s.27%) (4.52%) (2.91%) - (5.02%) (4.40%) (6.33%) (7.5030 (4.7970 (6.6590 (5.23

#6 mm The reaecce for using arithmetic average. are outlined on page 7 In. section I of the text.
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100.00

0.22~

1.72

0.49

1.07

0.12

0.14

0.14

3.91
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C0573 AND0 SXRVZCI CHARMS3 AS A PER Cl"AV OW CIMEW" &A1P"

Par 22n& of cra~lt salgi

CNM IAWU

mvIZ~ CHAM UmxR

Owv agrout costs,

Account servicing coat.

Account 001144t±of costs

Zuteroet at 6% oni account receivable inwatmmit

credit spaea amd aq00.(emet Coate

Additional 80elaeerScne Cost,& dim to OX.4Lt

maasgent coota

Otber credit costs (S.. not. on exhibit 1)

TOTAL Cm=T COSTS

9=41 axDWz0Iy) or SxmmUU OVEM 0007

zxC8 (DMCzzmCY) e7 05WEUB ovERCm
ASWIKM COST Cr CAPITAL ATs

2% of receivablea tnveotammt

12% of eceivable inveaotm

17% ot -volale Invaetaant

dolLar.
(10 stores)

1110177.000

2.378.028

1.6S.419

3.101.503

2.1. 14

320,646

304.920

$(2,141,432)

(3.732,163)

(5.322.935)

Aritbuetic

(10 store)

2.27

2.15

2.5

0.21

0.22

U. 30

2.04

1.40

0.25

0.16

0.19

0.53%

2-56

1.05

0.21

0.13

0.30

100.

1.53%

2.52

2.33

1.45

0.34

0.27

0.12

D0 5K

0.57% 0.5%

2.43 1.54

2.50 2.10

4.70 2.02

0.22 0.21

0.30 0.16

0.49 0.26

0.77%

2.3s

4.72

4.65

0.22

0.22

0.36

60.0%

0.14%

4.09

1.57

3.52

0.30

0.12

1.30

0.45%

1.60

0.72

0.12

0.49

0.25

.4 __147

(3.20W) 6.5714) (0.46%) (2.04W) (3.12%) (7.163 .0.10%

(4.20%) (2.61%)

(5.73%) (3.9m%

0. 24%

1.66

0.20

2.44

0.20

0.10

0.1

1. 1ZL

1.96

3.07

2.62

0.15

0.21.

0.21

~Lj2~ ~

(0.62%) (3.40%)

(4.44%) (7.30%) (2.81%) (MOM% (5.44%) (8.2=% (1.27%) (1.82%) (4.7V%)

(5.78V) (8.0M% (5.16%) (4.09% 47.76%) (10.71St) (2.64%) (3.05%) (6.10%)

moral The reasons for sing aritiintia araag.. ax outlmed an Pae. 7 ii. Section I Of the tekXt.
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Exhibit V -A

N.' R. N., A. -,.,,l

STUDY OrCOMsUR C IDIT COSTS To DEPAR 2MT Emma

C ND AMUVIC CWNE AS A MUR CET Or CMAT Sl

cgmVITIOSkT. IT AINBMT

Pot cent of credit $slen

CRIT SALES

SErICE CER PZVEM

New account costs

Account servicing costs

Account collection costs

interest at 6% on accounts receivable investment

Credit *pace snd equipment costs

Additional salespersons' costs due to Credit

Nangement coats

Other credit coets (fle note on Exhibit 1)

TOTAL CREDIT COG=S

Z=35a (OSICIZUCT or WJXMUZ OVR CO1TS

MCU (0972CIENCY) OS REVENuE OVER COS"S
A5511100 COST OS CAPITAL AT

9% of receivable invetmnt

12% of receivable investment

15% of receivable investment

Total AXitim.tic
dollars aveErap**

(_,%" &tqru) (10 stores)

$ 61,973M20 100.

465,379 0.3%

901..514 1.29

925,617 1.65

2.656,898 3.96

82.310 0.12

39,704 0.04

135,125 0.29

$ ,1.87 2 . (0.0"

$ (8"6,571)

(2.215,026)

(3.543,475)

(2.03%)

(4.01%)

(5.9%)

Store

100.0_ l _00.

0.92%

1.93

1.71

4.60

0.17

1.07

0.23

0.55%

2.25

2.38

5.62

0.20

0.06

0.31

(..o) (0.87%) - %

- % 0.28%

- 0.77

1..11

- ,02

0.07

0.03

0.15

2.49%

0.49

0.64

2.96

0.08

0.03

0.35

0.87%
1.66

2.70

4.77

0.16

0.05

0.30

0.26%

1.59

1.57

2.79

0.14

0.02

0.71

2.6fi% (1.06%) (0.19%) (2.29%)

(2.39%) (3.68%) - . 1.22% (2.54%) (2.57%) (3.69%)

0.62%

0.87

0.70

3.66

0.09

0.07

0.18

0.42%

0.80

1.95

3.65

0.08

0.02

0.25

0.,2%

1.21

2.10

4.78

0.11

0.03

0.14

SC OT reasons for ueing aritheetic averages are outlined on pae 7 in Section I of the text.
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2.55% (1.52%) 0.42%

0.72% (3.34%) (1.97%)

(4.69%) (6.49%) - % (0.19%) (4.02%) (4.96V (5.08% (1.11%) (5.17%) (4.36%)

(6.99%; (9.30%) - % (1.60% (5.50%) (7.34%) (6.47%) (2.94%) (6.99%) (6.75%)
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PIVOT 7 C~n CEPOT COSTS Ire DELAIS rn

A!MYS Of0M8co W

Mtal 0 0 'lre (in

Fgmplar
(30 day) Revo

charge c 
s21ak eccont am

(11 stores) ----- (10 ci

YEN ACCOUNY Cama
Salaries
Prt ion costs
Cre . i investigation fees
Supvlies and other expenses

Total cost&

WCOST MS CINQ COSTS*
salariesm

Accounts receivable
supporting services

Postamp - statement
SupMles and other expense

Total coats

ACUTCOLLECTION C 8T:s
salaries
Bad debt Iloss
Collection agency fess
Supplies an other expense

Total costs

,Ling Conventional
edit instalmnt

t, account
toreei---

$ 956 $ 221 $ 355 $ 310
242 76 113 36
422 93 212 83
174 4 ,(1 ....... 6 ..

$1,794 P428 s 758 $ 465

$3.127 1.062 $1,225 $ 597
1.030 452 413 al

758 303 293 67

$1.260 $ 216 $ 556 $ 350
1,780 262 97 392

360 70 174 86

$275 S601 81.869 $ 926

Pr sent of cyreit wae

Regular
(30 day) revolving Conventional
charge credit instalmentlossiccwn aacutcountS....

(11 stores) - -(10 store)
- (arithmetic average) -....

.25% .135% .29% .50"%

.06 .05 .04 .05

.16 .06 .20 .21

.52% .29% .64% .4%

.91% .74% 1.06% .67%

.37 .31 .45 .20

.23 .18 .27 .15

.42 .3) .4_9 -. 27

$4h 1. 56% iZM 1.29

.32% .16% .47% .41%

.69 .20 1.34 .89
.11 .04 .21 .22

1. 0 .12

1.21% .43% 2.15%/, 1.6%

* DOl The reasons for using eritmetlc evrages are outlined on page 7 in Sectuon I of the taxt.
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Credit sales ($000)

Accounts receivable investment ($000)

Service charge revenue ($000)

Average number of active accounts
(000)

Excess (deficiency) of revenue
over costs ($000)

RESULTS:.

Service charges to accounts
receivable investment

Service charges to credit sales

Ret~trn on accounts receivable
investment

Turnover of accounts receivable
investment

Average accounts receivable
investment per active account

Regular
(30 day)
charge
account

$153,212

$ 26,431

$ 171

Revolving
credit
account

$120,177

$ 53,561.

$ 8,473

730 663

$ (5,551) $ (551)

15.8%

7.0%

(21.0%) (1.0%)

5.8 2.2

$36 $81

* NOTg: The reasons for using weighted averages
are outlined on page 14 in Section II
of the text.
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Exhibit VII

N. R. H. A.

STUDY OF CONSUMER CREDIT COSTS IN DEPARTMENT STORES

SUPPLEMENTARY RATIOS AND PERCENTAGES

(Weighted average - 10 stores)**

Conventional
instalment
account

$ 61,973

$ 44,055

$ 5,648

283

S 442

12.8%

9.1%

1.0%

1.4

$156
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SECTION V -'APPENDIXE

SCHEDULE A

OUTLINE OF THE APPROACH USED IN DETERMINING

THE COST OF THE CREDIT FUNCTION IN RETAIL STORES

Results of this study are drawn from actual oper.ting data.
experienced by ten departMent stores fo&r the year ended in Jonuary,.:
19621 the eleventh participant furnished relevant operating data for
its fiscal year ending with January, 1963. The reason for this excep-
tion was that the participant concerned was generating certain account-
ing and statistical information essential to this study , as a part of
its regular accounting system for the year ended in January, 1963,
Vhereas these data were not readily available for the prior year. A
specific year's operating data were reviewed for each participant so
that the costs assigned to credit for each store could be directly
related to the store's actual books of account.

Step One:

The first step in determining the cost of the credit function
was to review all store expense accounts to determine which accounts
contained elements of credit costs.

Step Two.

In the second step each "credit element" expense account was
analyzed to determine the dollar amount therein that was attributable
to credit operations. In performing this credit/non-credit analysis,
the following guidelines were used:

(a) For each account the following question was asked,
"What costs would be eliminated if credit activities
were discontinued, assuming that sales remained at
their present level?"

(b) Emphasis was placed on obtaining an accurate charge to
credit. Where doubt existed as to what portion of an
expense should be identified with the credit function,
a conservative credit cost determination policy was
followed.

(c) Emphasis was placed on documenting all expenses included

as credit costs.

Step Threes

The next step was to allocate credit costs by type of credit
account. It was decided to group all of the various types of credit
accounts encountered in the study into three major account categories:
Regular (30 day) Charge Accounts, Revolving Credit Accounts, and
Conventional Installment Accounts. If costs were regularly accumulated'

- 24-
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in these account groupings, there would be little difficulty-in deter-.....
mining costs by type of credit account. However, costs are not usually
accumulated in this manner and a cost allocation problem was posed.

Many stores maintain various activity statistics to measure
the productivity of employees. As some of these statistics seemed to
effectively measure the activity of a number of the important credit
functions, these specific statistics were selected as bases for allo-
cating the costs of credit activities by type of account. Eleven or
twelve allocation bases, depending upon the availability of data at
each location, were developed for use in allocating each store's total
credit costs. (These bases are reviewed in Schedule D.) Because
appropriate statistics were lacking in some areas, it was frequently
necessary to run tests or, where no material distortions would be
introduced, to estimate some of the allocation bases.

Although this approach does not produce a precise expense
identification, it does give a fairly close approximation of credit
costs by account type.

In summary, Step Thrce involves the development of a number
of statistical bases which could be used to allocate total credit costs
by type of credit account.

Step Four:

The fourth step was a purely mechanical one. It required
that the appropriate allocation percentage be applied to each credit
cost element to arrive at the dollar amount to be charged to each type
of credit account.

Step Five:

The fifth step involved grouping and summarizing credit costs
by type of account. Percentages and unit costs have been used through-
out the report so as to preserve the confidential nature of each
store's sales and cost data. Dollar amounts are shown only in total
for all stores.
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SCHEDULE B

OUTLINE OF THE VARIOUS ACTIVITIES

ASSOCIATED WITH THE CREDIT FUNCTION

The following list outlines the-various credit activities per-
formed by a department store in providing credit services to its
customers

New account activities:

1. The solicitation of new accounts and the reactivation of old
ones, both within and outside the store, through the use of employee
contacts, credit signs, newspaper advertising (slugs), direct mailings
and solicitation by outside agencies.

2. The preparation of literature outlining the advantages and
terms of the various credit accounts offered to customers.

3. The answering of customer inquiries with regard to opening of
individual credit accounts.

4. The interviewing of potential credit customers and the prepa-
ration of application and customer contract forms.

5. The checking of customer applications with credit bureaus,
employers, etc.

6. The processing and reviewing of customer applications through
the credit department and the final granting or rejection of credit.

7. The preparation of a charga-plate or identification card for
each new customer and its issuance by mail.

8. The preparation of an addressograph plate and a customer
account card for each new customer.

Sales check processing activities:

1. The preparation of a sales slip for each credit sale or
return transaction. (It takes between one and two minutes more time
for a salesperson to record a credit sale than it does a cash sale.)

2. The obtaining of authorization by sales personnel of all
credit sales in excess of the floor limit.

3. The processing, sorting and verification of all credit sales
and return transactions by the sales audit department. (It takes up
to four times as long to process a credit sale, as against a cash sale,
through the sales audit department.)

4. The sorting and "stuffing" of sales and return slips by

customer account so as to facilitate billing.

- 26 -
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Customer account servicing activities:

1. The maintenance of customer name and address files in the
-addressograph 4epar t.

2. The monthly addressographing of customer statements with th-e-
name and address of each credit customer.

3. The acceptance of customer payments on account made by cus-
tomers in person at the store. Also the preparation of customer
receipts and the balancingof payments received with customer receipts.

4. The receipt and sorting of mail from credit customers.

5. The opening of mail containing customer payments on account.
The preparation of payment posting media. The balancing of payments
and posting media, and the sorting of media by customer account cycle.

6. The sorting and stuffing of payment media by customer account.

7. The day to day maintenance of the customer account files.

8. The monthly preparation of customer statements involving
posting sales, credits, payments, adjustments, old balances, and the
calculation and billing of service charges, where applicable.

9. The checking and balancing of customer statements with post-
ing media and cycle controls.

10. The microfilming of posting media and statements for future
reference.

11. The inserting of customer statements into envelopes. Also
the stamping and mailing of customer statements.

12. The handling of customer inquiries and complaints with regard
to their statements. Also the processing of customer billing adjust-
ments.

13. The handling of customer changes of address. This requires
changing the address on customer account cards and addressograph plates,
and the reissuance of the customer's charga-plate. '(Change of address
volumes usually run at about 10% to 15% per year of total active cus-
tomer accounts.)

Customer account collection activities:

1. The monthly review of customer accounts to determine the
degree of delinquency of the accounts.

2. The determination of amounts in arrears. The preparation of
dunning notices on the more current delinquent accounts and the inclu-
sion of these notices with the appropriate customer statement for mail-
ing to the customer.
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3. The review of the older delinquent accountA i.e., those on
-collection"). The preparation of collection letters for these accounts.
personal pbone calls are also frequently used to obtain payment from
these "collection" accounts. Peraor al interviews are also used on
-occasion.-

4. The tracing of customers wlho have wcved without paying their
accounts. Also the dealing with collection agencies to whom old uncol-
lectible accounts have been referred for collection.

5. The quarterly or semi-ann,:al aging of accounts receivable
balances, which is used to determine the amount of the allowance for
doubtful accounts.
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SCHEDULE C

LIST OF EXPENSES INCURRED BY DEPARTMENT STORES IN

PROVIDING CREDIT SERVICES TO CUSTOMERS

Credit costs were initially accumulated in nine major categories:
(1) direct credit costs: (2) related credit costs; (3) interest at 6%
on accounts receivable investment; (4) space costs; (5) depreciation -
credit function equipment; (6) interest at 6% on investment In credit
equipment; (7) additional salesperson's costs due to credit; (8) manage-
ment costs; and (9) other credit costs. In order to portray credit costs
functionally, costs in the first two groupings - direct credit costs and
related credit costs - were rearranged for presentation purposes into
three cost groupings: (1) new account costs; (2) account servicing costs;
and (3) account collection costs. Further, because of the relatively
small amounts involved, the fourth, fifth and sixth groupings used in
accumulating costs - space costs, depreciation - credit function equip-
ment and interest at 6% on investmeht in credit equipment - have been
combined for report presentation purposes into a single category - credit
space and equipment costs. Thus, eight cost categories were used for
presentation purposes: (1) new account'costs; (2) account servicing
costs; (3) account collection costs; (4) interest at 6% on accounts
receivable investment; (5) credit space and equipment c its; (6) addi-
tional salespersons' costs due to credit; (7) management costs; and (8)
other credit costs.

Listed below are individual credit costs grouped in the cate-
gories used in initially accumulating credit costs as well as a descrip-
tion,' where applicable, of the method used Pn determining what portion
of each cost was assignable to the credit f. ction. Expenses in the
direct and related credit cost categories are cross-referenced to show
whether they were included as New Account, Account Servicing, or Account
Collection costs for presentation purposes. The following material is
presented in considerable detail to permit its being used as a guide to
department stores not included in the study sample wishing to determine
their own credit costs on a basis comparable to that employed in this
study.

Direct credit costs:

Direct credit costs are those costs which arq wholly identifi-
able with the credit function. These costa are out-of-pocket costs of
credit and include the following items:

Expenses Grouping for presentation

Credit salaries New account costs
Collection salaries Account collection costs
Billing salaries Account servicing costs
Pre-billing salaries Account servicing costs
Bill adjustment salaries Account servicing costs
Charge account promotion salaries New account costs
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Employee benefits on the above salaries
This amount was determined by relating
total store employee benefits to total
store salaries. The resulting percentage
was applied to'the above salaries in
order to determine the amount of
applicable employee benefits to be added
to credit costs.
Included in employee benefits are the
following types of expenses: Group
insurance, pensions, FICA, unemployment
insurance, workmen's compensation,
supper money (if treated as a supple-
mentary benefit), and vacation pay and
sick benefits (if not specifically
included with salaries).

Other direct credit expenses are:
Postage on customer statements
Postage on collection (dunning) mail
Postage on new account correspondence

(including the mailing of charga-
plates to customers, where applicable)

Credit supplies and unclassified
expenses

Collection supplies and unclassified
expenses

Accounts receivable supplies and
unclassified expenses (billing and
pre-billing)

Bill adjustment supplies and
unclassified expenses

Accounts receivable balancing
differences

Charga-plate costs or services:
Plates for new customers
Change of address and lost

plates, etc.
Addressograph services for credit or

accounts receivable purposes
Credit bureau services
Collection agency fees
Customer account solicitation services
Advertising expenses for new account
solicitation - cost of making credit
signs, TV or radio announcements,
etc., if applicable

Bad debt expense (customer accounts
written off less recoveries, plus
fraudulent purchases, and any
adjustments made to the bad debt
reserve)
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Grouping for presentation

Account servicing costs
Account collection costs
New account costs

New account costs

Account collection costs

Account servicing costs

Account servicing costs

Account servicing costs

New account costs

Account servicing costs

Account servicing costs

New account costs
Account collection costs
New account costs
New account costs

Account collection costs

1526



Grouping for presentatLon

Other direct credit expenses are(continued) t 
oht-eicncot

Equipment rental and maintenance. i ¢ts A c t. racing co .
on equipment used primartLy fQr the
credit function (i.e.. imprinter!,,
billing machines, microfilm equipmsnt...
proof machines, pay-bill valtdators,
mailroom equipment used for customer
statements, etc.)

Related credit costs.
Related c -oe he, cosa ot activitiiei Vhich: aie, in

;t a ahmontopart directly a ated with render credit services. , amount of

eah odexpanse urged against credit opr a was based on the question:

What of this expense could be l ted if the credit opera-

discontinued, assuming that otal a re sales remain~at the

curre level?" Like "dir t et", these cost are out-of-pocket costs

of tV edit function. i 4 costs were luded in this

part unobti. tl Y, lay taplcbit hecei

ads rdoit fopen
t

o. action

Sales ben t a s oni Account l evicing costs
l rie Account cin costs

Cash off th eo t m s ount volotton
Paybill cashiers n u sc out sovre t-

al service ealai e w g Account a voicing costs

c ost , t ar pe for tio nala oss

-t I 4 -Ritst, the av e nu>
of 0 loees lo yed in/ ac the above department durilng-the

| study period d eter=' the employee census.I Each -'-'

department w ten- ana e -td ajo fun tiOb performed,

andl t eapp5 I nu 0 P e fog~li bc~ftee+_-

functi n ./An esa e made ail L ton ot

at ei"ted or curt if t e i O~rtion :ediscon-

tinued, Arid the nomto(r pep that co %d qe exc ied. The-'

peidentage obta~b atn the eq kiefit'n er of people'

btat Dould t of.I6e s e ach ,b par jnt tO the dprtmentis a

%total staff SLs then appl ed o*he o ta I alar epenile for ihit

parivntto ot~i4&.tc lry t applicabl~t th credit

itch . It it wa s • hat additional pe1 .l bi i qi i d

to ndle an mail L~pashm businless, allowance were ade forthese

addi e in determining the charge to t 
credit'operation.

Epoebe Lson the aoeslr we nda,; previously

Telegram expense - the por tion charged to cre. ;, ~~ b s.on an_

estimate of the n-iber of telegrams sent OUt 
r0 ooin : 'n

other credit function uees) as a percentage 
of oal stor. tele-

gram usage. This expense was grouped under account 
collectionr

costs as telegrams are primarily 
used for collection purpses..

- 31-



Long distanciitoll costs (telephone) - the, c4tclgAosexo wa.: ,i
based on an estimate of the proportIolnate ni *nVof .lo.g O .wa s
calls made for qollection-and other credit ftrotione t t t o
calls made Vy-the-store. - -

Local telephone sAervice -,this ,charge,.to credit was -based on a ,:/
detailed-analysis of the telephone costs and numtef of.ton-si9n, :.
telepbhnes in us* at four of- the stores that W w teii stALI4;h.
credit portion-of telephone setvicOata ranged to '
of the totls telephone expense- fdr those Aores, ; As .-,U),t,
a 22% rate was usod for the' othe-r stores in the 'study, 'un le
special conditions -indicated that S specifiO ft ors rate' c)JCu ,.-:
be loVer. At such times, t~he &oce4dre- was id usi 0 & t9. Xf~j
these special condition. The detailed approach 'used iA cleula-
ting the credit portion of this expense vas as f '#lwI : . ,

The store tel.ephone- directory was analyzed, to determine the tita.Vl -

nuber of extensions in use at the store. This total figure.14
then broken down between credit function phones .(inludinq those'-,
in the new account, collection, accounts receivable, bill adjust-
sent and sales authorization areas), buyers' phones, sales floor.,
phones and lastly, all other non-credit and non-selling phones as .
a group.
cause the main function served by the selling floor phones i' "

customer sales authrizations, it was estimated that each selling
department With nore than one phone could get by with half the ' -
number of pkhOhes if the credit operation were discontinued. This
approach resulted Jn the elimination of one-third of the total :1
sellirg floor and buyer planes. These eliminateded. selling floor
phones, together- ith the group of directcredit phones outlined
above, were then related to the total store phones and the re-
sulting percentage which usually ran between 25% to. 20%)-was used-
to determine the telephone service charge assessed against, credit.,

This percen&go 'was applied to t ei total telephone bill after "
deducting s xhn-;redit telephone expenses as directory adver-is-
ing, the cost of pkivdae lines not 'sed for crdit ' purposes, the
cost gf-.theftpephgr e order board and its suporting equipment,
the c6st, ofe ir es psed for merchandising and other non-tridit
purposes, et, CP -

N'igs -To verify the-resclts of this approach, a comparison waP
Me-Of two Kew York'brarch stores, -both of approximately the saee
sales volume and floor space, one of which was strictly a cash
operation while the other offered credit services. 1he cash.oper a- - .
tion stbre had a total of 15 phones in use'while the credltbtote"
was using' 110. this difference in phone usago was 35%.

Telephone order board salaries - '--

Telephone switchboard salaries
Employee benefits on above salaries

Based'q n the number of I.ncpmng' telephone calls and outgoing toll'
calls- handed by the Aai% switchboard operators for the credit' --

opera:tibn. together, With .the n-erous bill adjustment calls' and
ir uirie , andledby both the main switchboard and order board -"

oprators,"an estimate was rade of how many. operators cOuld be
eliminated on each board if the above'types'of calls were elim-
inated. Ihis number of equivalent operators was multiplied by the
average annual telephone operators- salary to determine the charge
against credit.
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Telephone costs were assigned to new account costs, account
servicing costs and account collection costs for presentation
purposes, largely In proportion to the number of new account,
account servicing and collection telephones in use in the store.

Taxes - Any tax applicable to the credit operation was charged to
credit. Examples are: gross receipts taxes applicable to service
charge income, and perspnal property taxes on the net asset value
of equipment and furniture used in the credit operation. Taxes
were included in account servicing costs for presentation purposes.

Insurance - Any insurance premiums paid on accounts receivable bal-
ances were included in account servicing costs.

Supplies and expenses:
Sales audit
Cash office
Paybill cashier
Mail service
In assigning these expenses to credit, the same percentages were
used as were ;sed in charging these departments' salaries to credit.

Direct selling Epplies (sales books, etc.) - An estimate was obtained
of the dollar value of sales books and credit books, etc., used to
record credit sales transactions. An allowance was deducted there-
from to cover sales books needed to record cash-send sales. The
net difference was charged to credit.

All of these supply costs are included in accolint servicing costs
for presentation purposes, as is the next item, audit fees.

Audit fees - An estimated amount to cover the audit expenses associated
with confirming accounts receivable balances, verifying allowances
for doubtful accounts and other similar identifiable credit functions,
was also charged to credit based on the estimated amount of time
required by the auditors to perform these functions.

Attorney fees - the cost of any special legal- fees associated with a
specific credit fnctioni for instance, any retainer fees paid to
an attorney involved in the store's collection activities, was
charged to credit costs. Such a cost would, of course, be charged
to account collection costs.

Interest at 6% on accou.;nts receivable investment:

1he cost of the capital required to finance the investment in
accounts receivable is an impoL'ant cost of credit. Cost of capital is
discussed at length in Scht-!le E of tlis appendix.

In the body of the exhibits a conservative 6% cost of capital
rate was used. This cost was determined as follows: each participant's
outstanding accounts receivable balance was determined as of the end of
each month during the year. The twelve monthly balances for the fiscal
year were totalled Nnd an average monthly balance determined. The 6%
rate was then applied to th-i average balarce to arrive at "interest at
6% on accounts receivable irvestrent'.
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credit dpace costs:

Space cots were assined to credit based on the assumption
that if the credit function departments were not occupying spade in the
store, this space would be available for expanded selling, qr smiles -
supporting activities.

The method used to determine the amount of space cost charge--
able to credit is as follows: iThe square footage of space occupied by
"direct" credit departments (i~e., credit, collections, prebillingi
billing and bill adjustment) was calculated for both the main store and
any branch stores that had,significant credit operations. Total. usable
floor space was then determined for each of these stores. Usable floor
space included not only selling space, but also office, stockroom and
receiving space, etc., if located within the applicable store. Other
buildings containing no credit operation, such as warehouses and small-
branch stores, for example, were excluded from consideration. Credit
floor space was then related to total floor space for each applicable
store and a percentage determined. This figure was then applied to the
total "occupancy" cost of the store and the dollar amount thereby deter-
mined was charged to the credit operation.

Included in occupancy costs were store rent, taxes, insurance
and depreciation, as well as such housekeeping costs as utilities, main-
tenance and cleaning.

Depreciation - credit function equipment:

Depreciation on credit function office furniture and equipment
is an additional cost of credit that has been included in the study. The
approach used in determining this expense follows: An inventory was made
of all owned furniture and office equipment used in the credit function.
Included were such furniture as: desks, chairs, tables, file cabinets,
etc., used in the "direct" credit departments (i.e., credit, collections,
billing, prebilling, and bill adjustment), plus su'h equipment as: bill-
ing machines, customer account files, paybill validators, proof mac hines,
mail inserting machines, postage meters for customer statements, grapha-
types, speedaumat files, microfilm'and other similar types of equipment.
The price of each piece of equipment was then determined at its current
market price or at the actual price paid for it by the store, if .this
information was readily available, because many desks and chairs tended
to be old, a conservative cost price was used for these items.

After each item was priced out, the total "gross asset value"
was calculated, and the charge to credit determined by using a deprecia-
tion rate of 10% on the gross asset value.

Intecest at 69 on investment in credit equ-ipment:

The cost of capital invested in credit space and equipment,
although comparatively small in amor.t, is also a cost of credit. A 6%
rate was applied to the net asset value of credit space and equipment.
These net asset values were determired as follows:

(a) Credit equipment - The relationship between the net and gross
asset value of each store's total equipment, furniture And fixtures
investment was determined as of the end of the study year. This per-
centage was then applied to the previously determined gross asseE value
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of credit equipment. The resulting net asset value was multiplied by
a 6% interest rate.

(b) Credit space - Where the credit activity was situated in an
owned building, the net asset value of that building was determined as
of the end of the study year. The portion of this investment attribut-
able to credit was determined based on the relationship between the
floor area used by credit and the total floor area available in the
building. The charge to credit was then determined by applying the 6%
rate to the credit operation's share of the investment.

If the credit activity was located in leased premises, of
course, no interest on investment in credit space was determined. Rent
expense was included in occupancy costs.

Additional salespersons' costs due to credit:

In most cases, more time is required for a salesperson to
complete a credit sale than a cash sale because of the time required tot
(I) prepare a credit sales check; and (2) to obtain credit authorization
when it is in excess of the established "floor limit". On the other
hand, the typical cash sale requires only a "throw-out" cash register
tape. Therefore, if credit services were discontinued, it would be
possible for the salespeople to provide the same customer sales coverage
over a shorter period of time.

Because of the large volume of sales checks processed, the
total potential time-savings are su bstantial. Further, in part because
potential savings are heaviest in peak selling periods when stores
generally use extra part-time help and handle a large share of their
sales transactions, a significant portion of these potential savings
could be realized as out-of-pocket savings if credit services were
eliminated.

Incl-ded as additional salespersor.s' costs due to credit is
only that portion of potential time savings that were estimated to be
realizable if the credit function were eliminated. This proportion was
determined to be 40% of the total potential time-savings. The basis for
this 40% fituro, together with the method ";sed to establish total
potential time-savings, arc described beelow:

A. Method of determining the extra portion of hales peoples'
time reqjlred to prepare credit sales cleckst

1. The average ring-up and write-up time required to process a credit
sale, including authorizing and sales check preparation time,
was compared to the average ring-up time required to process a
cash sale.

2. The extra time ircurred in handling the credit sale was multiplied
by the total nxuber of credit sales transactions processed
during the year.

3. The percentage of cash "send" transactions includingq COD's) in
relation to the total n,..ber of cash sales transactions was then
determined.
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4. The resulting percentagewas then applied.to the total tiWfigur6
determined in Step 2. This gave the total time-pertaining to-

send transactions that should be deducted from the.,total credit,
sales'aheck preparation time. The final result is the extat
time required to authorize credit sales and prepare credit sales
checks.

5. This extra time was then multiplied by the average hourly 'sotes-
person's salary, including employee benefits. The resulting
figure is the extra cost of the sales people's time that is
consumed in preparing credit sales checks and in authorizing
credit sales.

6. A 40% out-of-pocket cost factor was then applied to this figure
to determine the amount to be charged to credit.

B. Method of calculating the out-of-pocket
cost of salads peoples' time.

Total available selling times

52 weeks less equivalent of one week of holidays - 51 weeks

51 weeks X 6 days per week X 8 hours per day = 2,448 hour_

Period during which an out-of-pocket savings in salespersons' time
is possible.

Christmas Season - 4 weeks at 8 hours per day - 192 hours
- extra weighting because of

high proportion of trans-
actions handled during
Christmas period = 192

Easter season - 2 weeks at 8 hours per day = 96

Special sales - I week at 8 hours per day m 48

regular periods of business - (52 weeks, less
one-wee; af holidays and seven weeks covered
separately above) -,44 weeks at 2 hours per
day 528

1.056,hours

Calculation of percentage used in reducing salespersons' time to an

out-of-pocket cost.

1,056 43.1% Actual percentage used - 40%
2,448

Management costs.

Costs included in this category represent the costs of services

provided to the credit departments by various other service activities

within the store. It is reasonable to assume that if these services
were no longer required due to eliminating credit activities, the depart-

ments performing these services could either eliminate the costs related

thereto or could provide additional services to other departments. The

costs included in this category are listed below.
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Controller's staff expenses, including salaries, employee benefits
and miscellaneous supplies and expenses.

The portion of these expenses that is charged to credit was determined
as follows:

A percentage was obtained by relating the portion of those salaries
charged against credit for all departments under the responsibility
of the controller, to the total salaries of all departments respond-
ing to the controller. This percentage was then applied to the
above controller's staff expenses to obtain the applicable charge
to credit.

General management expenses, including salaries, employee benefits,
supplies, unclassified, travel, professional services, memberships,
etc.
Included in this category are expenses of a general management
nature. Excluded therefrom were any expenses that had been handled
separately in the direct or related expense classifications (audit
fees, for example), or those types of general expenses which would
not logically include services to the credit function (i.e., store
opening expenses or head office charges for centralized purchasing
services).
The portion of these expenses that was charged to credit was deter-
mined by relating all of those salaries charged to credit under the
"direct" and "related" classifications, plus the share of the
controller's staff salaries charged to credit, to total store
salaries. The resulting percentage (usually around 5% to 6%) was
applied to the above general management expenses.

Supply department expenses, including salaries, employee benefits,
supplies and miscellaneous expenses.
The distribution percentage used to break down thess expenses between
credit and non-credit costs was determined by relating those supply
expenses charged to credit (under the direct and related classifica-
tions) to total store supply expenses.

Other expenses, including salaries, employee benefits, supplies,
services and miscellaneous expenses for such service departments as
the welfare, employment, medical, training and payroll departments.

The distr, ition percentage determined for general management expenses
was used in charging these expenses to credit.

Other costs

This category was used to assure recognition of the fact that
costs in addition to those which could )e specifically identified with
the credit function are affected by the existence of credit in department
stores. No amounts were shown in the study exhibits for such costs since
they could not be ascertained with the requisite degree of accuracy for
all study participants.

The data available for four study participants, however, d4,d
permit some estimates to be made of two of these other credit costs:
(1) the costs incurred to handle the extra merchandise returns arising
from credit operations; and (2) the costs of the extra deliveries arising
from credit operations. These estimates are set forth on pages 11 and
12 of the report. The methodology employed ir)-making these estimates
is described below.
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'. Ket'.od of determining the ext:a costs of
customer returns on'credit sales:

1. The total number of credit return sales transactions was deter-!
mined for the year.

2. The percentage relationship between total cash (and COD) return
transactions and total cash (and COD) sales transactions was
then determined.

3. This percentage, determined in Step 2, was applied to the total
number of credit sales transactions.

4. The figure derived in Step 3 was then deducted from the total
number of credit return transactions as determined in Step 1.
The resulting figure in: the extra number of return credit trans-
actions.

5. The extra number of return credit transactions was next multiplied
by the estimated average time required to handle the return
transaction. This tive estimate includes the contact time with
the customer, plus the time required to prepare a return sales
check and to process the merchandise for remarking.

6. The resulting time figure was multiplied by the average hourly
salary rate of the sales people, including employee benefits, to
determine the extra cost of salespersons' time spent in handling
returned merchandise. (If someone other than a salesperson
handled this function, the procedure was adjusted accordingly.)

7. A share of the cost of the other departments involved in process-
ing returns (except for the Delivery Department, which is handled
separately) was also charged to extra credit return costs.

8. These "other department" extra credit return costs were determined
as follows:

(a) The extra number of credit return transactions was related
to the total number of cash (including COD's) and credit
return transactions.

(b) The resulting percentage was then multiplied by the cost of
operating the various "returned merchandise" departments,
to give the amount of the extra costs that are chargeable
to credit.

B. Method of determining the extra costs
of delivery costs on credit salest

1. A test was made of several days' sales transactions within a number
of selling departments. These transactions were broken down between
cash "takes" and "sends", and credit "takes" and "sends".

2. The percentage relationship of cash sends (including COD's) to
total cash transactions was determined and applied to the total
number of credit sales transactions in the sample.
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3. The resulting "allowable" deliveries figure waq. deducted from, the
total number of credit deliveries in the sample to derivethe
extra deliveries due to credit.,

4. This extra number of credit deliveries was rlated-to 
the total

number of cash and credit deliveries and a percentage developed.

5. This percentage was applied to the total ptrck' ae" delivery 'costs
to give the extra portion of delivery costs apple icable to credit.

NOTE: The delivery costs applicable to bulk deliveries were
not considered in this calculation as it was felt
that bulk packages,-because of their si2e, would
have to be delivered regardless of whether they
were sold on credit or for cash.
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SCHEDULE D

BASES FOR'ALLoOCATING COSTS BY TYPf OF CIWDI? ACCCOVNT

Although many stores had ,many of the necessary bases needed
to allocate credit costs by, account type readily available, it was
frequently necessary to build upother bases- from special teste'ok
from other information that the store had 'available. Because 'of_
these difficulties, it was not always possible- to use exactly the, same
allocation bases for every store. Inall, there were about twelve
major bases that were developed wherever possible. FolloWing 'are these
twelve bases - in order of their relative importance, together with a
tabulation of the credit costs on which they were most frequently used.

Basis

(1) Average monthly balances of
customer accounts receivable.

(This basis was calculated
by averaging the teIve'
monthly balances for the
year 1961. The balan:es
were shown g-0ss hefjre
deducting salea to banks
or the allowance for
doubtful accounts.)

(2) Numbor of customer statements
produced by the Billirng
Department.

(This basis included accounts
with zero balances at the
end of the month if there
had been sales or payment
activity, etc. in those
accounts during the month.
For stores that do not
produce statements for
their instalment customers.
the number of active
customers was used instead.

This basis was also used to
determine the number of
active accounts for
calculating unit costs.
The number of active
accounts is equal to one-
twelfth of the number of
statements produced
annually.)

Costs distributed thereby

- Interest on accounts receivable
balances.

- Insurance on accounts receivable
balances.

- Audit fees.

- Billing Department salaries and
expenses.

- Addreseograph Department services.
- Supply Purchasing Department

salaries and expenses.
- Charga-plate costs or services

ret the changing of customer
addresses.

- Telephone salary and services for
all account servicing functions.

40 -
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Basis

(3) Number of billing postings made,
excluding service charge
postings.
(This basis reflects the

following types of postings
made to a customer's state-
ment or account - sales,
sales returns, payments and
miscellaneous adjustments.)

.Costs distributed thereby

- Prebilling Department salaries
and expenses.

- Accounts receivable control
differences.

(4) Number of billing posting made, - Bill Adjustment Department
including service charge salaries and expenses.
postings. - Maintenance and repair of billing

equipment.

(5) Number of new account applica-
tions accepted for process-
ing.

(This includes rejected
applications if they were
processed through the
regular credit approval
procedures. It also
includes instalment
"add-one" if the "add-on"
is processed through the
regular credit approval
procedures, but not if the
"add-on" is only given a
cursory credit inspection.)

(6) Number of new accounts opened
for the type of accounts
using charga-plates.
(Excludes new instalment
accounts, etc. where
charga-plates are not
used.)

(7) Number of accounts in arrears

(This basis represents the
number of customer accounts
that are delinquent enough
to be subject to dunning.
It is determined from the
store's aging analysis of
receivable balances.)

- Credit investigation fees.
- Credit Department "new account"

salaries and expenses.
- Postage on new account mail.
- New account advertising and

promotion expenses.

- Charga-plate costs or services
re: the opening of new charga-
plate accounts.

- Used to establish the number of
dunning contacts made.

- 41 -
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Basis

(8) Number of dunning contacts
made.

(Thio basis includes the
.number of .drop-in" and

letter dune mailed out,
as well as the number of
personal interviews and
phone duns made. Where
this information is not
directly available, duns
can be estimated by
relating the store's
dunning policy to the
number of accounts in
arrears.)

(9) Bad debt recoveries (dollars).

Costs distributed tltereby

- Collettion;Department salaries
and'expenses.

- Postage on collection mail (use
only the number of letter duns
not drop-ins.)

- Collection agency fees.

(This basis is used only when
a relatively large propor-
tion of bad debt recoveries
are made through agencies.)

(10) Number of customer statements - Postage on customer statements.
mailed.
(This basis is a refinement

on the. number of customer
statements produced and is
used, if available, when
zero balance statements are
not mailed to customers.)

(11) Number of credit sales
transactions processed.
(In a number of cases
estimates were made based
upon the total number of
postings, excluding service
charges, less the number
of payments received on
accovint.)

(12) Number of customer payments
received on account.
(If not readily availblo,
this basis can be closely
estimated by reducing the
number of statements
mailed by the number of
accounts in arrears - i.e.,
those accounts with pay-
ment missing.)

- Sales Audit Department salaries
and expenses.

- Sales boolts and supplies.
- Additional salespersons' costs

due to credit.

- Cash Office salaries and expenses.
- Mail and messenger salaries and

expenses.

42 -
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In addition to the expenses mentioned above, there were a
number of other major expenses requiring special handling. These
expenses and the methods used to allocate them follows

(A) Bad debt expense

(B) Employee benefits

(C) Management costs

(D) Telephone expense

(E) Space c',sts

(F) Depreciation on credit
equipment

- The actual breakdown by type of account
was usually available at the store.

- The predetermined employee benefits
rate (based on the relationship of
total employee benefits to total
store salaries) was applied to all
credit function salaries after they
were allocated by type of credit
account.

- These costs were allocated based on
the cumulative total of all direct
and related salaries after they had
been segregated by type of account.

- These coites were first allocated
betWeen new account, servicing of
account and collection of account
costs, based on the number of phone
instruments used for each purpose.
New account costs were then
allocated by type of credit account,
based on the number of new account
applications accepted; servicing
of account costs were allocated
based on number of active accounts;
collection account costs were
allocated based on the number of
dunning contacts made.

- These costs were allocated based on
the number of active accounts. Most
of the space in the credit function
area is occupied by the customer
account files and billing equipment,
each of which is mainly related to
the number of active accounts.

- Depreciation on addressograph, mailroom
and paybill equipment was allocated
based on the number of customer
statements produced. Depreciation
on other equipment was allocated
based on number of postings, largely
because the major portion 3f this
equipment, measured in dollar value,
is made up of customer account files
and billing machines.
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(o) New account solicitation This~expense, covering the fees paie
tc' outside agencies for obtaining
:new account applications, was
allocated based on the actual number
of new accounts solicited, if this
information was available. If not
available, the allocation was made
based on applications accepted for
processing. This approach was
refined somewhat in that only those
types of accounts actually solicited
were included in the base. (e.g,,
If the agency was only -authorized to
solicit 30-day and revolving accounts,
but not instalment accounts, then
instalment account applications would
be excluded in establishing the
percentage allocation base.)

- 44 -
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SCHEIDULE E

OUTLINE OF COST OF CAPITAL CONCEPT

AND METHOD OF DLERMPNATION

Often, because cost of capital L not completely akin to other
costs with respect to the way in which the obligation must be met, it is
overlooked and not considered a cost in evaluating business activities.
However, the fact that it is an economic cost is widely recognized ii
knowledgeable circles including the Supreme Court of the United Stat ,s.

Accordingly, the cost of the capital required to finance
accounts receivable balances is a valid cost element which must be
included in measuring the total cost of credit. The only real question
centers about establishing the appropriate cost of capital rate.

It is typically impossible, except on an arbitrary basis, to
identify particular capital investments with specific sources of capital.
The costs of capital derived from different sources vary considerably,
and using capital from any single source can influence the cost of
capital available from other sources. Therefore, the cost of capital
invested in a particular activity should represent the company's over-
all average cost of capital.

To illustrate, if a department store finances a major invest-
ment in accounts receivable by means of long-term debt, it might be
argued that the applicable cost of capital rate is the interest rate on
the debt. However, as this transaction increases the proportionate
amount of debt in the retailer's capital structure, it may well increase
the cost of future debt financing or restrict the retailer's ability to
utilize additional debt sources for any future near-term financing. As
a result, further investment p,-ssibilities might require the use of
higher cost equity capital. Therefore, the cost of the capital required
to finance receivable balances is best measured in terms of the store's
over-all average cost of capital.

Computing cost of capitals

While in theory there is soma disagreement concerning how a
company's over-all cost of capital should be measured, the following
procedure embodies the thinking of a number of authorities on the prob-
lems First, a projection of the company's capital structure over a five
or ten-year period is made. Additionally, a projection of the company's
average interest rate on long-term debt is made, together with a projec-
tion of dividend rates on the company's preferred stock. Lastly, an
estimate is made of the ratio of anticipated earnings per share of common
stock to the stock's current price. This estimate should be made over a
relatively long term, say five or ten years.
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Once the capital structure hAs been projected and the cost of
each type of capital estimated, the company's average cost of capital
is computed by striking a weighted average cost of capital. For example,
assume that a department store has the following capital structure -
which is typical of a major department store chain - 15% long-term debt,
5% preferred stock, and 80% common equity. The company projects a 5%
average interest rate on long-term debts dividends on preferred stock
are estimated to average 6%. Collective investor expectations are for
corporate after tax earnings per common share over the next several
years to approximate 10% of the stock's current price. In the manner
illustrated below, the company's weighted average cost of capital from
the investor viewpoint, is computed to be 9.05%,

Cost of capital Pre-tax
Capital investor view point cost of capital*

structure Separate Weighted Separate Weighted

Long-term debt 15% 5% .75% 5% .75%
Preferred stock 5 6 .30 12 .60
common equity 80 10 8.00 20 16.00

100%

Weighted average
cost of capital 9.05% 17.35%

* These rates are based on an assumed
corporate income tax rate of 50%.

The 9.05% cost of capital from the investor-viewpoint is equiv-
alent to a 17.35% company cost of capital. Because of corporateincome
taxes (assumed to be 50%) the company must earn at a xate of 12% on its
preferred stock and 20% on its comuon equity to provide the required
investor returns of 6% and 10%, respectively. As debt interest is a,
deductible expense for income tax purposes, the company must earn at
only a 5% rate to meet debt investor requirements. The following tabu-
lations illustrate these cost of capital relationships.

Table I shows a hypothetical profit and loss statement while
Table I analyzes these profits in terms of capital sources and cost of
capital rates. The numbers used relate to the above cost of capital
computation.

Table I

Profit and Loss Statement

Income before interest and income taxes $173,500
Less interest on long-term debt 7,500

Income before income taxes $166,000
Less income taxes at 50% 83,000

Net income after taxes $ 83,000.
Less preferred stock dividend 3,000

Common equity share of earnings $ 80,000
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Table 11

Analysis of Capital and Cost of Capital b Source -

..Companyls..
Distribu- . . pre-tax, C

investor tion of cost of p?

cost of earnings capital ct

Source of capital among income require- c

capital Amount -rates investors taxes senta i

nq-ter, debt $ 150,000-- 15 ,500 -$ - $- "j
5O0

preferred stock
common equity

Total capital

50,000 .6
_800,000 .10

I I200.0 00

83.00(
80,000

0,000 1 6,0000.e,oo0 160,o0

e-t4.
ost of
capital
:ates:

12
20

Incom6 after taxes, but before
interest and dividends

Income taxes (at a tax rate
of 50%)

Income before interest and

income taxes

weighted cost of capital
rates

Study costs of capital

:$90,500

9.05%

18300

17.35%

In practical sense, a host of assumptions underlie the deri-

vation of the 17.35% cost of capital computed in the'above example. For

example,0a number of assumptions surround 
the determination of the 10%2

cost of common equity from the, investor viewpoint. it is extremely

difficult to determine investor expectations concerning future earnings/

price relationships with precision.
,

Fortunately, a certain degree of.imprecision 
in computing cost

of capital does not destroy the usefulness 
of the computed rate. For

example, if an investor cost of common equity capital 
as lo

w 
as 8we

used In the above illustration, the 
retailer's average cost of capital

would b coma 14.15% rather than 17.35%. 
This rate is still materially

above the 6% cost of capital used in 
the body of study exhibits.

Obviously, a 6% rate is a very conservative 
average cost of

capital. To portray the effects upon credit coats 
of using more

realistic rates, supplemental d&ta 
are shown on the exhibits depicting

the "excess (deficiency) of revenue 
over costs* of using costs of

capital of 9%, 12% and 15%.
- 47 -
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lIfon. WAlrLACI -F. BzNwrrr, ~ l
Commttee on Banking and ;wnrreso,-,
U.Smoate. WeA~notopDO. .

.Daa8iNAToS B rr: 'he A eaa Bar Foundatlot has Crln# t past: 2.:
erj, beed -onduting d study Of etatfty materlaS relathig to-OoMmie e "tediti

1~tuiatud)'r we have collected and re*lewed all Of th,6 existing Ieglsltlonbbth
Otite'Aand rede*l, regulating paaumi~dta t ntsadhezoesOu
o(which such arfngemnt -6rI*. - W e hae retl empl -d th6e d4ftb of

a maiuserIpt which deisbes these statut6T-miteflals tM' sets' ftl'ort lu.
ulin which may be drahh tfohin iarOview of- such matrW.&, Publleftbm. aWnd'-

distribution of t nS:itIcI:ill be mdefonly' after the reisrchddV&t,..ttd6
of the ba~r foundation 'evew, And akiOrdies the man-ctIpt. It ii Oxi cted t t
the committto6 will, n ItnU mid-March meetig, 'evleW, dlsd uk-& tid posslby ac't
upon the niunscript- Publieatfon w6bld follow wlthln approximately 8 months
after committee approvaL.

In Ma* of 192, the foundation rOetet'l!a profsbeths'In which the broad gut-
iies of a temeral program for resedh li 'eofidsumer oellt 14 * Weie d escied.
The work described above representA the first phase of the study as det lbed
In the prospectus. We are planning to amend "th aforementloAed pr oc

within the next few months tO mote & retully relljnt the next phase o colijmner
credit research: now being *onslderbd bt the, bat 'onfidiflo In thls sco6fd
phase and subject of coU-seto the approval of the ba'rf'6'udaton' ot rdb of dlI
rectors and research committee, we shall engage in empirical research for thp por;'
pose of studying the effect of the absence or presence of select types of statutory
controls on particular phased of the consumer credit process.

Very truly yours,
BAusAza A. Cu=Air,

Research Attornei.

AUEIUCAN BAR AssocATION,
Ooago, Ill., April 11, 1963.

Hon. WAU.ARS F. BuVNwr,
U.S. Senate,
Wa hngton, D.O.

DzAx SZNATOR BzNwmrr: Pursuant to your request for Information on the
status of the consumer credit project of the American Bar Association, I am
enclosing the foundation's prospectus of the study, and a copy of a letter from
Miss Curran, the research attorney for the project.

The overall study Itself will be most comprehensive, and, In its entirety, will
take an Indeterminate time to complete. The purpose of the study is to provide
thorough and up-to-date Information on the entire consumer credit field so that
responsible Judgments may be made as to whether any kind of legislation should
be enacted.

The first phrase of the report is the compilation and review of all consumer
credit legislation presently on the books. As Miss Curran's letter states, this
compilation should be completed by early summer. At that time, a determina-
tion will be made as to where the foundation will proceed in this broad field.

Very tfuly youref LOWELL B. Bo,

Assistant Director, Wastigton Office.

AMERIOAN BAR FOUNDATION,
OMcago, Ill., March 29,1968.

Low=LL R Brx, Esq.,
WahingtoN, D.O.

DzA Ms. Btox: Pursuant to our telephone conversation of yesterday after-
moon, I am enclosing two copies of the prospectus for our consumer credit project.

You will notice that the prospectus included a brief review of consumer credit
arrangements and their regulation, an outline of the program for research, and
a description of the estimated staff requirements and time schedule. I think
rou will find you are primarily interested In part II of the prospectus entitled
programm for Study of Consumer Credit." This part describes the objectives of
the study, the scope of the study, and the nature of the research contemplated.
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I would like to mention that this 'prospectus was completed In May 1982 and
that' the brief, review of consumer credit arrangements set forth in part I has
not been brought up to date.

At the present time we are engaged in the first phase of the study programm'
For the past several months we have been compiling and reviewing legislative
material relating to consumer credit including retail Installment sales acts; s k
loan IoLwo; Interest and- usury status; credit insurance legislation; egslmatl.o
relating to Industrial loan companies, savings, and loan .ssociaUons, credi..
unions, and pawnbrokers; credit insurance legislation; installment loan les
tlion; .materials relating to lebt pooling, wage asIgnments and wage garnish
ments; as well as chapter XIII of the Bankruptcy .Act. In the course of Oi,
study of this material we have been comparing similar statutes in different

Jurl ictions, to determine in what respects they differ and in what respects they-

are alike. In addition, we have been seeking to determine the trend and compare.
hensiveness of legislation. Our primary goal in undertaking this phase of the
project Is to furnish ourselves with the basic materials necessary to make deci-

sions about the nature and scope of field studies that we ultimately plan to
undertake. We do, however, plan to make available on a general basis a mono.

graph covering the analysis and evaluations we make on the basis of our study of

the statutory materials. We expect that the monograph will be ready by the
early summer.

If after you have -reviewed the prospectus you have any questions or com-

ments, please let me know. I shall be glad to furnish you with any additional
information you may require or to expand on any of the points set forth in the
propectus or in this letter.

Very truly yours,
BARiBARA A. CUwAN, Research Attorney.
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As of Dtember 3O 196;, outstanding cosqumer credit iage United AteI as

--liel to $57,139,009,O00. The miseiof this figure . nd pf-itsef mkes apparent
kthet toneumer credit 6 £ e ubstentii, amd stpif icast Aacto*in tie economy, of

Mtehi couatt. -The -aboyfiute repreeei ,the eauef tut go4ioindebttdness
.incurred by individal& persons for tie purjobe 0fequikfim ngds pne services to
be used in maintaining, enhancing or. attaining a particular standard of living
for themselves and their fealtiss. H3,163,000,000 or about 801 of the above.
figure represents instalment credit, that Ls debts repayable by consumers lasub-
stentiaLly equal amounts over a specified period of time. Credit for purchase of
automobiles and bther high coat durable goods (such as furniture and'household
applisnces), for repair and modernization of property, and for the consolidation
of existing debts, is usually.extended on the basis that repayment vill be made
in instalments. Won-instalment credit, Including thirty-day charge account'to
credit extended for services performed (4.g., for physicians' fees), and single
payment loans, was equal to $13,976,000,000 as of December 31st.

Who are the people who avail themselves of-consumer credit? For what purposes
do they seek credit? What institutions make consumer credit available? What are
the different types of consumer credit arrangements made available by such instt-
tutions? In what respects do credit arrangements made ava$lablq .ydLflarent iII-
etitutions differ and in what respects are they similar? In what ways are consumer
credit institutions and consumer credit arrangements regulated.by,ttelegis-
lation? What is the purpose of such legislation; in what ways does it fulfill its
purpose; and in what ways is it inadequate? The above questions will be discussed
on the following pages in a most general way. At best such a review can touch
upon major points only in a cursory way. The danger in such a sumary lies in the
fact that it tends not only to make the entitle subject matter appear one-dimensioral
but also to oversimplify the nature and complexity of the problems involved. How-
ever, it seems, in spite of the disadvantages inherent in covering such a complex
subject matter in such a general and brief way, that this summary would be useu'il
in orienting the reader preliminary to his review of the program for study hernin-
after set forth.

Identity of the Consumer

The social, economicand political forces present in our society during
the past fifty years have provided a favorable environment for the increase of
interest in, and acceptance of, consumer credit, both by potential consumer-debtors
and by potential suppliers of credit. The income of the average American his be-
come such that his purchasing power exceeds that required for subsistence level
food, shelter, and clothing. He thus has available to him fund# from which he may
purchase goods and services which are not, strictly speaking, necessary for preser-
vation of Itfe and health. The industrialieation of the society and the production
of goods on a mass bseis has, in addition, provided reasonably stable eloyment
for large numbers of people. By the same token, mass production has made available
to these very people goods and Services at a cost that is within their buying power.
Aa a result, the average consumer is placed in the position where he can reasonably
expect to have sufficient income in the long run to enable him to acquire goods and
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services which represent something other than necessitous purchases. Poteantll
creditors can, because of the level of income and the stability of employment,
reasonably expect that advances of credit made to such consumers for such goods
and services vii be repaid.

A consumer may. it he vents to acquire particular goods and services, pay
cash for them*ad thereby acquire ownership in, and enjoyment of, such items im-
medistely Upop deciding that he wants them. This presupPoses that he he the
resources available .o make cash purchases. Studies tend to show, hoeleer, that
the need and desire for s number of high-cost .consumer goods and services arise
for many consumers at a.time when their cash resources are insufficient to'pay for
tbm. In many cass it is the young married couple tLat feels the greatest need
for a houses washer, television set, or car. A study in 1961 (made by the Wieau
of asuin4e oe eprch at the University of Michigan) has shown that mall lon bor-
covers clustered in the following manner:

(1) 55% of the borrowers were 21 to 40 years of age and 75% of the borrowers
were 21 to 50 years of age;

(2) 81% of the borrowers were married; only 19% were single;

.(3) 621 of the borrowers' annual income fell between $3600 and 6000; 21% of
the borrowers had a yearly income in excess of $6000.

It should be noted that the above figures are based on a study of the charac-
teristics of borrowers from small loan companies. Yearly income figures would
probably ba somewhat higher for other types of consumer debt. Other studies tend to
show that the educational and social characteristics of ths consumers have more
effect on the type of consumer product that is acquired cm a credit basis rather
than the dexre or incidence of use of consumer credit.

us@es of Cncsumer Credit

Consumer credit represents an alternative either to (a) paying cash out of
current savings or (b), in the absence of savings, postponement of use and enjoy-
sent of goods or services until resources can be accumulated. Through the use of
consumer credit the individual cen acquire present enjoyment of goods and services,
but not necessarily ovnsrehip'Or title, and pay for these items as well as acquire
absolute ownership of then out of future income.

Consumer credit is used by consumers for

(I) Purchase of high-cost goods, such as automobiles, home furnishings, boats,
and other durable goods' purchase of lower priced items such as clothing and
food;

(2) Purchase of services, such as renteA of automobile, physician and dent.;c

core, funerals, hospital care, hotel accommodations, meals;

(3) Repair and modernization of homes;

(4) Purchase of residential real etatet;

() Consolidation of oustanding debts or payment of one outstanding debt;
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(6) Travel;

(7) Education.

Consumer debt may be assumed by the individual for the purpose of paying for
emergency needs or expenditures. Sometimes a consumer is faced not merely with
the choice between enjoyment of goods or services now or at a later date but with
an emergency situation in which he must obtain funds to finance the payment for
services or goods which he requires immediately. Unexpected medical fees, funeral
expenses, hospital charges represent outlays with respect to which the Individual
consumer has no practical choice. Borrowing, or otherwise obtaining credit for
such services, would be considered necessitous or emergency borrowing. On the other
hand, enjoyment of, or use of, a car or television set or taking a trip to Bermuda
can be postponed by the consumer ff he so elect*. His decision to obtain credit
to finance the payment for such services or goods is a voluntary act involving one
of two alternatives. Theoretically at least, he could forego enjoyment of such
goods or services until he had' aved the required money to pay for them. It should
also be noted, however, that the standard of living of the community generally
and of the group to which a particular consumer belongs may have made some services
and goods, which technically can be classified as luxuries, necessities for members
of that particular community or society. Consequently, forbearance by a particular
individual from use or enjoyment of such goods or services may involve sooethin$
more than just a postponement of enjoyment of non-necessitous items.

Credit Institutions

Since the beginning of the twentieth century the volume of consumer debt hag
steadily increased. During the period commrencing in 1916 end ending in 1959,
consumer debt (including residential mortgage debt) increased from $6.25 billion
to $187 billion. Consumer instalment debt was less than $1 billion at the end of
World War 1; at the end of 1959 it was $40 billion. During the same period a
similar increase in the number and types of institutions which participate in the
consumer credit market also took place. Institutions currently engaged in consumer
credit floanoing include commercial banks; savings and loan associations; credit
unions; industrial loan cempanles (Morris Plan banks); small loan companies; retailers,
including, but not limited to automobile dealers, department stores, specialty
stores, mail order houses and gasoline companies; sales finance companies; and pawn-
brokers. The share of each of !,ese institutions in the total market differs and
constantly changes. in 1959 Lane total instalment credit outstanding was $34,029,000,
000. Of thia amount almost $13 billion was held by coaerciel banks, $8,733,000,000
was held by sales finance companies, $2,647,000,000 was held by credit unions,
$3,380,000,000 by consumer finance companies, $,510,000,000 by other financial
institutiqs, and $4,851,000,000 by retail outlets including furniture stores,
department stores, household &ppliance stores, automobile dealers and others.

n Prior to the twentieth century, credit for consumer goods or services Wa3
not generally available to the individual wage earner. With the growth of the
factory and the wage system, individual lenders did begin to make credit avail-
able to wage earners. However financial institutions such as commercial banks
did not generally make loans to individual consumers. Such institutions could
profitably invest their resources in loans for commercial productive enterprises.
Other business organizations which might have been willing to enter the field of
consumer credit found it economically not feasible because most usury lava then
on the books established maximum contract rates of interest which were insuf-
ficient to cover the high cost of making numerous small loans repAyeble on an
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installment basis. Individuals In need of credit therefore looked to those vho
ere Villng, to make loans to them at illegal rates. Such illegal lenders charged,

s.0rbttent rates and used unscrupulous collection methods. It was often the case
tkat once an individual became Indebted to one of these "loan sherks"-he ford he
covid barely manage to keep up interest payments, let alone pay off the principal
mount o 'bhe loan. Refinancing loans at exorbitant rtes wae standard practice.
rrompted .y the plight of the necessitous borrower, the Russell Sage foundation
is the early 1900's sponsored extensive studies in the field of &walii tane and
in 1916 published a uniform smell loan law (the first of seven drafts). , Tke uniform
law permitted rates ofinterest.in excess of the maximum permitted by usury Otat-
stem to be charged for Instalment loans made to consumars by lenders licensed by
spropriate state agencies under the small loan low. Since 1915, the uniform law,
r lava similar to itb have been enacted in most jurisdictions. It Is under, d.
by vittue.oft these laws that the smalt lol n €ompcnies (sometinee called personal
loan companies or consumer finance companies) veto created and still Operbte in
the field of consumer instalment credit. Small loan companies in 1959 held about
10% of the consumer instalment debt then outstandLng. There are currently a few
organizations such as the Household finance Corporation end the Beneficia l Finance
Campany which operate on a nationwide basis and many independent small loan crm-
pastes which operate on i purely local basis.

Paswnrokers have historically engaged in consumer credit of a limited type.
IvLdence shows, however, that the absolute numbers of pawnbrokers have decreased
Is recent times ad that their participation in the consumer credit market Is
very small and limited Is scope.

in 1910 Arthur J'. morris created the Morris Plan which was a method of ex-
tending instalment credit to individusle at effective interest rates in excess
of that permitted under.usury statutes. Under the Morris Plane 4n individual
borrowed money for a specified period such as one year at the maximum le0al rate
of interest. The interest was deducted in advance from the face amount of the loe;
In connection wLth this but as a separate trensaction the individual made
wnthly deposits in'an account with the lender during the period of the
loan. The amount of each deposit wss such that the total made during the term
of the loa would equal the amount necessary to pay off the loan when It matured,
lbrris Plan banks, or industrial banks, participated to A greater extent in the
consumer credit market in the 1920's and 1930's than in recent years. The reia-
tive share of such banks in the market has lessened partly because of competition
and partly because of attrition due to the fact that many such banksinitilly
organized as industrial banks, subsequently became chr-tered as commetacil hanks

savings and loan associations were in existence as early as 1830, These

stiLtutions have historically engaged in the financing of home building. They'

may be chartered either under state statutes or under the Federal Savings end
Loan Act of 1933.

Credit unions which currently may be chartered either under state or federal
legslatin were first organized in this country in the early 1900's. Credit
unions are associations of consumrs, e* of whom save funds with the organism-
tion for thepurpose of nvestment ard some of whom borrow funds from the associ-
stion to meet individual needs. The growth of credit uPioAt and their increased
participation in the consumer credit market has been. steady and substantial since
the Federal Credit Union Act of 1934 was enacted. In 1939 credit unions accounted
fcr 1132 million of consumer instalident credit or a little less than a 3% share
In the total consumer instalment credit outstanding at that time. la December 1959,
credit unions held $3,232,000,000 of consumer instalment credit or Ahared in a
little over 8. of the mrkkt.
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Commercial banks were historeally reluctant to participate in the consumer
credit market Iith'the exception of mortgage loans on residences. One'of the first
personal loan'departments easablished by any'comsercial bank vs established by the
First National City Bank, in New York in 1928. during the 1930's, the number Of
business borrowers decreased. Banlb had funds available for investment but the
sources for investment were limited. It was then that the banks turned to consumer
loans as a means of investment. Since that time, and particularly Since the Second
World War', the participation of banks in all phases of consumer credit has grown.
Today banks Osrticipete' in almost all phases of consumer credit activity. Danka
make in+talmeht loans either secured or unsecured, to iddividusl consumers for Gll
kinds of consumer' purposes including purchase of goods and services and payment of
debts.-- Bankes'Ieo purchase instalment sales paper fromretailers iteludtsgbut 'Fr
not limited to, automobile dealers, departaett stores and sirlides. Finally,7
banks have recently experLnted with novel types of revolving credit afrangements
with consumers such am check credit and charge credit (described more fully herein-
after). -

The first sales finance companies In the United States Vere established In the
second decade of the twentieth century for the primary purpose of financing the
purchase of autosobiles. These early sales £inands companies included Genetl
Motors Acceptance Corporation, a subsidiary of General Motors established in 1919;
Commercil Investment Trust established In 1924; and Comercial Credit' Company
established in 1912. By 1920 there were 120 sl4ds finance companies; by 1925, 1400;
and by 1952, 2,720. In 1930 90% of sates financing volume was handled by X* cow-
panics and 75% by 100 companies. The aforementioned companies ere the three l0'gest
national sales finance companies. The participation of sales finance companies
has not, however, been limited to automobile financing. Today sales finance companies
purchase consumer instalment paper acquired by salters for many kinds of goods-and
services. It is interesting to note that in December, 1959, sales finance companies
held $10,149,000,000 of instalment credit or almost 30% of the total constmr instal-,
ment credit outstanding at that time. Commercial banks were the only credit inert-
tutions which held a greater volume of consumer inataiient at that time, i.e.,
$14,992,000,000 or almost 407 of the total consumer instalmeat crodit'outstnding.

Sales finance companies do not engage in any form of direct lending or granting
of credit to eonsvaers. Rather, the retail fuller enters into the credit arrange-
ment with the consumer at the ti"e the consumer purchases the goods. Thereafter,
the seller assigns or otherwise trar, fers his interest *s creditor to a sales fi-
nance company, 'Thus saes finance company dealings with the consumer arise after
the contract negotiations have been completed and at the time payments by the consult
become due. However, it is generally recognized that sales finance companies exert
a substantial influence on sel.lers with respect to the nature, content,- and form of
the inrmt ents used and the pattern of negotiations followed by sellers when they
work out Instalment credit arrange cents wLth customers. -

Most small retail sellers assign or otherwise dLpose of their accounts receiv-
able with sales finance companies, Som of the larger retail sellers-auth as Surs
Roebuck have subsidiary corporations which engage in sales financing (e.g. Sears
Acceptance Corporation). A small percentage of retailers do not transfer their con-
sumer credit paper to third parties. Most retail sellers do not have the resources
to engage in long term consumer financing arrangtments whereas they can afford to deal
in short term thirty-day charge accovnts. In any event, practically all retailers
engage in consumer credit operations to the extent that they make available to the
buyer an their premises consumer credit arrangements and handle the negotiation of
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the instalment contract vith the buyer even tlhough-they may ultimately transfda
their, interest in such contracts to either a bark or a sales finance company. In
1959 retail outlelq.held $5,646,000.000 of instalment credit or about 12. of the
total consumer instalment credit outstanding.

Types of Consumer Credit Arrangements

There, oeraumrous types of credit arrangements available to the consumer today.
In some cases credit arrangement which are classified by credit institutions, by
courts, by atate legislatures, and even by some economists ts different types of
arrangements having different Legal and technical implications for both credit
institutions. and consumers seem in practical effect, for the consumer at least, to be
very much the same. On the other hand, proprietary names given by particular credit
institutions to certain kinds of arrangements tend to Indicate that these plans are
substantially different from any other pla,'s available. It is small wonder then
that the average consumer finds it difficult to distihguish beteen consumer credit
arrangements available to him and thereby sometimes falls to evaluate properly vhat typ
of credit ar rangement Is best suited for his needs and financial abilities in a
given situatto.

The development and establishment from time to time of new credit arrangmeents
"as for the most part, been a matter of creating ntw arrangements for needs not
completely satisfied by existing trrengements. In addition, the characteristics of
sew arrangemen @ have been generally determIned by customs and usages of the credit
institutions which establish the particular nev arrangemnts. Pattern or unity in
design has,. for the most part, bezn disregarded in the development of credit arrange-
sects and specific arrangements offered by a particular credit institution have
tended to ,take on characteristics peculiar to the type of arrangement" such credit
institution generally engages in. Consequently, credit arrangements offered by
different credit institutions appear, upon superficial appraisal, to be Aissimilar
ot only in form but in substance and function; whereas a study of such arrangements

which takes into consideration both the historical context of their creation and
development and the credit function they perform tends to show that basic similarities
in substance and function do exist to some degree among all such arrangements and
that such similarities do exist in a marked degree for particular arrrenements.

Credit arrangements may be classified as two basic types vendor credit and
lender credit. Lender credit i that type of arrangement in which cash or credit is
extended to the consumer tn return for his promise to repay. Interest may be charged
and the debt may be secured by some security interest. The entire transaction.con-
stats of the granting of credit or the payment of cash without, technically at
least, any regard to the use to-which the credit granted will be put by the borrower.
A loan of a flat cash amount by a bank to a consumer in return for the consumer's
promise to repay the amount borrowed plus interest in equal instalments over a speci-
fied period of time constitutes lender credit. Vendor credit is credit which is
tied tO sale of goods. That is, credit is extended to an individual by a seller
of goods for the sole purpose of permitting the buyer to take delivery of the goods
at the time of the sale without paying the cash price of the goods to the seller-
creditor at that time. Accordingly, for our purposes, we shall define vendor
credit as credit extended by an institution primarily engaged in the sale of goods
or servIces for the purpose of enabling te buyer to receive goods or services at the
present time in return for the buyer's promise to pay cash for the goods or services
et some future time. Lender credit will be used to mean the extension of credit by
a business organiation, other than a seller of goods or a purveyor of services, for
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the purpose of making cash or credit available to an individual for any purpose or
for a specific purpose (including the purchase of goods from a seller) in return for
the promise by that individual to repay the amount loaned at some future date.

Lender Credit. Lender credit may be classified as (a) non-instalment credit,
i.e., loan repayable in a lump sum and (b) instalment credit, i.e., loan repayable
in instalments. The major portion of consumer tender credit is of the instalment
t)pe. Non-instalment credit includes but is not limited to short term bank loans
secured by savings passbooks or other collateral and loans made on insurance policies.
Instalment credit will be our main concern. Instalment lender credit includes

(1) Lump sum . loans made by banks. Such loans may be secured or unsecured.
The interest may be computed in advance and deducted from the face amount of
the loan. In such a case the cash amount received by the borrower is the face
amount of the loan less precomputed interest. On the other hand, the interest may
becomputed in advance but not deducted from the cash amount paid to the borrower.
In any event, the loan is repayable by the borrower generally in substantially
equal instalments over a specified period of time. Instalments cover principal
and interest. Instalment loan arrangements may be repayable over as long a
period as three years for purchase of automobiles or five years for repair and
modernization loans or for longer periods for tuition loans.

(2) Lump sum loans made by-industrial banks (i.e., Morris Plan banks).
Industrial banks make cash loans repayable in instalments. The interest is
generally precomputed and discounted from the face of the note. The full
amount of the Loan plus interest is due and payable as of the maturity date
specified in the note. At the same time that the note is executed, the borrower
arranges to deposit in a special account with the bank (on some periodical basis)
specified amounts the total of which will equal by the date of maturity of the
note the amount of the loan plus the precomputed interest. Sometimes an addi-
tional fee for services (for example. 2% of the amount of the loan) may also be
charged where permitted by law.

(3) Lump sum loans made by credit unions. Lump sum loans made
by credit'unions may be secured or unsecured. Loans are made to members of
the union, The borrower receives a lump sum cash amount which is repayable
in instalments. Interest is computed monthly on. the basis of the outstanding
descending balance. Instalment payments include both principal and interest.

(4) Lump sum loans made by savings and loan associations. Loans made by savings
and loan associations. are generally extended for the purchase of real estate
or for the modernization or repair of residences. Such loans are repayable in
instalments and are usually secured.

(5) Lgmp sum loans made by small loan companies. Lump sum loans repayable
in instalments are made by mail loan companies either on t secured or unsecured
basis. The calculation of interest and method of repayment are fully regulated
by statute. Statutes establish a maximum interest rate computed on a monthly
basis on the amount of the declining balance as in the case of credit unions.
However in some jurisdictions interest may be precomputed and added to the princi-
pal for the purpose of calculating equ~i monthly instalments in advance. The
difference between these two approaches becomes significant when the borrower
anticipates his payments. In general, the loan is more costly for the borrower
who prepays at an early date if the interest has been precomputed than if it is
computed on a month to month basis on the then outstanding balance.
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The ditffrence In treatment of the loans, described above can be' traced to their
origins. Banks customdrtly dcilt' in terms of interest quoted on an annual basis
and sometimes discounted in advance. Special legislation was often not needed for
them to enter into the InFlaiment loan field. Small loan legislation. as ail asL
credit union legislation, were consumer oriented.. It was felt that the borrower
would be more aware of the cost of credit to him if rates were quoted on a per cent
per month basis.

Other kinds of lender instalment credit arrangements offered by banks include:

(1) Charge credit plans. Even though charge credit plans vary in specifics from
bank to bank, certain general characteristics are present in all such plans.
The bank enters into an arrangement whereby the bank extends to the consumer a cred-
it in specified retail stores, but not cash, up to an appropriate maximum deter-
mined by the bank. Under the arrangement, the consumer can purchase goods In such
stores on credit and the bank pays the retailers for purchases made. The bank
bills the consumer periodically, usually once a month, for payments made by the
bank for purchases made by the consumer. If the consumer pays all charges within
thirty days from the billing date, no interest is charged to him. If the con-
sumer takes longer than thirty days to pay in full, he is required to pay a
specified interest charge on the amounts which are outstanding on his account
with the bank for more than thirty days. Generally, the bank requires a minimum
monthly instalment based on the amount of the credit then outstanding or as agreed
between the bank and ti-e consumer at the time the. arrangement was negotiated.
The bank also makes arrangements in advance with the retail stores at which the
bank's charge credit arrangement will be honored. The retailers, of course,
compensate the bank for Its administration of the charge credit service. From
the viewpoint of the consumer, the arrangement is much the same as the charge
credit accounts made available to him by large retAilers. The only difference,
from his point of view, is that he pays the bank instead of the store.

(2) r "slr credit ri . Chieek credit plans are revolving 'credit arrangements whereby
the consumer and bank agree upon a maximum amount of credit which will be es-
tablished for the consumer at the bank. No cash is paid by the bank to' the con-
sumer at the time negotiations are completed. Instead the consumer Is entitled
to draw on su-h credit by writing a check in any amount above a specified minimum
and no greater than the maximum amount of credit extended. When the check is
paid by the bank, the consumer becomes indebted to the bank for that amount.
The consumer may draw additional checks from time to time as long as his out-
standing debt together with the amount of the new check drawn do not exceed
the aggregate credit authorized under the initial arrangement. Repayment is made
by the consumer in monthly instalments. The amount of monthly instalments will
be established at the time the arrangement is negotiated and may be a specified
amount or may be based at all times on the then outstanding balance. Instalments
include interest which may be computed monthly on the outstanding balance.
Generally, a handling fee (e.g. 4.25) is charged for each check drawn.

Vendor Credit. With the exception of charge credit plans, the loans described
above may be made for a variety of purposes: purchase of a home; repair and i-oderni-
cation of a home; payment of educational expenses; travel; purchase of an automobile,
boat, household appliances; consolidation of bills; payment of emergency expenses
such as fees for doctor's care; or payment for myriad consumer expenses. Vendor
credit is specialized to the purchase of goods that a particular vendor sells or
to services a particular vendor furnishes.

2W-902 O-64-pt. 2-6
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(1) Short term vendor credit. Vendor credit represents the major portion of non-
instalment consumer credit. In 1959, short term vendor credit accounted for
approximately two-thirds of non-instalment c onsumer credit then outstanding.
Non-instalment vendor credit is short term credit and consists of-two types;
charge accounts and service credit.' Retail sellers and service organizations
generally extend credit to consumers for purchase of goods and services respec-
tively for thirty days, more or less., without making a finance charge therefor.
Most credit cards or charge plates issued by retail sellers such as depart-
ment stores, gasoline companies, or transportation companies represent thirty.
day charge accounts. Most vendors will impose a credit charge or otherwise
convert charge accounts into instalment accounts if accounts are not paid in
full thirty to ninety days from the billing date.

Credit arrangements provided under plane such as Diners credit cards. Carte
Blanche, and American Rxpress are also short term credit. It is not entirely
accurate to classify these arrangements as vendor credit since the credit ar-
rangement is between the consumer and an intermediary organization which makes
payment to the vendor. The arrangement is similar to charge credit arrange-
ments provided by banks. However, in the latter case, repayment may be on a
long term instalment basis whereas generally, the former type of arrangements
are short term,

The second type of short term vendor credit, i.e., service credit, Is that pro-
vided by those vendors wbo "sell" a service, for example, doctors, dentists,
repairmen, hospitals. In general, a service is performed for the consumer and
then the consumer Is billed for the service and is required to make payment
immediately or within a specified number of days after the receipt of the bill.
No finance or credit charge is made or specified for the short term extension
of credit of this type.

(2) Lon& term vendor credit. Long term vendor credit is made available by retail
sellers such as automobile dealers, department stores, mail order houses, furni-
ture stores, appliance stores, boat dealers and other sellers of high cost durable-
goo j. Such credit arrangements are of tvo types. One Is the credit arrangement
which covers the payment for one Item purchased, e.g. the retail instalment
contract for the purchase of en automobile. The other is the credit arrangement
whereby subsequent purchases made by the consumer are added frou time to time
to the original retail instalment arrangement. The first will be referred to
hereinafter as the 'Ine item instalment arrangement" and the second as the
"add-on instalment arrangement."

Under the "one Item instalment arrangement" the vendor agrees to deliver to the
consumer the item purchased in return for the consumer's promise to pay the
purchase price (pIus an appropriate finance charge) in Instalments to the vendor.
The vendor may or may not retain a security interest in the item purchased.
The vendor and consumer will agree on a purchase price plus a specified finance
charge to cover the period during which payments are to be made. The total amount
of the price and finance charge Is then divided by the number of payments the
consumer agrees to make. For example, If the consumer is purchasing an automobile
for #2,000 and is to pay for it in monthly instalments over a period of one
year, the total finance charge might be $20). Thus, the consumer would pay
$2,200 divided by 12 or 4183.33 per month to the vendor. If the consumer Is
permitted to pay all or some instalments prior to their due date, an appropriate
adjustment in the finance rate may be made. By the same token, if the consumer
fails to make timely payment of one or more instalments a delinquency charge
may be made.
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In some cases of lione item instalment arrangements" the finance charge is
computed on the baalesof a fixed percentage of the descending outstanding
balance. For example, a consumer might purchase a sofa for $500. The fi-
naftce charge could be 1% per month on the outstanding balance as of the
consumer's billing date. Usually, a minimum monthly payment is required of
the con umer. The instalment paid in any one month will cover the finance
charge that month and the balance will be applied to principal balance
outatan In this example,' the finance charge for the first month would
be $5 (l. ol $300). If the consumer paid $55, then his outstanding'balance
for the second moith would $450 ($50 of the instalment is applied to principal
and $5 to finance charge). His finance charge for the second month would be
$4.50. This type of arrangement gives the consumer a great deal of flexibility
in payment but results in a great deal of administrative work for the vendor.
Generally, vendors even when they use a finance charge based on per cent per
month of outstanding balance precompute instalments and handle the vbole ar-
rangement in a sanner similar to that described in the preceding paragraph.

"Add-on instalment arrangements" which are merely extensions of the "one-
item instalment arrangements!' described above, are used extensively by retail
sellers such as department stores. The advantage to the retailer and, in some
respects, to the consumer of such arrangements is that It encourages the con-
sumer to continue to make purchases even though the first purchase has not been
paid for in full. The details of such plans vary but they are basically the
same in that the consumer enters into the instalment arrangement at the time
that the initial purchase Is made and the cost of subsequent purchases is merely
added to the-unpaid balance outstanding under the contract at the time the sub-
sequent purchase is made. The desire for flexibility and ease for the consumer
In making additional purchases and for efficient clerical administration for the
seller have resulted in experimentation with different types of add-on plans
Including:

Plan #I. Amount of instalments and maximm outstanding
balance are established at the time of Initial purchase.
subsequent purchases by consumer can be made only when
unpaid bklence is less than maximum and then only to the
extent of maxIm.tm.

Plan f2. Neither the amount of instalment@ nor maxitam
outstanding balance are established at the time of initial
purchase. The minimm amount of Instalments due are at
all times determined by the then unpaid balance. The con-
sumer determines the amount of any instalment due from a
chart in the contract showing the minimum amount of instal-
ent for the unpaid balance then outstanding. (Note: re-
tailer will unilaterally establish a maximum debt that will
be authorized for any individual consumer.)

Plan #3. This arrangement is ,a combination of abort term
thirty-day charge ard Plan #2. The consumer can pay in
full within thirty days of purchase and no service charge
is made; otherwise he pays on instalments as per Plan #2.

Plan #4. Under this arrangement the consumer purchases a
book of merchandise certificates which he pays for in in-
stalments. A service charge ia included in each instalment.
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Ile receives delivery of these certificates at the
time he enters into the arrangement. The merchandise
certificates are tedeemabte at any time in seller's
store for gooda.

As indicated earlier, many vendors assign, or otherwise transfer, their interests
in Instalment paper to comercial banks and sales finance companies.
Almost all automobile dealers and many other vendors sell their retail installment
contracts to sales finance companies or banks for a fixed price less than the face
amount owed under the contracts. Sojch contracts may be sold with or without recourse,
or a variation thereof, by the sales finance company or bank against the retail seller
in case of default by the consumer. In most Jurisdictions and under most circumstances
the transferees are considered holders in due course of the instalment paper trans-
ferred. In December of 1959, sales finance companies held approximately one-fourth of
al instalment vendor credit outstanding and all vendors held only one-eighth of such
credit. Commerciat banks held a little more than one-fourth of all instalment credit
outstanding, but of this one-fourth only about 50% was instalment paper purchased from
vendors; the other 501 represented direct loans made by the banks.

Significance of Distinction between Lender and Vendor Credit. To the contemporary
consumer who is seeking credit to enable him to acquire use of goods or enjoyment of
services in the present and to pay for them out of future earnings, there probably
doesn't seen to be basically a great deal of difference between vendor and lender credit
except for the source of the credit. Vendor credit is generally available to him at
the site where he makes his purchase whereas lender credit may not be. In addition
and more Importantly, however, lender credit say be available for certain kinds of
needs, such as consolidation of debts, for which vendor credit is not available at
all. The consumer may well be unaware that the origins and development of lender
and vendor credit are such that the legal implications of the two types of credit
differ in what are very significant respects for the consumer as veil as for the
purveyors of credit.

Any contract for a loan of money has historically been subject to usury statutes.
Today all but four states of the United States have usury statutes. Prior to the
enactment of small loan lava, the maximum contract interest rates permitted under
usury statutes were insufficient to pay the prospective lender for the administrative
cost of the small instalment loan. This fact, together with the general total lack
of interest by banking institutions in consumer credit at the time, led to the flourish-
ing of the loan shark, a lender who was willing to make the small loan at interest
rates in excess of the maximum permitted by usury statutes, as pointed out previously.
These unsavory characters charged exorbitant rates, preyed on the ignorance of their
customers, end managed to keep their borrowers in constant debt to them. It was
largely to remedy this situation that the Russell Sage Foundation developed the
Uniform Small Lo r Law which has, in one form or another, been adopted in every state
except Arkansas. The small loan law permits a rate of interest on small loans made
by Lenders licensed under the law in excess of that permitted under the usury statute.
Under early statutes the maximum loans permitted were only $200 - $300 and the rates
of interest were as high as 3.5% per month on the unpaid principal balance. This rate
is substantially in excess of the maximum. rate permitted under usury statutes (e.g.
6% per annum or an effective rate for an installment loan of 11 - .12% per annum) .

Loans made by Norris Plan banks continued to be subject to usury statutes but
the transactions were such that they produced a sufficient return to sake the loan
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profitable to the lender. In most states special legislation relating to loan trans-
actions and interest rates for industrial banks is nov on the books. Loans made by
credit unions are usually not subject to general usury statutes but rather to the
specific enactment authorizing creation of the credit union itself.

Commercial banks did not engage in consumer Instalment loans, other than mort-
gage loans on real property, until the late 1930's and 1940's. Bank loans were
subject to general usury statutes. However, .y discounting interest in advance,
banks were able to acquire a sufficiently large return on consumer instalment loans
to make participation in the market profitable to them. It must be pointed out
here that the effective annual interest rate on any instalment loan made at a
discounted rate of 6% is really in excess of IX. Appropriate instalment loan legis-
lation was enacted in jurisdictions where discounting in advance was not permitted
under the applicable usury statute, where the maximum rate permitted by usury statute
was too low, or where precomputing interest was prohibited.

In general, then, consumer loans are subject to usury statutes or, alternatively,
to legislation specifically regulating rates of interest for such loans. In addi-
tion, the institutions granting such loans are generally subject to regulation as
well as the provisions of the loan contract (e.g. small loan companies under small
loan laws, credit unions, industrial banks, commercial banks). Such statutes do not
apply to vendor credit.

Historically, vendor credit has not been subject to the provisions of usury
statutes. In every state today, except Arkansas, courts adhere to the "time-price
doctrine" although exceptions arising out of special circumstance found in particu-
lar transactions abound. Essentially, the "time price doctrine" means that the
finance or credit charge that a vendor may add to the cash price of an article vhich
is to be paid for, not at the present, but at some future time, is not interest but
is a function of the price. That is, the vendor may charge a different price for an
article to be paid for in instalments in the future than he would charge for the same
article if cash were to be paid for it at the time the sale is consummated. Thus,
an automobile may cost $2,000 on a cash basis and $2,200 on a time instalment basis.
The theory is that these are two different prices--a time price and a cash price;
no interest is involved. The net result of the time-price doctrine has been to eliminate
application of all usury statutes and other statutes regulating the making of loans
to the consumer-vendor credit transaction. Thus, in the absence of special le$is-
lation, the consumer-vendor contract is subject only to the law of commercial trans-
actions (i.e., the law of contracts and sales, negotiable Instruments law and other
laws relating to security interests represented by chattel morcgejes, conditional
sales contracts and bailment-lease arrangements).

As a consequence of the legal implications of the sales-credit transaction,
no ceiling was placed on the charge to be made for credit extended. In addition,
the seller was armed with a battery of legal devices, such as the parole evidence
rule, deficiency judgments, wage assignments, confession of judgment, automatic
acceleration of maturity date clauses, together with a superior bargaining position
and a substantially better knowledge of the legal Implications of the instalment sales
contract than the consumer. When the instalment paper was negotiated by the seller,
at whatever price the seller and transferee agreed upon, to a sales finance company
or bank, the transferee often qualified as a holder in due course thus cutting off,
as to the holder, defenses the consumer may have had against the seller. It is small
wonder then that abuses occurred; that exorbitant credit charges were Imposed by
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some unscrupulous sellers, and thAt consumers overextended themselves into a com-,
plicated wcb of debt that in some cases rcsultcd in bankruptcy if not more dive
consequences.

One of the basic problems was that the consumer did not have sufficient
information by which he could, if he so chose, make an intelligent evaluation as
to whether he should assume a debt for the purpose of acquiring goods and ser-
vices and, If he did decide to assume such a debt, as to which of the alterna-
tive sources of credit available to him includingg both vendor and lender credit)
would be best for his particular situation. Legislatures began to enact instal-
ment sales legislation (as early in 1935 in Indiana) to provide some protection
for the unwary, unsophisticated consumer. Most of the early legislation was
designed to ensure that the Information that the consumer should have in order
to make a, intelligent decision about a particular credit arrangement offered was
made available to him before he signed his name to the forms setting forth the
arrangement between the parties. Subsequent legislation, especially since the
mid-1950's, has become more comprehensive and has included provisions limiting
the amount of credit charge that may be made by the vendor, prohibiting the inclusion
of certain types of contract provisions; providing for methods of computation of
refunds in case of prepayment; specifying maximum charges for delinquent payments;
setting forth provisions for refinancing or deferral or extension of payments; and,
finally, providing for the licensing ot vendors, in some cases, and of sales finance
companies. A brief resume of existing legislation covering vendor and lender credit
is included in the next section.

In summary, regulation relating to consumer lender credit has consisted of
an extension of usury principles by the courts to such credit and then an adapta-
tion and molding of these principles by the legislatures to the specific problems
of the consumer instalment loan. On the other hand, consumer vendor credit regulation
(other than the general protections afforded by commercial law) has had to be
initially established by the legislatures without regard to usury statutes. What
is remarkable is that in spite of the difference in origin of lender and vendor
credit, and probably because of the fact that they both, economically and in
respect to the consumer, serve the same function, there is a great deal of simi-
larity between the two types of credit and between the legislation afferting the
two types of credit. In addition, it seems that the dissimilarities are increasingly
limited in many cases to terminology rather than substance.

Current Status of Regulation Affecting Consumer Credit Arrangements

Legislation affec, ng consumer credit arrangements varies substantially from
state to state. There say be as many as ten distinct enactments in any state
which may affect consumer credit arrangements. In brief such enactments are,

(1) General usury statutes. All states except four (Colorado, Maine, New Iampshire,
and Massachusetts) have usury legislation. In a few states (e.g. California,
Arkansas) the maximum legal and contract rates of interest are established
by constitutional provision and in others the rate is established by statute.
Maximum contract rates permitted vary from state to state but most fall within
the limited range of 6% to 12% per annum. It should again be pointed out
here that if interest is computed at the rate of 6. per annum for a loan of
.$100 and if the loan is repaid in twelve equal monthly instalments, the ef-
fective annual rate if approximately It. The difference results from the
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fact that when the loan is repaid at periodic intervals the borrower ses
not have the use of all of the money for twelve months which a rate quoted
at 67. per annum presupposes.- In some states compLience with usury statutes
is based on annual rats quoted and not on effective annual rate.

(2) Small loan laws. Small loan laws were, as of 1961, in force in all states
except Arkansas. The constitution of Arkansas provides that the maximum
contract rate of interest is 107. per annum. In 1953 a small loan law which
permitted service charges and insurance fees to be c-harged in excess of 10%
interest was held unconstitutional by the Arkeansa Supreme Court. The offend-
ing legislation was repealed in L953. A small number of states have small
loan laws which are au)stntially inadequate.

The vast majority of states (at least 42) have basic Legislation based on
the prototype of all snail loan laws--the Russell Sage Foundation's Uniform
Small Loan Law. -These laws provide that lenders licensed under the act may
charge interest in excess of the rates permitted under the usury statutes
up to specified maximuis rates of interest. Maximum rates permitted are
usually graduated on the basis of the amount of the loan. For example. maxisuam
rates are in Calfornia: 2 1/2. per month for first $200; 27. per month for
$200-$500; 5/6 of 1% per month for that portion of loan in excess of $500.
Ratep in most states fall between 27. and 3 I,'/ per month on a graduated bass
on unpaid balance.

Other provisions of these laws include:

(a) Maximum loan permitted is established under small loan
laws Most maximums fall between $500 and $1,500.
California permits up to $5,000; Missouri has no limits
-because of the fact that the Missouri constitution has
-bees interpreted to prohibit classifying interest rate
by type of-business and thus the small loan law applies
to all- lenders.

(b) Lenders' activities and records are placed under the
supervision of a small loan administrator

(c) Small loan laws are not usually applicable to banks,
savings and loan associations, industrial loan con-
panics, credit unions, or pawnbrokers.

(4) Maximum term of a loan is established.

(a) Contracts must disclose all provisions of arrangement.

(f) Wage buying and tie-in sales are prohibited.

(g) False or misleading advertising is prohibited.

(h) Licensees may be restricted from entering other business.

(3) Instaement loan lav. As of 1960, 23 states had enacted instalment loan laws.
-These laws, which generally apply to banks, permit rates in excess of those
permitted under usury acts but usually less than those permitted under small
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loan laws. Such laws may include:

(a) Provisions permitting lender to discount and
compute interest in advance on entire period
from date of loan to date of last payment;

(b) Provisions establishing maximum loan to which
law applies (e.g. Hey York - $5,000);

(c) Provision establishing maximum term for loan;

(d) Provision establishing maximum ratty of interest permitted;

(e) Specific provisions relating to revolving credit
(e.g. New York - 1% per month on outstanding
balance on billing date or on avera,;.e balance for
month).

(4) Industrial loan laws. Industrial loan legislation is usually included with
other legislation relating to banks incorporated under the industrial banking
law. Historically, industrial banks circumvented usury legislation by com-
bining two transactions as described earlier. Today some statutes specify
special maximum rates for industrial banks (e.g. California - 2 1/2% per
month on first $200; I 1/2% on $200 - $700; 5/6 of 1% per month in excess of
$700). Some states permit industrial banks to make a special service charge
of 2% of amount of loan in excess of interest rate (e.g. Indiana).

(5) Credit unions la~s. Credit unions may be chartered either under state Letis-
lation or under the Federal Credit Union Act. Most credit unions are permitted
to make unsecured loans up to a specified amount. Larger amounts (subject to
higher maximums) may be loaned If secured. Loans are made only to members.
Interest for loans is computed on a monthly basis on the then outstanding
balance. Most statutes permit maximum rates of about l per month on outstanding
balance. Other general requirements relating to loans may also be included.

(6) Pavnbrokcie laws. In most states, a maximum rate of interest for pawnbrokers'
loans is established which exceeds the usury rate. In mny states pawnbrokers
must be licensed.

(7) Buildini and loan associations laws. Federal savings and lV an arsociations
are created under federal legislation. Interest on installment loans may be
made at the rate of no more then 6% per annum, computed for the entire period
of the loan. Such loans may be secured by real estate or members' shares.
Building and loan associations way be incorporated under state legislation.
Maximum rates may be fixed by statute and, in such a case, the general state
usury statute will not apply to loans made by such organizations.

(8) Motor vehicle instalment sales acts. As of April I, 1962, instalment sales
acts covering motor vehicles were in force in 37 states (including District
of Columbia). Four additional states had some legislation requiring disclosure
of some contract terms. The bulk of the Legislation currently in force has
been enacted since 1957. A few general provisions are common to all acts.
*However, the acts vary considerably in the scope of their regulation,

I .;
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Practically all 37 states require that the #ate contract be in writing with
blanks filled in .and include an itemization of charges including cash price,
down payment, insurance charges, insurance coverage, official fees, finance
or credit charge, principal balance, and number, amount and due dote of in-
staluents.

?idny states require that the buyer be given the option to select his ow
insurance agent end that any rates charged for insurance must be as filed
with the insurance comissioner or *a promulgated in insurance company manuals.

All 37 states except Illinois specify maximum finance charges which may be
made for instalment sales of motor ehiclea. Such charges are graduated cn
the basis of the age of the vehicle. aximum amount@ differ from state to
state. Most states place a limit on delinquency charges. All 37 states require
that the contract permit the borrower to anticipate payments and provide a
method of computing appropriate refunds of finance charges when prepayment is
made.

A number of provisions such as arbitrary acceleration, confession of Judgment,
power of attorney for collection, wage assignment, waiver of remedies of buyer
are prohibited but not all of thase provisions are in force in all 37 states.
Provisions relating to repossession tnd deficiency judgwents are also included
in some acts.

Two states, Ohio and Michigan, limit rebates on reserves made by salei finance
companies to retail dealers. Indiana has a similar provision permitting the
Department of Finance to fix such limits. At the present time no such limit
is in effect in Indiana.

Finally, 24 states require licensing of sales finance companies and, in soms
cases, retail dealers who engage in Instalment selling. Generally, banks are
exempted from such licensing requirements. The degree of supervision and con-
trol of the licensing department over licensees and their activities and books
varies from state to state.

(9) Retail instalment sales acts applicable to goods other than motor vehicles.
Retail instalment sales legislation applicable to goods other than motor
vehicles is in force in only 21 of the 37 states mentioned above. Generally
speaking, all goods acts are, with the exception of some states like New
York and Kansas, less strict and less comprehensive than retail sales 4cte
applicable to motor vehicles. No doubt a partial reason for this lies in the
fact that abuses in the motor vehicles sales arrangements were more flagrant,
widespread and well-publicized than those occurring in course of sales of
other goods.

Only 16 states specify maximum finance charges for installment sales of goods
other than motor vehicles. All 21 states require in some measure that the
credit arrangement be in writing, with blanks filled in, including itemization
of charges. Some statutes apply only to instalment sales in which the seller
retains a security interest. Some statutes do not apply to revolving or add-
on accounts, whereas some (e.g. New York) have substantial prvisions applicable
to such accounts. Only a few statutes apply to merchandise certificates. All
statutes require the seller to permit the buyer to prepay instalments and
designate a method or methods for computing refunds. Provisions relating to
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refinancing, deferral and extension of instalments ray also be Included.
A few require licensing of sales finance companies. Finally. two states
(California and Delayere) give the consumer an absolute right to a nev
instalment contract with instalments no greater than instalments under Lhe
preceding contract where any instalment under the preceding contract is more
than two times any other instalment tnder such contract. Host of the Legis-
lotion described above has been enacted since 1957.

(10) Federai lexislato. The FTC promulgatea motor vehicle financing regulationS
"to eliminate and prevent certain unfair and deceptive acts or practices in...
installment sale of motor vehiclee,tand in-the financing of such sales which
are considered by the Coemission to be violative of Section 5 of the Federal
Trade Comission Act." In addition, under tho Soldiers and Sailors Relief
Act of 1948 civil liabilities of servicemen ass suspended during military
service. Interest on debts suspended will not exceed 6% per annum.

At the present time, the Douglas bill or the Truth in Lending Act is still
pending in the Senate. This Act would require the disclosure of finance
charges in a dollar amount and as an effective annuaL rate for all consumr
credit srrargemta described previously. The 2-card of Oovernors of the
Federal Reserve System would handle administration and supervision.- The
Dill endorsed this year by President. Kennedy has already faced, An 1960 and
1961, very rough sledding and presumably will do so again in the current session.
The Bill deals in &. superficial manner with only one aspect of the ixtrersly
complicated probls of regulation of consumer credit arrangements, i.e., the
bill deals only with the method of spelling out to the consumer the cost of
credit.

Coverage of Exiatinx Legislation

Consumer credit negotiations and arrangements receive more comprehensive
regulation in some states than in others. In New York, for example, almost all
credit institutions and arrangements are regulated by legislation. In addition
to a standard usury statute which establishes the maximum contract interest at
46 per $100 per annum, the following arrangements are specifically covered by
statutes:

(I) instalment loans made by 5anks; -

(2) revolving credit arrangements established by banks;

(3) loans made by credit unions, industrial banks, savings and Loan asaoc nations;

(4) loans made by licensees under the stil loan la;

(5) loans %ads by pawnbrokersa

(6) retail installment sales contracts including add-on contracts end merchndisu
certificates.

All of the above provisions limit the amounts which may be charged for credit.
Various other phases of credit arrangements and negotiations therefor are ale.
regulated to some degree. Such additional provisions relate to prepayment, extension
or deferral of instalments, refinancing, licensing of various credit institutions,
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contract provisions, and Instrance. 
On the other hand, New York statute# 

do not

cover balloon notes, limitations 
on insurance rates, rebates by 

purchaser of in-

stalment paper to vendor., It sboutd be noted, however, chat, although New York

regulation is extensive in its scope, not sil of the 
phases of consumer credit .

to which such regulation does 
relate are adequately or co-.pobeflively 

dealt witb.

In Arkansas, on the other 
hand, the maximum contract interest 

rate permitted is

10% per annum. There are no special regulations 
relating to Instalment loans mads

by bank or other credit institutions 
nor it, there spy retill installment sales

legislation.

The lackof sophistication on the part of the consumer about 
con;' r credit.

his ignorance in the face of the c'.Akplexities of commrcist law, his psychologically

and economically irferior bargaining position 
have, in the past, oftentme left

him vith the short qnd -f the stick 
in credit negotiations.

As a general rule, consumsre seeking credit 
have been pr$mdrily'concerdeo 

wIth

being granted credit rather 
then with the cost of credit. 

For the r~asons indicated

sbove, consumer have not considered the cost 
of credit a negotiable itim 

and haye

not cngsged In operative shopping for credit. Consequently. consumeTr have in the

past entered into credit arrangements 
in which they have resumed 

the burden of

paying excessive finance charges. 
By the same token, the idividWlc~neumer's 

pr-

occupation.with acceptance 
as a credit risk and his naivete 

abouticredit negotiations

has often resulted in his participation 
in arraogements which contained 

vooevejeary

or over-priced frills which 
could have been entirely eliminated 

or, at least, could

have been acquired by the 
consumer from other sources 

at a Lover cost. For exa le,

the purchase of necessary Insurance coverage 
(e.g. protection against loss 

of damage

to security interest of creditor) 
Ias Often been made a part 

of the credit arrange-

ment. The rates for such insurance 
in many cases way exceed those 

which the con-

sumer would have paid if he 
had acquired similar coverage 

on the open insurance

market. The creditor may directly 
benefit from such insurance 

arrangemdnts because

comoissions for the sale of 
such insurance protection 

may be payable to him as agent

of record., In addition, insurance protection 
for which the consumer is charged,

but which the consumer my 
not need and would not have 

elected, if given a choice,

is often automatically included 
in the credit arrangement 

(e.g. credit life insurance,

credit accident and health insurance).

In addition to paying excessive 
charges for credit, the consumer has 

been

encouraged by deceptive advertising 
into overextending himself 

financially. He may

subject himself to rapid refinancing 
of unpcid balances by signing 

balloon notes.

For example, the outstanding 
principal balance under an 

instalment arrangement

night be $2,400 repayable 
in 12 months, The individual may agree to 

pay II equal

monthly instalments in the 
amount of $75 each and then 

a twelfth and final instal-

ment in the amount of $1,575. When the twelfth instalment 
in the amount of $1,575

becomeadue, the consumer in all likelihood will not be able to sake the full pay-

ment. His only alternative is to 
enter into another crediL 

arrangement, at addi-

tional credit charges, to pay 
off the $1,575 in instalment@.

Because of his ignorance about commercial law and because of his inferior

bargaining position, the consumer may sign contracts 
which include provisions mi-

festly favorable to the creditor. 
Such provisions include the 

following: right

of the creditor to arbitrarily 
accelerate due date of instalments; waiver by the

consumer of remedies or causes 
of action held by consumer 

against the creditor or
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his transferee; a ignmoi1t of consumer's wages, power of attorney to confess judg-
ment; power of attorney appoirting the creditor or his transferee as consumer's
agent in collecting payments.

In general then, and because of the factors noted above, consumers have
oftentimes entered into credit arrangements in which th-!y find themselves in
legal positions quite unlike any they contemplated before entering into credit
negotiations. Default in payment by an individual consumer might well mean more
than just payment of reasonable delinquency charges for late instalments or loss
of security Interest. Default may also mean garnishment of wages and loss of job
or even bankruptcy for the consumer. As a matter of fact the substantial increase
in individual bankruptcies in recent years has been attributed, in part at least,
to the excessive use of credit 5., some consumers, For exAmple, there were 91,000
individual bankruptcies in 1960 and 161.000 in 1961. An imprudent consumer taking
advantage of easy credit term finds it relatively simple to commit practically all
of his earnings for substantial periods of time in the future to instalment pay-
ments. Wheh emergency expenditures from earnings so committed are made, the con-
sumer finds his financial world crashing down about his head. Unscrupulous commercial
debt poolerm or counselors, as often as not, make a difficult financial situation
worsb for the individuals by siphoning offlconsumer's such needed resources for their
fees. Increasingly, consumer seek bankruptcy as a panacea for their financial ills.

Legislation which has been enacted has sought to remedy abuses by improving
the consumer's position in the consumer-creditor negotiations. Thus, the ignorance
of the consumer about the complexity of commercial law is sought to be remadied
by requiring that contracts include provisions specifying the consumer's rights
under the law. The psychological disadvantage of the consumer is sought to be
remedied by assuring that the consumer is adequately informed of the content of the
contract and by prohibiting misleading and false advertising. The inferior bar-
gaining position of the consumer In soug ht to be remedied by the prohibition of car-
tain kinds of contract provisions such as wage assignments, and by the requirement
that there be included in the contract certain kinds of provisions which favor the
consumer (e.g. right of prepayment clauses), and finally by the establishment of
ceilings on such items as credit charges, deficiency charges, and rebates made by
holders of instalment paper to transferors.

General Observations About Legislation

The existing legislation, In the aggregate, includes all of the remedies des-
cribed above. In any given state, consumer credit legislation is nowhere near as
comprehensive. Some states like New York, have substantial coverage of most
consumer credit arrangements. Even in such states the legislation is compJrtmenta-
lized along the separate lines that consumer credit has historically been treated
(e.g. separate legislation for small loans, for instalment loans by banks, for
motor vehicle vendor credit, for other vendor credit). In some states, legislation
Is either non-existent or admittedly inadequate.

The nature of abuses and problems for the consumer in the credit market have,
from the perspective of the consumer, been amazingly similar when one considers
the differenz types of credit arrangements involved. The legislation on the books
in any one state, whicL corrects or attempts to remedy inadequacies of different
types of credit arrangemetta is, except for terminology, remarkably similar in
many respects. The significant differences in legislation in any one jurisdiction
tend to be in degree of regulation rather than type. Differences between
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jurisdictions also appear to be more in the degree of comprehensiveness of legis-
lation rather than in ojbstance. It is quite true that different credit insti-
tutions have a whole sat of different problems to deal with in their businesses.
Consumer credit arrangements for different purposes cannot all be the sae.
However, it would seeis that a fruitful inquiry could be made into the questions of
what inadequacies, if any, do exist in contemporary consumer legislation and can
those inadequacies be remedied by a consolidated legislative approach to the con-
sumer credit problem. That is, can existing inadequacies in consumer credit regu-
lation, if any, be best remedied by treating all consumer credit as an integral
unit rather than a heterogeneous group of relationships based oa historical origins
and stopgap legislation?
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PROCRAH FOR STUDY OF CONSIUMER CREDIT.

, r American Bar Foundation will undertake a study of- the effect
of re.3,jz!;ion of consumer credit arrangements on consumers and credit
instiktuOins. The objectives of the study, the scope of the study, and
the method of conducting research and evaluating data for the study are
described below.

I. Objectives of Study

The function of the study viii be to provide those who are responsible
for, or interested in, the drafting of consumer credit legislation with
the kind of materials, organized in an efficient and meaningful way,
which viii be useful to them (a) in making decisions about the nature and
scope of legislation they would propose and (b) in evolving the framework
*for and spelling out the specific provisions which would be included in
such legislation. The study will not indulge in normative conclusions or
ethical judgments about what the purposes or goals of consumer credit
legislation should be or what kinds of provisions should or should not be
included in such legislation. It is hoped that the study will aid those
vho do make such judgments to choose the most effective way to carry out
their goals. Accordingly, the study

(I) will enumerate the aspects of consumer credit arrangements and
negotiations therefor which those interested in legislation should take
into consideration in deciding upon content and comprehensivenesa of legis-
lation;

(2) will annotate each item so enumerated as follows:

(a) identification of alternative methods of dealing with
each item in legislation and appraisal of differences
among such alternatives;

(b) evaluation of effects of inclusion of each item in
legislation or exclusion of such item from legislation;

(3) will, where appropriate, make recommendations about the framework,
form, and terminology of such legislation.

II. Scope of Study

The study will adequately fulfill its objectives only if the tasks
described in (1) through (3) above are based on a thorough knowledge of
and an intelligent appraisal of the significant factors affecting con-
sumer credit arrangements. Such factors include all phases of the inter-
action between the consumer and the credit Ingtitution giving rise to the
credit arrangement as well as all relevant factors conditioning such
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interactions incl'liing characteristics of consumers, characteristics of
credit institutions, and nature and scope of legal prescriptions regulating
such interaction or phases thereof ,Accordingly# the study viii examine
the following to the extent consistent with, and necessary for, attaining
the aforementioned objectives and, in particular, for performing the three
specifictasks identified in Section I above:

A. Credit Institutions - Credit institutions, their development,
organization and administration, their goals, their conduct
and practices in negotiating and otherwise participating in
credit arrangements will be studied together with the credit
arrangements made available or held by them for the purpose of

(I) comparing the roles and activities of different credit
institutions in the consumer-credit institution interaction;

(2) identifying wherein similarities both in the mode of
operation of-and in credit arrangements made available
by different institutions exist end wherein such simi-
larities do not exist;

(3) .appraising the effect of regulation or absence of regu-

lation of any aspects of the consumer-credit institution

interaction (as described more fully in subparagraph@
(2) and (3) of item C below).

The following institutions will be considered initially for study

(1) commercial banks I

(2) credit-unions;

(3) savings and loan association

(4) sales finance companies;

.(5) consumer finance companies;

(6) retail sellersl

(7) pawnbrokers;

(8) indutriallbanks.,.

B. Consumers - Consumers, their perspectives, their objectives, their
attitudes, their social, economic, educational, and psychological
characteristics will be reviewed to-the extent relevant to our
general inquiry for the purpose of

(I) evaluating the conduct of the consumer during negotiations
preceding the stablishment of a credit arrangement and during
the period the arrangement remains in force and thereafter;
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(2) npprAinn, the effect of regjulntion or absence of regu-
lation of any aspects of consumer-credit institution
interaction (as described more fully in subparagraph#
(2) and (3) of C following).

C. Legal Prescriptions Regulating Consumer-Credit Institution
Interaction - The legislation regulating one or more phases of
consumer credit arrangements end negotiations therefor, as well
as interpretation of such legislation by the courts, and decisions
made by the courts in the absence of legislation will be examined
for the purpose of

(1) aiding in identifying the various ways in which different
aspects of the consumer-credit institution may be dealt
with by legal prescription;

(2) determining the practical effect that specific kinds of
regulation or lack of regulation will have on designated
phases of the consumer-credit institution interaction;

(3) evaluating the material obtained in (2) for the purpose of
predicting ways of securing by legislation preferred
results in the consumer-credit institution interaction
(i.e., "preferred" by those promoting legislation).

1II. Compilation of Data

In order to carry out the tasks outlined in the preceding sections,
certain basic information must be acquired and then organized in an efficient
and accessible manner for the purpose of making the evaluations described
in section IV hereof.

A. Compilation of ReleVant Legislation - A compilation of the laws,
both federal and state, which relate to consumer credit arrange-
ments and negotiations therefor will be made. The goal of the
compilation will be to arrange and organize the statutory material
so that any cross-section of statutory material, or any set of
similar provisions, or any specific item may be recalled from
the compilation as the need arises. Accordingly it will be
planned to order statutory material on a simple automated basis
for easy and speedy accessibility to all items contained therein.
The legislation to be included in such a compilation will be

(1) usury statutes;

(2) statutes relating to consumer loans made by commercial
banks, credit unions, industrial banks, savings and loan
associations, or pawnbrokers;

(3) small loan laws;

(4) other applicable federal legislation;
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(5) retail inftinment antes logialitin;

(6) credit insurance legislation.

The ateriAls for this part of the study are available in the
Cromwell Library or in librarien in the immediate vicinity of
the American Bar Center.

B. Compilation of-Relevant Case Materals - A compilation of rele-

vant case mAterials will be made to show

(1) trend and nature of decisions in the absence of legislation;

(2) trend and nature of decisions interpreting specific legis-
lation.

To the extent feasible, these materials will be consolidated
,vith the 'statutory compilation described in A above. Case "a-
terials are also for the most pert available in the Cromwell
Library or in the immediate vicinity of the American Bar Center.

C. Conmilation of Data Relating to Credit Institutions - The data
sought will be that which gives us the information described in
II A above. Two sources viii be investigated

(1) Other studies - Most of the material relating to origins
and historical development of various credit institu-
tions has been organized and documented. A considerable
amount of this material will be u-.eful to us

(2) Interviews and on-the-spot observations made by staff
members of the study - Current data, particularly that
reflecting recent trends and-new types of credit ar-
rangements as well as that reflecting the effect of
new types of legislation, will be acquired in this manner.

D. Compilation of Data Relating to Consumers - There has been a sub-
stantial amount of work in the field of consumer motivation,
attitudes, characteristics and needs in the past few years. It
is hoped that we will find that we will be able to use these
studies for the data, as described in II B, that we require
about consumers. In the event we find such sources inadequate
we shall consider using the services of those who are expert in
this field such as the Survey Research Center at the University
of Michigan.

K. Compilation of Data Relating to Effect'of Legislation, or Lack
of Legislation on Credit Arrangements, and Negotiations Therefor -
This data will, for the most part, be acquired by staff research-
era in the field. Some materials from other studies may be useful
(e.g. the study of the significance of rate ceilings established
under retail instalment sales acts currently being conducted by

23-902 0--"-pt. 2----T
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the Hntionat flureau for Economic Pesearch). It is contemplated
thAt specific gco.raphical nrens for field work will be selected
on the basis of regulations applicable in those areas. That is,
a cross-section sampling will be made so that data acquired in
areas with dissimilar regulations may be compared for the purpose
of determining the significance of regulation, or lack of it,
in respect to various phases of the consumer-credit institution
interaction. The choice of areas and the specific conduct of
the field investigation will in large measure be determined only
after material in the sections A, B, C, and D above has been
acquired and analyzed. However, in general, it is contemplated
that the nature of pre-contractual negotiations, the contractual
arrangements agreed upon, and the conduct of both consumers and
credit inctitutions during all phases of their dealings will be
studlcd. Particular emphasis will be made upoo gathering inform.
tion which will show what real differences in the conduct of, and
in the relative position of, all parties before, during the con-
tinuance of,-and after credit arrangements have been agreed upon,
exist in jurisdictions subject to different degrees of regulation.

IV. Evaluation of Data

All of the data compiled, as described:in section IU,vili be used
to answer the questions specified in section 1I and thereby ultimately to
fulfill the task@ set forth in section I. The analyzing and evaluating
of the date described in section III will be a continuing process. ha-
ternals.must be constantly reviewed and studied to make sure that the course
of the study is at all times the optimum one for achieving the objectives
of the study. There will be at all times a certain amount of feedback.
For example, the nature end scope of the data' to be compiled for item 9 in
section III will be in part determined from the material obtained for
items A, B, Co and D. Hovever, inadequacies of the data compiled for item
A, for example, may be revealed by a review of data compiled for item B.

Accordingly, evaluation of data obtained in subparagraphs A, B, C, D,
and 19 of section III will be carried on at two levels

(a) To test theradequacy and, in some cases, the useful-
ness ofdata acquired;

•(b) To make such determinations and judgments from the
data as will accomplish the tasks specified in sec-
tion 1.
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ESTIIATEO STAFF RKQJ1ROW.HTS. TUIE SCHEDUL AND BUDGETARY NEEDS
CONSUMER CREDIT PROJECT

I. Project Staff

A. Project Director. The project director should be available for
the entire period of the study. His services would be particularly
important for the following phases of the study-

(1) preliminary organization-

(2) evaluating material from time to time to judge progress
and course and study;

(3) final period during which bulk of evaluations are made
from data compiled;

(4) preparation of final report.

It would be particularly useful if the project director had
substantial familiarity with commercial law.

3. Consulting Economist. A consulting economist, not necessarily
on a full time basis [or the entire period of the study, should
be a member of the staff. His special knowledge would be necessary
to make valid judgments about the need for certain kinds of data
or about the significance of data obtained. An economist with
substantial exposure in the field of consumer credit would be
desirable.

C. Assistant Protect Director. Besides aiding the project director
in evaluating material, in determining course and scope of study,
and-in preparing the project report, the assistant project di-
rector would be responsible for seeing that'the administrativ.s
details of various decisions are properly carried'out. According-
ly, he would, together with or under the direction of the di-
rector, devise methods for compiling data and for arranging and
ordering data in an efficient manner. The assistant iould also
be responsible for supervision of research personnel and
clerical personnel and for maintaining and organizing efficient
ways for acquiring and storing materials and for organizing and
carrying on field studies.

D. Staff Researchers.

(i) Two men on a full time basis for a period of two months
for compilation and organization of legislation and case
materials (law school students or recent graduates).

(2) Two men on a full tione baste for a period of two months
for compilation and organization of materials on credit
institutions including conducting or assisting, if necessary,
assistant project director in field studies (recent
graduates preferred for field work).
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(3) Two men on a full tine bAsis for a period of six weeks
for compilation and organization of materials on con-
sumers (field work not contemplated at this time).
(Law school students or recent grAduates are preferred.)

(4) Two or three men on a full time basis for a period of
four to six months for field studies of effects of legis-
lation and organization of materialssso obtained.

B. Administrative Personnel.

(1) One full time clerk-typist to maintain files and work
on automated material for period during which material
is being compiled.

(2) One full time secretary for duration of project.

I. Estimated Time Schedule (based on staff described in preceding section)

Time needs are as follows:

(1) one to one and a half months orientation and organization
by staff (i.e., director, assistant, consulting economist)l

(2) two months compilation and organization of legislative
data and case'materialsi

(3) one month evaluation of this material by staff;

(4) two months compilation and organization of credit in-
stitution data;

(5) one month evaluation of this material;

(6) one month compilation and organization of material on
consumers

(7) one month evaluation of this material

(8) four to six months compilation and organization of materials
on effects of legislation;

(9) six months evaluationcf all materials by staff;

(10) six months preparation of final report by staff.

The total time is approximately 27 1/2 months. Some work could be
carried on simultaneously, e.g., (2), (4), (6), if the number of staff
researchers was large enough. On the other Wand a great deal can be
gained in quality of work as well as efficiency if the staff researchers
who carried on the project specified in item (2) also carried (4), (6),
and (8) studies.

Accordingly, it is estimated that the project could be handled in
a little over two years with efficient and competent administration
and decision-making.
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U.S. SAM,
Commrrim ON BANKING AND CUNzzoo,.

January 80, 1964..
Mr. JosEPH W. BaR,
0hairmom, Federal Deposit Insuranoe Corporato,
WoO tJngton, D.O.

DzA MR. BAmR: During the recent out-of-town hearings held by the Produc-
tion and Stabilization Subcommittee of the Senate Banking and Currency Com-
mittee on . 750, the truth-in-lending bill, a number of questions arose in regard
to the bonding of individuals handling funds in commercial banks, savings and
loan associations, and credit unions.

During these hearings, it was agreed the chairman of the Production and
Stabilization Subcommittee would address letters to the respective agencies
requesting information about the bonding coverage required under the various
laws applying to these various financial institutions. It would he most helpful
to the subcommittee if you would submit to us information on the following
aspects of bonds required of commercial bank officers as well as bonding ex-
perience:

1. A description of the bonding coverage required by law Including the
number of persons required to be covered as well as extent of loss covered;

2. I nformation as to rates charged by commercial companies offering this
bonding coverage;
& Statistics on losses incurred by bonding companies covering com-

mercial banks.
It would be very helpful if you could provide this information not only for

national banks but for State-chartered banks as well.
If possible we would like to have this information by February 10, 1964.

Sincerely,
PAUL H. DOvOLAs,

Chairman, ifubeommittee on Production and Stab ision.

FEDEAL, DEPOSIT INSURANCE CORPORATION,
Washinglon, February 10, 1964.Hon. PAUL H. DOu0LaS,

chairman, Subcommittee on Production and Stabilization,
U.S. Senate,
Washington, D.C.

DEAR MR. CHAIRMAN:This Corporation is pleased to submit, to thbeextent
available, the information requested in your letter of January 30, 1964.

We trust the enclosed report listing the information in the order set forth
In your letter will be of assistance to you and the other members of the Sub-
committee on Production and Stabilization.

Sincerely yours,
JosePH W. BAns, Chairman.

REPORT or THE FEDERAL DEPosrT INSURANCE CORPORATION ON INFORMATION RE-
QUESTED BY THE SUBooMMMIEZ ON PRODUCTION AND STABILIZATION OF THE
COMMITTEES ON BANKING AND CUR EOY

This report is prepared in response to a letter request dated January 80, 1964.
The following data are set forth In the same order as listed in Senator

Douglas' request.
1. A description of Ithe bonding coverage required by law including the'number

of person s required to be covered as well as extent of loss covered
Requirements of law.-Each of the three Federal banking agencies, that is,

the Comptroller of the Currency, the Federal Reserve Board, and the Federal
Deposit Insurance Corporation, has either statutory provisions in Its laws,
or regulations and rulings, or adheres to policies dealing with bank fidelity
coverage as follows:

Comptroller of Currenc.-Rullng 5215 of the Comptroller of the Currency
states: "All officers and employees of a national bank must have adequate
fidelity coverage, and the failure of directors to require bonds with adequate
sureties and in sufficient amount may make them liable for any losses which
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the bank sustains because of the absence of such bonds. Directors should not
serveas sureties on such bonds. The board of directors should determine the
amount of such coverage, premised upon a consideration of such factors as (1)
internal auditing safeguards employed, (2) number of employees, (8) amount
of deposit liabilities, and (4) amount of cash and securities normally held by
the bank, among others."

Federal Reserve Board.-fhere is no specific requirement under the Federal
Reserve Act and the Federal Reserve Board has issued no rules or regulations
pertaining to fidelity coverage for State member banks. however, under the
broad provisions of section 9 of the Federal Reserve Act and regulation 11 of
the Federal Reserve Board issued pursuant thereto, the Federal Reserve Board
and the Federal Reserve banks in admitting State banks to membership and In
examining them gives consideration to the adequacy of their bankers blanket
bond. Each uses Its best efforts to have the State member banks maintain at
least the basic amount of bankers blanket bond recommended by the Insurance
and Protective Committee of the American Bankers Association and to acquire
the $1 million excess employee dishonesty blanket bond. The Federal Reserve
Board has indicated Its policies relative to adequate bank fidelity Insurance coy.
erage in a series of letters to the presidents of all Federal Reserve banks, copies
of which are attached as exhibits A, A-1, and A-2.

Federal Deposit Insurance Corporation.-Section 18(e) of the Federal Deposit
Insurance Act provides: "The Corporation may require any insured bank to
provide protection and indemnity against burglary, defalcation, and other sim-
ilar insurable losses. Whenever apy insured bank refuses to comply with
any such requirement the Corporation may contract for such protection and
indemnity and add the cost thereof to the assessment otherwise payable by
such bank."

8tate authoritte.---Current data have not been compiled by the 'ederal De-
posit Insurance Corporation and are not available to us on the definite require.
meant of the 50 States pertaining to commercial bank fidelity coverage. It Is
known, however, that a number of States have specific minmium schedules of
bankers blanket bonds for the commercial banks under their supervision. Even
in those States with no statutory provisions or specific regulations dealing
with a required amount of blanket bond coverage for commercial banks, the
State banking authorities insist on fidelity coverage o. bank officers and em-
ployees. A number of States require blanket bond coverages in line with the
recommendations of the Insurance and Protective Committee of the American
Bankers Association.

Description of fidelity coverage.-I.lnsured banks provide fidelity coverage on
their officers and employees mainly through bankers blanket bonds. Attached
as exhibits B, B-1, B-2, B-3, and B-4 are specimen copies of Bankers Blanket
Bonds, Standard Forms 2, 24, HANO, and 28. (Exhibit B is filed with the
committee.) Also attached as exhibits C and C-1 are two schedules reflecting
the principal differences in bankers blanket bonds and a list of bank insurance
and other coverages. These schedules, reprinted from the Digest of Bank In-
surance issued by the Insurance and Protective Committee of the American
Bankers Association, describe in digest form the blanket bond coverages pro-
vided by the several types of blanket bonds.

Amounts of coerage recommended.-Te Corporation desires that every in.
sured commercial bank carry blanket bond fidelity insurance in an amount
adequate to its needs and at least equal to the amount suggested by the Insur-
ance and Protective Committee of the American Bankers Association for a bank
of its size. These suggested amounts of blanket bond coverage are the products
of discussions by the supervisory authorities with a practical group of renre-
sentative bankers having access to comprehensive loss experience data covering
many years and pertaining to f large number Of banks.

'Jiie followIng schedule shows the recommended minimum amounts of blanket
bond eoverages for Insured commercial banks based upo their sizes ag sug-
gested by the Insurance and Protective Committee of the American Bankers
Association:
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- [(Amounts In thousands)

nepnt. qua ~SUMget DOPoalta Sugleted-
Deiseult cover- amount or equal to muto

bl~ae4 bond cc ovar- blanetbonad.............. .............. ................... ........ i6 M 000 [
n ... ... ................. . ......- -: .-................ 85$. . 0 .- I.. . .N

16000 ............... ....................
P- 76 0000 6N0

pove 1200100,00

$ 3,0................................ 160 150, 11200
$600................................ 100 go r 14 80 '

$ 7,................................ 1 25 50000 1,200,0 .......................... .. 190 375,000 2,100
00 O ............................... 200 50A000 21500

$1250 ... ... .. .. ..... .. ... ....... .. ..... .... 225 750,000 3.,50
P500------------------- ------- -- 250 1000000) 4.000
$A 0 ......................... . 275 2,00,000 5,000

Over 0000000f000

lOver ,0W0,00,00.

Insured State commercial banks, not members of the Federal Reserve System,
are requested by the Corporation, during the course of its regular examinations
of such banks, to carry blanket bonds in an amount not less than that suggested
in the above schedule. Through the cooperation of the Comptroller of the Cur-
rency and the Board of Governors of the Federal Reserve "System all other
Insured banks are requested during the course of their regular examinations to
provide this level of protection as a minimum. Many State supervisory authori-
ties also are following these suggested schedules.

Basing the amount of blanket bond coverage which a bank should carry on
the size of the bank may appear to be highly arbitrary, but experience demon-
strates that there Is a correlation between the amounts of fidelity losses experi-
enced and the sizes of the banks in which they occurred. This is believed true
despite certain glaring exceptions of heavy losses in small banks during recent
years. While the Corporation considers the amount of blanket bond coverage
specified in the above schedule to be a fair minimum, other factors may dictate
carrying blanket bonds 'in individual banks in amounts higher than' those sug-
gested by the insurance committee of the bankers association. Such factors
include unusually large amounts of cash on hand, more tlan normal amounts of
owned, collateralized, trust or safekeeping securities on the premises, limited
adequacy of the protective devices, trust activities, rapidly expanding operations,
excess exposure of location, character of the operations and business conducted,.
signing powers of officers and employees, and the number, experience, training
and turnover of officers and employees. Corporation examiners check the fidelity
and other indemnity insurance carried by the bank at each examination, analyze
the bank's need for insurance protection in excess of both that being carried and
the amounts suggested by the insurance committees of the bankers associations,
and make recommendations to management designed to provide the bank with
adequate amounts of Insurance coverage for the various types of risks to which
the bank is exposed. I

A separate page of the report of examination prepared by the Corporation
examiner is devoted to the fidelity and other indemnity insurance protetion of
the bank. This page lists data on the insurance carried by the bank, sets forth
the examiner's comments on exposure and other insurance Inadequaeles and
reflects the recommendations of the examiner pertaining to Insuran*e Also,
when warranted, the examiner Includes comments and recommendations on
insurance in the summary page of his conclusions and recommendations.

Bankers blanket bonds, standard forms 2, 24, and HANO, are an overall form
of insurance coverage providing protection against the possibility of dishonesty
losses, both internal and external. The insuring clauses of robbery, burglary,
misplacement, forgery, etc., may vary in amount of Insurance from the face
amount of the bankers blanket bond tq give flexibility to such bonds in meeting
the needs of individual banks. Also separate bonds may provide these and
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other forms of indemnity protection. In order to more adequately protect the
bank against possible catastrophic loss resulting from dishonest acts of its
officers and employees, the Corporation, beginning in 1958, has persistently pro-
moted excess employee dishonesty insurance in all the banks it regularly exam.
lines and has suggested banks acquire not less than $1 million of such fidelity
coverage. It is estimated that about 8,600 of the 13,500 insured banks, including
approximately one-half of the insured State banks, not members of the Federkl
Reserve System, are now protected by million dollar excess bank employee dis-
honesty blanket bonds, standard form 28, whereas in 1960 there were only about
2,000 insured banks so covered.

In addition to recommending adequate fidelity and other indemnity insurance
be carried by the banks it examines, the Corporation obtains the assurances of
proponents of proposed new State banks, not members of the Federal Reserve
System, that such banks will carry adequate insurance before approving their
applications for Federal deposit Insurance.

S. Information as to rates charged by commercial companies off ring this bonding
coverage

To answer this question we obtained information as to rates charged for
bankers blanket bonds from the Surety Association of America, a voluntary non-
profit, unincorporated association of companies engaged in the business of surety.
ship. The Surety Association currently has 92 member companies, 56 subscriber
companies, and 61 other companies purchasing Its services. It is licensed by the
various States as a rating organization for the fidelity and surety business and
has been designated by State insurance departments as statistical agent for
fidelity, surety, gurantee and forgery bonds. In that capacity it represents a
total of 227 companies and hqs the duty to gather for such insurance departments
all loss and expense data and to make compilations thereof as required by law.

In accordance with the provisions In the rate regulatory statues of the various
States, the rates and rating procedures for fidelity coverages. including bankers
blanket bonds, are filed in all States by the Surety Association of America on
behalf of its members and subscribers. However, there are many companies
licensed to write fidelity coverage which are not members or subscribers of the
Surety Association of America and such companies file their own rates and rating
procedures for bankers blanket, bonds with the various State insurance depart-
ments In those States in which they do business.

An endeavor has been made to present the following data on rates and rating
procedures in an understandable and nontechnical manner:

RATES AND RATING PROCEDURES BANKERS BLANKET BONDb, STANDARD FORMS 2 AND 24

The Surety Association manual contains a table of "Basic annual premiums
or rates" for commercial banks which provides for a coverage charge according
to bond amount plus an employee charge on a graduated scale subject to percent.
age increase according to bond amount. The entire table of "Basic annual
premiums or rates" for commercial banks is not reproduced here but partial
sections are set forth to Illustrate the application of this rating procedure for
bond penalties up to $500,000 and for employees up to 500.
Coverage charge

The following coverage charges are applicable to bonds of $25,000 or more
regardless of the number of employees.

Coverage
Bond amount: charge

$25000 ----------------------------------------------------------- $175
W0,000-------------------------------- 250
$75000 ----------------------------- a.-----------------.. --------- 325
$100,000 -----------------------.-------- 375

Thereafter, for each additional $25,000 and $25.
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EMPLOI OHAS

Add to the coverage charge an additional annual charge for each employee

according to the following table for $25,000 bonds (minimum three employees):

First 50 (0-0) employees at $25 each.
Next 50 (51-100) employees at $20.
Next 50 (101-150) employees at $15.
Next 50 (151-200) employees at $10.
Next 100 (201-300) employees at $8.
Next 200 (301-500) employees at $6.

Increase the employee charge given above according to the following percent-

ages for bond penalties in excess of $25,000.

Bond of $50.000 ---------------------------------------------- 80

Bond of $75,000 ----------------------------------------------
Bond of $100,000 ------------------------------------------------------- 

05

Bond of $125,000 ------------------- ----------------------------------- .

Bond of $150,000 ---------------------------------------------

Thereafter, for each additional $25.000, add 2 percent.

The foregoing rate procedure produces the basic annual premium which is

subject to modification for form of coverage.
The specific forms for commercial banks are the bankers blanket bond, stand-

ard form No. 2 and bankers blanket bond stahdard form No. 24. The form

24 bond Is tlie most widely accepted form as it provides broader coverage.

The form No. 2 bond provides the essential coverages and is generally utilized

to provide additional or "excess" coverage. The standard form 24 bond is

rated at 95 percent of the basic annual premium. The standard forrt No. 2

bond is rated at 87% percent of the basic annual premium.
There is an additional charge for each additional location covered under

the bond calculated at a flat rate of $5 per employee (at the location) subject

to a minimum charge of $100 or $250 dependent upon the extent of the banking

operation conducted at the location. The $100 minimum applies to locations that

afford only limited banking facilities as distinguished from a general banking

business.
Optional coverages are available to commercial banks which provide forgery

protection on checks and securities. The check forgery protection is provided

by insuring clause D and the securities forgery coverage by insuring clause E.

For Insuring clause D a charge is developed on the first $25,000 of coverage

for each regular and special checking account dependent upon the average

amount of deposits of the bank, ranging from 14 cents per regular account to

50 cents per regular account while special accounts are charged for at a

int rate of 7 cents per account. There is a charge for coverage in excess of

$25,000 on a graduated scale at a rate per thousand of coverage ranging

from $1.50 per thousand for the first $75000 in excess of $25,000 to 10 cents

per thousand for coverage in excess of $1 million of coverage.
The charge for Insuring clause E coverage is developed on a graduated pre-

mium table dependent upon the average amount of loans and discounts. Banks

with average loans and discounts of $5 million or less the premium charges set

forth in the tables represent the annual manual premium for insuring clause

E. For banks with average loans and discounts of over $5 million, there Is an

additional charge based upon such loans and discounts which is added to the

basic premium developed from the tables for the amount of coverage selected.
The premium computed for form 2 or 24 coverage within the first basic unit

(of coverage) is subject to experience rating. Banks are classified as to size

Into various deposit groups on the basis of the average amount of the' total
deposits as reported In the latest published June 30 and December 31 financial

statements. For each such deposit group a basic unit (of coverage) Is estab-
lished. The basic unit ranges from $50,000 for banks with average deposits of

less than $750,000 to $500,000 for banks with average deposits of $50 million
or more.

The experience modification applicable to the premium developed for coverage

within the first basic unit (of coverage) is restricted to the rang of from .500
to 1.500.

Coverage for commercial banks may be written for a premium term of 1

or 3 years. When written for a term of 3 years, the premium if fully paid
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in advance, is 2.7 times the annual premium. If paid in installments, the 3-year
premium is 2.7 times the annual premium plus 5 percent payable 50 percent In
advance, 30 percent at the first anniversary date and 20 percent at the second
anniversary date within each 3-year period.

The following is an example of the application of the rating procedures:

Bank with deposits of ---------------------------------- $14, 74,80
Loans and discounts ----------------------------------------- $6, 00, 00)
Employees (2 branches) ---------------------------------- ----- 7 137
Regular checking accounts ----------------------------------- 1, 90
Special checking accounts ------------------------------- 2,9W
Form 24 bond ------------------------------------------------- $250,000
Insuring clause D ----------------------------------------- $250,000
Insuring clause F, --------------------------------------------- $50,00

I Minimum.

RATES AND RATING PROCEDURES EXCESS BANK EMPLOYEE DISHONESTY BLANKET BOND,
STANDARD FORM 28

Banks are classified as to size into various "Deposit groups" on the basis of
the average amount of the total deposits as reported in the latest published June
30 and December 31 financial statement

Form 28 coverage is available only in multiples of $1 million and only as
excess over a deductible amount of not less than the "Underlying amount" for
the appropriate "Deposit group."

The premium charge for a unit of $1 million of form 28 coverage depends upon
not only the "Deposit group" of a given insured but also the level over whicb
the coverage is written as excess; that is, whether this level (deductible
amount) Is at least 100, 150, or 200 percent of the "Underlying amount."

The following schedule shows the annual premiums for $1 million excess bank
employee dishonesty blanket bonds, standard form 28, for commercial banks
based upon their deposit size:

Annual premium exces over aS deductible amount of-
Underlying

amountI d m
Deposit group, equal to or over col. (1) (in thousands) col. (2) (n Not less Not less Not less

thousands) than 100 than 150 than 200
percent of percent of percent of
col. (- 001.(2)- l. (2'-
00. (0) col. (1-a) cot. (-b)

Less than $760-------------------------------------.... iso $360 $250 I
$70 ............................................. .7 4M 2, U3
$115A ............................................ . 90 415 310 210
2,000 ................................................. 120 478 335 21

oo ................................................. 16 40 3 04
$7 00 ............................................... 200 600 475

o61 .................... 475.... . . . . . 20 ,

M ,Oo ............................... :............... W. 6W 475 (,)
$2&0000 ................................................. 40 875 475 PO

M OOO. ... .... ...... ........... ..... 0 690 475 310
$.000 ............. ...................... 700 70 475 IN

..000 .............................................. W0 780 475 34
1 it0000---------------------------------------1200 790 47o t1

$1000 -....................... 1,700 815 175 11
OD .- .: : .. . .. . . .. .. .. . ... . ... . . 2,500 (1) (1) (1)

$000..................................... 4,000 (1) (1) (1)
Psl ......................................... N 000

I'Submit to amociation.
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S. Statistics on lossce incurred by bonding companies covering commercial banks

Statistics on the premiums collected and the losses paid by all reporting
fidelity companies In the United States on bankers blanket bonds standard forms
2 and 2.4, including clauses D and E, held by commercial banks, have been fur-
nished by the Surety Association of America. The following data cover the
most recent 5-year period available at this tire:

Year Premiums Losses Ratio

Percew
195 -........................................................... $18,07,930 $10,176,743 K 3
10-8 ----------------------------------------------------- 19,322,441 10,617,868 64.9
1959----------------------------------------------19,664,350 11,229,293 57.1

21,623,483 1k 10,217 69.9
11........................................................... 22, 888, 314 18 717,188 73.0

Total ................................................... 101, 56 ,620 3 8 097 62.9

The following statistics on the premiums collected and losses paid by all
reporting fidelity companies in the United States on excess bank employee dis-
honesty blanket bond, standard form 28, held by commercial banks and first
available in April 1958 were also furnished by the Surety Association of
Kmerlca:

Year PremIum I -3 Ratio

10 ------------------------------------------------- _10 -- - -- - - - -................. ...................... . . . . . . . . .
195 ...........................................................

1 Ta ...........................................................

Totl ......... ..........................................

$432, 068
752,276

1,001,294
2, 601,244

4, 786,880

$20. 998
Peim'w

9...........i...
38.2

M5 4
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ExiBrr A

BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM
WASHINGTON 25. D. C. ........

AOSSSSB~ OPV1lU4A~q 6@mOIPUNU~.a

"ovmbTO T, 1O9A7

N ovember 7P 1957.

Aas34iati~nCO4 "tziiT Q ;
Cowu'tttee rellLive to re o of the echedt
The ovised a dule c 3% a Sugges ted Rat
Bond Ooverag0 6ordiflg de a t ize.& Enelo.
arti+e ",lowHue1I? from tha Prate(
which wap .sent by e an kers A itdta
charge of examinations at each serve Balk.

i3e4oard feels', that 41 banks should
of Blanket Bond Coverage W ihaJM.-scbedule

coiitteo should bo, V~eful guide in

tc appropriate amounts of coverage in rela)On

• ---. of \,, io e ha

The Board requests that the Reerves ke endeavor to see that

each State member bank provides such coverage as nmy be appropriate and
feasible in the circumstances and, in any. event, at least the amount of

coverage suggested by the AM Cocuttee. The revised schedule contem-

pates that appropriate amunts of mgested coverage may be arrived at
by interpolation. The enclosed table, XA 292 (Revised October 1957)p.
has been prepared for the use of your examiners in arriving at the appro-

priate aexmts of Blanket Bond Coverage for banks of various sizes.-
(&xminer for the Comptroller of the Currency and the Federal Deposit
insurance Corporation have been supplied with the same table.). A supply
of the table and the reprint from the Jut 1957 Protcie Bu1oti__ are

being sent to your Bank.
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In subsequent reports of examdnationof State ueaber bankshaving Blanket Bond Coverage below the amounts indicated in the table,
it is suggested that a statement along-these linea be included on'
page 19, under "Comentsls

"'It is suiggested that your bankc should have Bankers Blanket.Bond Coverage of, at least, $ a ... - .I i In this:cn-. ca
nectionj the Insurance and Pr~t0otive -Ccinttee of the '

American Bankers Association suggest- Blanket Bond Coverage
of_ _ t-o for bank with-deposits of:

* to _ _ ... .'rt

Vhere there is a zteri4 deficiency in the amount of Blanket Bond-Cover..age, appropriate comnmet sphuld be included on paMe 2 of the examination
report and in the letter of transattal reqpeeting corrective action,

Comutation of Denosit Base

Attention is called to the comnents in the Protecve BalleInregarding deductions to be made for balances in United State. Treaury
Tax and Loan Accounts and for deposits at branches in arrivirig-a th4 ,deposit base.

In the case of banks with branches, the total amount of do-posits at the largest office in the branch banking institution (whether
it be the head office or one of the branches) may be used as the deposit
base in arriving at the appropriate amount of M1anket Bond Coverage.
The Protective Bulletin suggests that *Before adopting this approach todetermine the amount of blanket bond coverage to be carried, careful,
analysis should beade of branch office operations, and particularly
auditing procedure.. If there is an opportunity for one employee actingalone or in collusion with others to manipulate deposit accounts, loanblances or other records pertaining to more than one office, it seemspreferable to consider only total deposits at the head office I all
branches."

It is requested that all reports of examination of banks with
branches show the amount of deposits at each branch on page 16 if not
shown on the follow chests to page l(a) of the report.

Audit and Control Practices end Proced&,8

Although important, the provision of fidelity and other insur-ance protection is no substitute for appropriate intesnal safeguards,. Itis requested, therefore, that examiners be instructed to be especaly
vigilant in reviewing the audit and control practices and procedures ineffect in each State neber bank examined and include appropriate corn-zents on pages 2 and * where the internal, safeguards are not reg& ed
as satisfactory"
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In cases where defalcations have occurred between examinations,
it is requested that the examiners be instructed to include detailed coa.
mnts in the confidential section as to (.) the procedure through which
the defalcation was effected and (2) the changes made, or to be made, in
the audit and control practices of the bank with a view to the prevention
of similar oacurrenoesin the future. Where the inclusion of such in-
formation would delay the subadesion of the report of examination or
would otherwise be izpraoticablo, it i's suested that the Division of
Examinations be advised by letter or memorandum when the detailed informa-
tion becomes available.

Vev

S. R, Carpenter,
Seoretar7.

Enclosures 2

TO ?H& PRE$I OF ALL PFEtAL RES&WV BAM X



TRUTH IN LEINDVG-1968-64 18

AmmVTS OF BLAN4KET BCt4D COVEMAE BASED ON
SMOESlICS OF INSURANCE- IND PEOTB3TIVE CQW(TflU

OF AMERIAN BANKERS ASS0OIATlC*N

(000 auitted)

posits &U9gested Adjuated deposit
L ver coverage- eMal to or ova~

25 25,000

35 30,000

50 - 35,00

60 1j2,%00

75 502000

90 62,500

105% 75,000

120 100,000

135 125,O0

150 1000)

160 200,.000

175 250,000Q

190 375,000

200 500,000

225 750,000

250 11000,1000

* 275. 1,500,000

300 2,000,000

.325 Over

EAM 292
0otober 1957)

iggsated

350

1400

4j50

500

550

625

700

850

1,025

1,200

1.,450

1,700

2,V100

2j500

3.250

4.,000

5,000

6*000

6,000O
ai up

~td di

100

1 750

1,0

1)000

4,00

)00o

5,000

1)00

'00

1000

,500

118W
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Exinarr A-I

BOARD OF GOVERNORS
Or THE

FEDERAL RESERVE SYSTEM -

•l .WASHINGTON 25. D.C.

ti^0A!!I.Nj fllm OPPICIAL Gk5ONkg

March 15, 1961.

Dear Sir

Excess employee dishonesty blanket bonds in multiples of
$1 million were made available to banks in 1958 by the Surety Associ-
ation of America, and infoiation about this coveragewas forwarded
to the Vice President in charge of examirnations at your Bank in a
letter of July 8, 1958, from the Board's Division of Examinations.

Recent bank defalcations include a number where insurance
has been inadequate, and in some cases severe losses or even bank
failures could have been averted if the $1 million dishonesty bond
had been held.

The Board believes that boards of directoro of banks should
be impressed with the necessity of carrying adequate fidelity insur-
ance, and those banks which are not protected by the $1 million dis-
honesty bond, or its equivalent, should give consideration to its
acquisition. There is enclosed a reprint of the "Protective Bulletin"
of the Amorican Bankers Association of June 1960 discussing "Directors
responsibility f6r defalcation losses."'

The Board requests that, in the course of each examination
of a State member bank, Federal Reserve Bank examiners discuss with
bank officers and with directors when available the protective benefits
and relatively low costs of the excess employee dishonesty bond where
such insurance, or its equivalent, is not held. Such discussions should
of course be conducted prudently and tactfully, and conents should be
made on page 2 of the report of examination'rrespecting the views of the
bank's management toward the examiner's suggestions. In banks were
the primary bankers blanket bonds are so large in total amount that an
increase in the amount of fidelity insurancewrld not add appreciably
to the practical protection afforded the bank, ekaminers ray dispense
with discussion with the management. Letters transmitting examination
reports should emphasize the desirability of acquiring the additional
insurance protection provided by the excess employee dishonesty blanket
bonds in support of contents on page 2.
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Existing efforts to assure that State member banks have adequate
audits and internal controls should also be intensilied,

A supply of the *Protective Blletin" will be sent under separate
cover for the use of eicuaders.

Enlosure

TO TIE FRESI)E4?S OF ALL FEDERAL RESER7 BA)MS
(Enclosures 'ith addressed copies only)

W-902 O--8--gt. 2--68



158 TRUTH- IN LENI)1--1963-64

ExHrarr A-2

BOARD- OIFSOVERNORS

Nt , FEDERAL RESERVE SYStEM
WASHINGTON 25. 0. C.

L1C'ItJ496 A OrFmDISAL CDEEE8PODCt'g
TDO EAN*

February 28, 1962.

Dear Sir:

'In its letter of March 15, 1961 (S-17e'), the Board suggested
that +he protective benefits and low cost of the $1 million excess fidelity.
bond hould be recow=ended to banks by exaniners, and comments on page 2 of
examination reports and in letters transmitting such reports to banks should
emphasize the need for acquiring the additional insurance protection.

Federal and State supervisors and many banking assooiations Joined
in this effort and, as a net result, the number of banks having in force the
$1 million excess fidelity bond increased from about 2,000 to approximately
6,500 during this period. More than 200 additional banks are acquiring the
protection of these fidelity bonds each month.

The risk to depositors in banks which, are not insured by the $1
million fidelity bond, however, is still great .ith nearly 45 per cent of
the nation's banks exposed to possible crippling defalcation losses. This
was clearly evident recently when a $1,750,000 bank was closed by the em-
bezzlement of $350 ,000 by its managing officer. In this case, the bankers
blanket bond was $125,OOO and capital about $150,000. There was no excess
fidelity bond to save this bank from closing.

The Board believes that efforts to convince banks of the need for
the protective benefits of the $1 million excess fidelity bond as outlined
in S-1785 mentioned above should be continued and redoubled. One Federal
Reserve Bank has experienced considerable success by writing letters to
boards of directors of State member banks not known to have obtained the
.$1 million excess fidelity bond to impress them with the necessity of ac-
quiring this form of depositor protection. A copy of the letter used by
this Bank is enclosed for your guidance, and unless it has already been
done by your Bank, it is recommended that an appropriate officer of your Dank
send a similar letter tO banks '-mt, known to hav Obtained te b $OgLlX$~lU4 bon

This would be in addition to the suggested actions to be taken in connection
with the Board's letter of March 15, 1961.. 1
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The Board is also convinced that many larger banks do not have
sufficient protection from the primary bankers blanket bond and also need
the additional protection available from the $1 million excess fideliVy
bond, which may be obtained in larger amounts if necessary. An example
of the need for this extra protection by larger banks occurred in a $61
million bank having a bankers blanket bond of $700 000 and the $1 million
fidelity bond. -A defalcation .os occurred of. $1,LL2,11j of. which more
than 50 per cent, or $712,145 was insured under the millionn excess
fidelity bond. Thus, even larger banks in scme eases may need to give
consideration to-obtaining the protective benefits of the excess fidelity
bond, and examiners ahoald bear. this in mind wben .ximi or such bkas..

Vigorous efforts to asumre that banks have adequate internal.+
controls and audits should, of course. be continued a a mea"s of pro-,
vention of bank orime.

Xrritt Sh'ra)

Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESE E BANK
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(Copy of a Letter from the Vice President
of a Federal Reserve Bank to a Member Bank)

November 16, 1961.

During recent months considerable interest has been manifest
in excess employee dishonesty bonds available to banks in multiples of
$1 million at reasonable cost with a rapidly expanding group of banks
attaining this protection. An article in May 1961 issue of the Protec-
tive Bulletin, which your bank probably receives from the Insurance A
Protective Comittee of the American Bankers Association, reports that
in nine instances during 1960 defalcations exceeded primary coverage
carried by the banks affected losses of six of the underinsured banks
which carried the excess coverage exceeded their blanket bonds at
$530,000. Without the additional protection afforded by the excess
bonds these nine institutions would have suffered losses aggregating
$2,952,000. Figures for six months ending June 30, 1961, indicate the
record for the current year may be evea worse.

Review of your file as part of a survey of all State member
institutions indicates that at the examination of your bank as of
-ay 31, 1961, you did not have a policy of this nature. It is, of

course, to be hoped there will never be a need to collect under such
insurance. In reality, though, there are a great number of very seri-
ous shortages every year which wreck banks and shock their csnunities.
There is no insurance to cover human suffering and adverse publicity
resulting from such events but the premium on a dishonesty bond seems
a small price to pay for protection against financial loss to the bank
which may easily exceed the primary fidelity coverage.

We are wondering whether you have considered the matter and
if you now have this insurance we would appreciate hearing from you to
that effect in order that we may advise the Board of Governors of the
Federal Reserve System. If not, we would like t6 suggest that you give
careful thought to the advisability of obtaining such a bond. 'nen the
degree of protection afforded is weighed in relation to the premium there
would seem to be little room for doubt that it represents money well spent.

As we feel sure the Commissioner of Banking would concur in our
recommendation a copy of this letter is being furnished him and it will
be appreciated if you will send him a copy of your repl.,

Yours very truly,

(Signed)

Vice President.

(Exhibit B is in the committee files.)
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EXHIBIT C

Principal differences in bankers blanket bonds (compiled December 1965)

Form 2 Form 24 Lloyd's HANC Forms 5 and NAMS

Lose covered ----------- Direct loss of property &ustned at any Any losses .ained at any time but dis- Similar to form 24. SImilar to form 24.
time but dlscored while the bond is in coeed while the bond is in force--ot
force. - limited to direct losses.

Property covered---------- prtV as defined Including: . SmI ato form 2, but cover additional similar to formi 24, also Sia to form 24.
Money securities and other instruments; Items, such as canceled POstage stamps "valuable, and the like."

precious metals of all kinds and articles deeds, and other valuable papers an2
made therefrom; Jewelry, gems, precious documents, Including records. (See ne.
an smpoclOUS stones. 4 In bond.)

Notspeilld.Chattels not enumerated for which the Similar to form 24 but with- Not specifed.
insured i legally liable are also covered out W-day limitation.

until other Insurance Is obtained but not
longer than 0O days.

zzum of loss: Similar to form 24.

1an. ofbonesty of os: rs d wherever committed, As In form 2, aWo faudulent or criminal Similar to fm 24.
andhoyooc ane or In collusion with others. acts and includes, but is not limited to,

loss of property.
"Guest Students" and retained attorneys aoe of form 2. Similar to form 2. 8milar to form 2; also covers

anr covered. conveyancer.

2. Burglary, robbery, lar. Robbery, burglary, larceny, theft, holdup, As in form 2 and In addition false pre- Similar to form 24. Simir to form 24 and In

coy, se misplacement, mysterious unexplain- tenses. addition abstacton or o
able disappearance, damage or destruc- removal from possession. 0

tion. Also covers loss of subscription custody or control of

privileges, etc., through tenporwV Insured; also no Item 7
mIspacement of security. below.

On promises ........ Insured ofces, branches and recognized Any offices or premises located agiwcr, Any premises wherever sit- Similar to form 24.

places of am depOut--bnklg instltu- except an ofce excluded or in the mail uated, except In the mail
tons, clearing houses, transf agents or with a carrier for hire other than an or with a railway express
and regI s, all In the United States- armored motor vehicle company. Also or air Axpress carrier.
the US. Treasury,sub surie, mint coves lo of property In of Also covers loss of prop-

and assayoMce. customers, within Is premis erty In poeon of cu-
and through robbery or holdup at out- tomer lar to form 24.
side tellers, windows driveways, park-
Ing lots or similar facltes.



ExHIBIT C

Principal differences in bankers blanket bonds (compiled December 1965)-Continued

Form 2 Form 24 Lloyd's HANC Forms 5 and NAMS

Oauesof ko-Cont'med
& Robbery, theft. lar- Robbery, larceny. theft, holdup, misplace- Sim to form 2 and In Sddition damage Similar to orm 24. Similar to form 24 and In

oeny, ete., In transit. meat, myerious nexlainable dlsp- or destruction, being lost or otherwise addition mnedfy embes .
pearan , or through neglgence. Also made away with. meant and mappopria-
cover loss of auurilpon privileges, tton of property. NAMS
etc., by temporary miplacement of sw- also species being "mis-
curities. laId"

Transit territory ----- In the United States and within 2O miles Anywhere. Anywhere. Anywhere.
of each office located outside the United
States.W

Transit ondtios... In custody of employees, or armored car In custody of employees or any other per- Except In the maIl or with Similr to form 24.
company with one or mom eam o guards. sos acting as es except In the a railway av,*ess or air

ml oir with a carrier or hire other tn express carrier.
an armord motor vehicle company. .

4. Damao to offlo and Reutn from lsrosny, them burglry Same as form 2. S8n-41 to form 2, but also Sum as form 2, exoWp do not
loss of or damage to robbery holdup, vandals or malicious covers damage to building specify Insured must own
equipment. mischief; covering offtoes, furnishin where ofMe is located, or be liable for property M

fxtures.statlonery, supple, and equip- damaged.
meant owned by Insured or liable there-
for-not fAre damage.

& Fogrys ng la se Optional by rider at additional premium Forery or alteration of, on or In checks, Similar to forz 24, but omits
D. for coverage same as form 24. drafts and other instruments named, In- the requirement that

eluding certain written Insrctions, re- promissory notes must be T
oqlpts for the withdrawal of funds or payable at Insured bank
property, and moment of promissory and paid from funds on
notes. /Proml osry notes must be pay- deposit.
able at Insured bank and paid from funds
on deposit. (May be written without Forgery or alteration of, on
this forgery luse.) or in any nstrumey.- also

cover guaranteeing Igns-6 . Fryhuln nse Optional by rider at additional premium In any capacity purchased or acquired. This clause is not included. tures on transfers, asi-
for coverage same as form XL accepted, received, sold, delivered, given but simil coverage may ments powers of attorney,

nyvalue extended any credit, assumed be added by rider. etc.. 1u connection with
any liability or otherwise acted upon securities, regardless of au-
ny secure documents, or other thority to so act.written instruments which are counter-

felied, forged, altered, lost or stolen.
Also covers any loss through guarantee-
ing or witnessing signatures an securi-
ties. Excludes checks, drafts, money
orders, and other losses which are specd-
fea In clause D. (May be written with-f out this forgery clause.)



7. Fra..... . Not speifed. Not pecified. Not apeotfled. Lo0s or property through any7. Fand ------------- Nospeded.otbw frud or diahonaty.

&S.Gdempt=on U.& Paying or redeeming, or p enratesng Sig- Same as form 2. Sas form 2. Same as form 2.
savings bonds. naures uao, U.S. I ads series

A to
E . or Armed Forces leave bonds,

which have bean forged, counterfeited,
raised or otherwise altered, cr lost or
stod_ _ _ __ _

2, Counterfeit currency... Not specifed. The receipt Of counterfeited or altered Similar to form 24. Also Similar to form 24.
Vape currecies or coin of the United oovrSM cnterhifted cur-
States. rendces or coin of the Do-

minion of Canada

10. Indemnity against Incurred In defenlr any snuit to enforce Same as form 2. Same a form 2. Same asform 2.

court emt and aclasm which, ifensablsad, would be a
attorn ey" fes loss cofleolole under the bod.
attrn a ft Losslecil ndrtebod ' through any fraudulent or dishonest Simjila to form 24. Form 5 same as form 24.

1 Mortgage Servicing Ntc rd and s throu flure o NAMS form similar to
moey eed or raoslved-.optlonal orm 24.
by rider for additioal premum

Eluin.Not covered unes b the Not exuded.

Forery-.. ........ Not covered unless committed by em- Same as form 2. -Not clbyte,
ployeas or unless covered by the redmP- ty isr. cabnd

• Uon of US savings boads tm~wft aloteU.svns od n

orby ow of the optional clause Dor E. suring cl]me or forgery'
ta clame.

Eu3rriene, eprthqune, Not covered. Same as form 2. Similar to form 2, but loom Same a form 2.
ecde to burrIIne SM not T

excluded.
'War. usnpedpower,etc, Not covered on pvmnsbut areon'W L6 81m r to form 2, except losses 5 due o r0t Salar to fom 24. Siml ar to format 2, ciil

&riot, civilc motion. frmiwhen peon Inltiatingtransit had and cvi commotion In the United losses duetoriot dcfvI1and~~omot civilku aretoni ISUieno knowledge of military, naval or States and Canada an not excluded. commotion anyh e
usum.w poww, insurection, r"or civil not szohuded.

Nutaru~ocruuln.-.Not covered unles los results from In- Same as form 2. No Specific exclusion. spcFor t aeas foam 2.No
dustrial me of nuclear energy. fl......

Director act.-----------Not covered, eept Acts Of & director w.o Same as form 2. Similar to form 2. Same as or 2.
Is a ui1pIo V O01 or is odcal
.OfoEmpwor wo Is appointed to



ExxixT C

PrAi-cipal differences in bankers blanket bonda (compiled December 1965)-Continued

Form 2 Form 24 Lloyd's HANC Forms 5 and NAMS

Excbluwn-.Contiued
Larceyor tefte-vollm- Not covered whenproperty lsdellvered by No milar exclusion. Nosimilar exclusion. No similar exclusion.

tary delivery. bank employee unless dishonesty of em-
ploye is Involved (see. 14). I)Des not
exue any lose covered by forgery
clauseDorE.

Loans ------------------- Not covered un dbonety of em- Not covered unless dishonest, ftsudulent. Not covered unl dishon- Similar to form 24.
ployee Is Involved (sec. 1d). Does not or criminal act of employee Is Involved esty, etc., of employee Is
exclude any loss covered by forgery or uns covered by fcrgery claun or Involved or unless coV-
clause D or E when added by rider. E. ered by a forgey Insuring

clause.

Sae deposit boxes ------- Not covered unlem through dishonesty of Similar to form 2, except insured is not re- Similar to form 24. Covered if Insured Is legallyIdentifiable employee nd insured Is quired to ientif dishonest employee, liable.
legally liable.

Travelers checks- Unsold checks not covered unless disbon- Similar to form 2, except that Ios of un- No exdusion. No exclusion.
esty of employee is Involved and insured sold check where dishonest employee
as legallyliable andchecks are later paid. Involved is not excluded regardless of
When foreryclause D is added by rider Inared's liability and later payment of
also excludes paying forged or altered checks. Also excludes los through
travelers checks unless dishonest em- piung forged travelers checks unless
ployee Involved. honest employee Involved.

Armored car .. .Los covered .If not recoverable from Same as form 2. No such limitation, but pol- Form 5 similar to form 2,
armored car company. Its Insurer, or Icy is exems over other NAMS form similar toother Insurance, and then only as excess, similar insurance carried HANC form.

by Insured.

Property not owned--N. Not covered after 3 business days from re- No such exclusion No such exclusion. "Amrmatve proof of lossceipt unlessexamined anda record made with full particulars" re-
or verified. quired within 6 months.

Tellers' shortages due to Notoovered. Sbortagesofwnadamoants Same as form 2. but may be covered for an No exclusion. No exclusion.error, are cosidered due to error unless dia- %dditional premium.
honesty, theft, etc., cm be proved. -

Foreign exchang.- -Excludes losswa arising out of fluctuation No uch exclusion. No such exclusion. No such exclusion.
in exchange. 1 _

C

0

ztM

0



Wouedntl O o Uabll y --- Pymznt of lam doa " o redmm under-
writers' liability for other losses when-
ever sustained. Underwriters' total
liability limited to amount of bond as to
loss(es) caused by ay one person or by
any one casalty or event. This limita-
tion does not apply to separate burglar-
les or robberies committed by the same
burglar(s) or bandit(s) without em-
ployee implication or to separate unin-
tentional or negligent acts of any person.

Satme So form 2. Sim ar to torm 2. Si-UMar to Ibom 2.

Discovery period after ter- 12 months at request of Insured for addi- Same as form 2. 24 months at requt of In, Same as 2.
minaton. tional um If ovr is not re- sured for additional pre-placed nwolornpat mum, if coves" is not

replaced In whole or tn
part.

Notice and proof of oss.. Notice at the earliest practical moment. Notice at the earliest practical moment. Notice within a reasonable Notice earliest practical moProof within 0 days. Proof within Omonths. time. Proof not specified. ment. Proof within 6
months.

Lega, proceedings - Witin 12 man ro= discovery of ls. Within 24 months After discovery of lces. No limitation spec iied. Sam as form 24.

NoM.-Thfl Chart lists the principal diffeMM In 2Wns 2. 24, HANC 5 and NAMS written an a discovery bas which has been recommended to al banks snce September16. Any blnket bonds sil= written on ome-sustalned WOrms without a discovery rider should be converted to discovery forms.
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EXtiIHIT C-i

LIST OF BANK- INSURANCE
and Other Coverages Isvfia lw" m~,15

FOM OF CONTACT

1. Bankers Blanket Bond
Standard Form No. 24

2. Lloyd's Banks' and Thu &
Policy - Form HANC (1955)

3. Bankers Blanket Bond
Standard Form No. 2

4. Bankers Blanket Bonds for
Savings Baks:
Stadaird Form No.I Rev$sd
"NAMS" Form

5. Optional Endorsements for
BWset Bond Forms 24,
2 and 5

A. Dishonesty of officers and employee
indudi a, but not limited to, loss of
Property as defined.

B. Loss of Property (cash, securities, etc.)
through burglry, rbbery, larceny,
false prete nse mlspcemn disp.
pezatnce, destruction, etc., C my
prumiles m7bnTe.

C. Loss of Prope" through robber, lar.
ceny, disppearnce, or oethawse madt
away with, etc., in IrMs.

D. Forgery of checks, drafts, acceptances,
etc., optional for additional premium.

E. Forgery of securities, documents or
other written instrments optional fo
additional premium.

F. Paying, redeeming or guaianteein S sir
na es, upon forged, altered, lost or
stolen U. S. Saving Bonds or Armed
Forces Leave Boad.

G. Loss through reciving counterfeit
U. S. cmTc7 Ot coiM

H. Iademnity for court costs and attor-
neys' fees in defending suits.

Similar to Form 24 above.

Similar to Form 24 above, but not
broad in several respects.

Similar to Form 24 above and brmader in
some fqf

Fraudulent or dishonest acts of mortvag
sevvcin4"ontnctors and real esUte agents
and thei failure to pay funds collected.
(BaLkes Sern Contrctots Rider.)

Loss on loans through suceptanre of real
Property mortgages, deeds of trust or Mak
innments 6t assinrnezat of such iaam

menu on which siSnatur ar ddect*
by "am of fraud. (Ridet to covrM f ad.

e tgags, etc.-SR 5609.)

1594
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FORM Of CONTRACT

6. Excess Bank Employee
,Dishonesty Insuma

7. Excess Securies Covers

8.: Seurties Deposited which
or Trust Company Pol

9..SecuritdesDeposited wit
Ppbic. Officials Policy

10. Fidelity Scbedaa Bond
A.B.A. Saedad Form
copyright 1936

ti. Bank Burstary and Rc
Policy A.B.A. Standard
Copyright 1937

12. Messenger Robbery Pol

13. Money and Securities
Brod Form

14. "AL RIsk Transit PotL

iS. Bankers Limited Forger
Bond ,

16. Bankers Blanket Forger
Altration Bond

17. Bankerts Forgery Boad,. Leaders Form "

Dishonest acts of opkers ad emplo
in excess of a -deslnled fideiltying
amount of bakes biaet hood covuge.,

ge Destruction, disapp arce or wroup .
abstraction of securities, eicdudlgn fiwdt.

Bt Destructkon, disappearance or wroogf
Bk abitractioa of "securities within the prem-

lies o'r while being conveyed by an offic
or -employee of tQe depoio .

h, .Destruction, disappearance or wMrongfl
a1,straction of securities while in-the cus.
tody, possession or within any depository
of the custodim.

Dihoniesty Of officers and employee $PC.
cifi&ly amed in the bond.

robbery Loss of and damage to Propwy (cash,
Form securities, et.)

by I from spedied safe
by rbber oninsured's premise.

icy Lois of and damage to Property (cask
and securities as dieiaed) by robbery In
custody of ofe or employee.

Policy Robbe 7  destruction, disppersnc. at
wrong t a of mocey and swuu

ties k cibg cMun e memenger.

"Aliriska of sfctiestaInshwabymes.
sawger ot armored car, usualy as aces
oTer bank blak bonds, buimays nprimay coeae lo

Payment by insured of fokg d
savings account withdrawal okders'ir -
ceqits certain certified checks certihicaes
Of deos. etc.

r and Forged checks and drafts oensibly diravi
or endorsed by ctownrs; also yn
(but not discount) of prms-
trade and bank s pnces; avinip with.
dawals not omd.

er of notes and sirnla loan
ueinconsumar £nandasg.

lbob

Dim CONT.M * ,_. ,
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fOL O OPACT

18. Secuddes Bond '
Standard Form No. 3

19. Secudds Boad
Sundard Form No. 4

20. Lloyd's Forge Polky
(securiides, etc.)

21. Comblnacion, Safe Depositoy
SPoicy ,

22. Lloyd's Safe D os Polky

23. Indivdual Safe Depost Box
Burgluy and Robbe Policy
(foi les of bom "

24L Regbeted Mall ad Pxpess

29. Fir Class
Pol es -

Mall Bonds and

24L Lost Secures Bonds

UMK CYfl= -

Forgery, altenrlo etc., of securities (sAd
tested documents) purchase taken as
colleral, ot sold; Also guParnteing o
witnessing signatues

Forget,, etc of scurities (and rele
docum ts) when tnsferi&g, re v
lIg& UIssung redeemiG& etcs own se
ot othew rs' fases

Couterfeited, rased, altered lost ot
stolen securities and r1ted documents
rcived, deliveedor acted upon, and
including oth losses by forgeq 1ot
covered baker bluket coveu .L

A. Loss, duage or destruction of p
e" in customer' safe deposit
when bank Is iugaJ- lible.

B. Loss of property in custmers Saff
deposit b6xes though burglary or rob-
berwhethror ot bankis legal]7
liabis.

Similu to Item 2L above but broader,

Simlu to Item 21.B above but coven
directly the lessee and sot the bank

"All risks" including Oc coverage of
theft by employees if bank or addresses
of Property (rash, secriies etc., As de.
Ane) snt by restered M4 air mallexp~es air exp. (ar risk excluded
uness SPecMAawi"L

All risks, except war, on sh ts of no-
neOuible secuities and specified shP.
mants of negotble securities in limitedamounts.

* To protect bank from pos ible loss whei
Isuing f csomer and oters dupikal.
c hes paso ,certificates of depowt

stock certicaes, bonds ad other Watins
amts to rplae tkos which havbeto
lost Bak may furnish such bond when
meqesting replacien of -lost secuitle

OtoIt om.

1596
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Rn" COUm

27. Fire Polky

28. Extended Coveage Endorse-
meat (added to fire polcy)

29. Homeowners Policies
(various forms)

30. Errors and Omissions

31. E.rn Expe

32. Real Income

33. Business Inte pdon-
(Use and OccupancT)

34. ' piensive Gmeral

35. Cow heslve Aumamowbl

36. Oponal Eadorsemcats for
Conkreenve UabWq
Polkase

Direct loss. including damage, by fir at
lightailig of real arm (ersouI proet
excluding money, securities, notes,cordk
etc. Fite caused by war. invasion etc.
Dotc "

Direct loss or d&me by wkmstom
cyclone, tornado abd hail, e loso, O
aicr&ft, smoke vehicles; subject to van.
ous enxptio.

Fire, lightning and extended covered ex-
posures; optional are additional extended
coverage exposures and all risk. All foam
include theft, comprehensive person
liability, property damage

Loss to bank as mortgaee for lack of
proper insurance due to error or omis-
sion &ad legal liability under all Perils as
mottgagee, fiduciary or mortgae servcer.

Cost of using other premises, equipment,
etc., because of damage to, or destruction
of, insured's premises by fire oc other in-
sured baardi

Loss of rental income when
rented t others is unoccupied bea o
fire or other insure hazards.

LOSS of earnings, etc, where bwuoess
operations interrupted because of fir or

All ral liabil; risks, except those
specirwyl exclued

All liability iks easing from automo-
biles except those S.pifically excluded.

Medical Payments-necessary txpem
incurred within one year from dite of

Fiduciary Liability of Banks -libilit
risks of corpotate fiduciaies, co.fiduchaiis
and other parties with interests in estates,
truts and real esate management contru-ts.
Substition of "Occurrnce" for "Acd.
dent" - events that might not be deemed
an accident . (Comprehensive Gerafl
OlY.)*

FOAM OF CONTRACT
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FORK Or COMIACT

36. (Coaliffted)

37. Comprehensive General-
Automobile Liabty Policy

38. Public Lability of Owners,
Landlords and TenAnu

39. Propet DamaSe

40. Elevator Liability

41. Automobile
- public liUbty
- proptMy damage

42. Autoano~e
- non-ownepship
-hredc Iflliq

4X. Automob~l
- fite and dm*
- Comprehensive

-colision

.RM CoVfWl ,

Personal Injur y li:abilty- raising from
false arrest, malicious prosecution, wilful
detention or imprisonment, l slander,
defamation of character, invasion of pri-
vacy, wrongful eviction or wrongl
entry. (Comprehensive General only.)
Check Stop Pjment - liability from me-
fusa to pay, 7aiure to stop Paym or
to give pr?= notice of diihoo of say
check or d (Comprtenive General
only.)
Repossessed Automobiles-liability with
respect to automobiles being repossessed
and use thetrof for resale. (Coinprebn-
sive Automobile only.)

All general and automobile liabilit risks
except those specifically excluded. Com-
bines coverages of Items 34 and 35.

Liability to the public for bodily Injuries
or death due to accidents on insred
premises. (Excludes injuries to in ured's
employees.)

Liability for dam e to ropertyof
such as lessees of real esute owned
insured-ma7 be pat of Owners' ic
Liability Poi..

Liability to the public for bodily injuries
or death due to accidents in connection
with elevators on owned or leIsed pron.
ires.

Bodily injuries to the public and daming
to property of others.

Bodily injuries to the public s damae
tco operty of others n us* ofcaM t
owned by insured but used'on insured's
business

Loss through fir lightning or theft any.
where.
Loss by fire, theft, pUferage, windstorm
bail, explosion. es ne, water Mali-
ciou~s mischief Or van i
Damage to insured's car by seideatal Wc.
Wison or UPS&t

1598
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_Au or cONTRACT

44. Workmen's Coaipwsadcn -

45. Bou"e ZzXploq o and
?4acble &ctakdown

46. Spr!nkl Leakage (and
Iairy for dadag)

for damage)

49. PIate-Gla.

So. Valabe'Paperp and Desuut.
on of Records Policy

Depostors Forser Bond;
Disapiarm.'ad Deseum.
d016Floio f~tdepostors)

Wq UabliOimced by1,-easainf m
"lin IMa bed 4da~d Ohte ioe

operaions, are carried on, bewsn f W_'
juries of-deathto plywb
M, the Owe of mpomet

..O~S to prlet o wam sdes
and liability for I*)ca dtpa

Damage by, watr ane by k4a a
accidental oetonof Ma 3 it ayt.
Liability o ow ateso o .

Dsma~e by water free saccdet %
phzmbM4nfr eigsing systema ddectls

do bigbt of efe
Direct I=s of Add to ift"puty

Aeddental breakagfoc damag to Plate
BIlu and Itttteriag.4chiey a replaemn

Cost of tejRodnngmcods da at
destroed, Wi mnusaw-o ofblkbok
and otber as.Smucw
provided widet kbs bl u kt
Also. wre oad resarh riot Inddod
Under w akM wbon4da;.C t X4~d

Forgery of ak"eo of che & dts
etc., a"dhe~l. iehr eke
weln a te dePosac IncoMIF4 chec
coveage- may bi- added by rldewCoub

pMr_09hens61 -e __D I~k al~~adwh
rAso ch a B he bwg aud tab.

byfor badioal &MUM

Noe: This fint lacudks Owe racnSM ks meet' w n andm u *mW aom brat
wt afenezi1I carded by b&aAcs, lo 6ther forms ap~,sbl to uamd wlh
b&Ac txiumtm WIwSdi mw~ aedt~d

469
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U.S. SZNATM,
OoMMrrm ON BANKING AND OURENOY,

JanuarV 80, 19,64.
Mr. JosEPHP. MOMURRAY,
Chairman, Federal Home Loan Bank Board,
Federal Home Loan Bank Board Building, Wauhington, D.0.

DiA- MR.' MoMuRAY: During the recent out-of-town hearings held by the
Production and Stabilization Subcommittee of the Senate Banking and Currency
Committee on S. (750, the truth-in-lending bill, a number of questions arose ih
regard to the bonding of Individuals handling funds in savings and loan a9.*
clations, credit unions, and commercial banks.

Durlog these hearings, It was agreed the chairman of the Productln and
StabiliZation Subcommittee would address letters to the respective agencies
reqnaesflng information about the bonding coverage required under the various
laws applying to these various financial institutions. It would be most helpful
to the subcommittee if you would submit to us information on the followinS
aspects of bonds" required of savings'and loan association officers as well
bonding experience:

1. A description of the bonding coverage required by law Including the
number of persons required to be covered as well as extent of loss covered;

2. Information as to rates charged by commercial companies offering this
bonding coverage;

8. Statistics on losses Incurred by bonding companies covering Federal
savings and loan associations.

It would be very helpful If you could provide this Information not only for
Federal savings and loan associations but for State-chartered savings and loan
associations. Of course, I realize that you have no direct responsibility for the
operation of State-chartered savings and loan associations; however, any Infor.
matlon you may have on State bonding programs will be helpful to the sub-
committee.

If possible, we would like to have this information by February 10, 1964.
Sincerely, PAUL H. DOUGLAS,

(Tha4rman, Subcommittee on Production and Stabilzation

FERAL Houic LoAi BANK BOARD,.
Washington, D.O., February 6,1964.HoM. Pxur, H. DuoULAiS,

U.9. Senate,
WatMhiton, D.O.

DzAR SZNATOR DouoL&s: I am pleased to be able to supply the following iI-
formation responsive to your request of January 80, 1964:

1. Bonding coverage required of Federal savings and loan associations and
of State-chartered savings and loan associations Insured by the Federal Savings
and Loan Insurance Corporation. -

(a) Sections 563.19, M83.20 and 583.21 of the Rules and Regulations for In-
surance of Accounts prescribed requirements as to minimum amount of bond,
persons who must be bonded, form of bond, and acceptable bonding companes,
with which requirements all such Institutions must comply. These requirements
are as high as,.or higher than, those of the States generally. Copies of the cited
regulations are enclosed.

(b) Also enclosed aei copies of Savings and Loan Blanket Bond, Standard
Form No. 22, revised to September 1960, designed especially for savings and
loan associations and approved by us as acceptable under the provisions of se
tion 68.19 of the regulations.

(o) In respect to the regulatory requirement that required bonds shall be
executed by responsible sureties acceptable to the Insurance Corporation, we
have determined as acceptable all of the many companies listed In the circular
of the Treasury Department as having complied with the law and the regulation
of the Treasury and that are acceptable thereunder as sureties on Federal bonds

2. Rates of premiums charged by bonding companies.
A statement or description of the rates charged is made most difficult by re-

son of the fact that the rate In each case depends upon such variables as the
size of the Institution, the amount of coverage, number of employees, number of
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branch offices, number of agents, etc. For instance, for form No. 22 institutions
having assets of $4 million or less are charged by basic units and then in price
units for each $25,000 of coverage purchased. There is a further charge if

forgery coverage is desired. Enclosed for such assistance as they may be are
copies of relevant pages of the manual published by the Surety Association of
America.

S. Losses incurred by bonding companies.
Our information as to bonding company losses is limited to defalcations com-

mitted by directors, officers, employees, and agents of insured Institutio s, and
we are not in position to furnish anything about their losses from robberies and
burglaries.

Enclosed are tables summarizing our data for the 5% years ended June 30,
1963, and showing losses paid by bonding companies as a result of such defal-
cations. Compilation of comparable information for the last half Of 193 has
not yet been completed.

I understand that the Surety Association of America, 110 William Street New
York City, acts as a statistical center for member companies, and perhaps it
cau be helpful to you.

If I can add any further explanation or clarification, I shall be glad to do so.
Sincerely,

JoszPH P. MoMVRBAY,'Oharman.

28-902 0-64-pt. 2- 59
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'  
-- ' . . "SAVINGS AND LOAN SLANKET 1OND r0---,,-

SuhAdud Foen No. 21 Iteiwis s. Sepieffbtr 1960
Bond Nio.

(Herein called UnderWiter) B N
DICLAILATIONS k
Item 1. Namne of kIured (herein called Irsaureod):

Pr;.nciol Addr~ess:"
,IJ -k - a,- . .. tj |IIII||uP Ii31 |lIll| "

Item 2. Bond Period: f rom noon onb t m a rsat

to noon on the i ffctive date of the teiriation of ths tme at the Principal Addres i'lleach of said dates.

Item 3. Umit of Lisbility $

except as foi;ows:

Audit Expense Coverage: S

Item 4. The liability of'the Underwriter Is ferms of the following riers attached d hereto:

Item 5. The Insured oy the accept nce of this bond gi9vs notice to the Underwriter terminating or canceling pui
bonds) or polio .I No.(s

wch trm~x ancelation to 'oe af fective a of the time* this bond becomes effective.
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an V k. tO ufah 1 any efCitto Ast b6cUdul Wocin flerl MIC of - Oe!14 yf los wit lreipett * W yth - t 1-
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THE FOREGOING INSURING AGREEMENTS AND GENERAL AGREEMENTS ARE SUBJECT
TO THE FOLLOWING CONDITIONS AND LIMITATIONS:

DEFINiTIONS (g1 Mny loss of unsol lraetors' Chocks placed In she cussd Of

Sossor t. The following looms, as use in t~ od 4 0 hav 'he Jrinstotd with auhoorty to sell. whore nO fraud or 6%hrre-.ry 0
the repctv rmativ sttdi NSScinhe part of any of e Eplo sslyved. vris% a)IN nsweqji

-. Os~s Sct cas egally I-able x' such losts of suach chocks ndbsuch checks a9
"a) rs~loyte" "mbs: Iasr Paid Of honrefd by INe drawer thereof,

Ill en7 officer or employee Anth tns'.aee w;:4t~ :Icurd by INe Instaed at t or. stawte
(2l anty Csssplete of &A te et officer of she Insured; a-a Inter rr~ed by ise d, y1r ,karr
535 any Arly electd or appointed attorney of the Insurved or any or by St ot Foderal uevsr ne~te a-d- whssr r

env"~r~ of svch altortlrr consluoled by reto I eisacry of toss sntasase by she Iren
(4) 5 natural person1 fsomnelL'ls knsowns as conveyances) duly through dishonest, fraudulen or criial acts of any of "r (irr'foMs

e led ar apponted by the Mssred to draw de4d of cses. escep when covered wrter the Secondpagrpofnslg4e
vevaict of lands, IC inveuligaS ilkes of real roert, or meo WA.
osthtrwrsa W as65st sh Insured In she making tl dlstingsarshed
frees th servicing or collcen) of rortgag hne, while LOSS-NOTICE-PO-fyLGAL, PROCCEODNGS
peforming s"xt seroceF Section 3. At the trltes pfrst(,cable moment after discovslt W

ES)~~~ an*a.aa Oero iuydctro orapolinled by Ise Insured any loss hereunder the I-ua~llgr h U 'dlwrer wfrts
socle t ns forts hctoet *1 she insured White tolletig notice thereof and sa lowlhl( vbih ltrsd dsit

or having poslees lf ~skls rtrs and furnish to the Underwriter afSOrta 524 lf oflos t sia
SA) anaturat 1esovkorse y of With she approval of the lkihrs LegAl ptodtim fr slrtp n us ereunder
Insurd to make collecion of. savings fror persons who car. nlot be brosught -6 st I sopirliesor Sixty days after suds prods
pose. Or prurpeo to conscOse. a grou waking sy~tc.oosserai Is r 2 filed wirth she undoraritrn nor alter 01 theepirtion of t" rrl

P IsWt ieInaared whiOole cno or having posses h snssedscsmllnuh, ecp ra s
of any Such unt ?es e" suh svgs. whale upon tire resists prorredisol to rtooshrsNd0er on account of any ludomert again
wtere coltected and en the posuer or ewt~ of she said she Irsoured In r m snindI GnrlAreet0m

Per" CII~WV"01 01" d"44 o b I powsici recOverial torreysItId paid In any such suit, shah be begun Vwhi
per- so rledcsesshl edeeds ei twenry.fer mO ~er os t4hef - dale upon Which the4 Iadgrere In tuek

(b pofety shenseS ,Cwen suit ON cgI W ts Ifhe Insured bee federal Sav4nsan a
rroor mws onycaren, ols arn nse. ederal Re. rsjiocialwt lle ale association insured by the Federal

terre notes, postage and revenue 5(10505, U. ?. Savings Stamps bullm, SsavI and Coe"A re Corporation, bus nod subect to stewa
Precious metals Of all kinds and In aft, formn an articles made thore. supervisory sut&rftJudeto anC gedsvt ncs fa
from. IrwelrY, watches, MIscLaces. bracelets, Qttfl prcIu and aei~ ls esrdedc~j lttb hned e" het Fedra Hosts &

peecioss stones, bonds, securities evidences of debts, debenluros, Lonars4whcseIsudIsam brteaiFera se
sCriP, passbooks held as collalerat, certifkcates, inome shaesl, prepard Loan 6en ofish INosured is reetn the so she Uderltow

shares, full paid shares, mnaturedsaercilwreit ihs "o wthnA the peWo liestited shereo. If an linswisation ermbodiedf Ins t
trasfers. couponts, drafts, bills of esohange. accepeancis, nols bod isprebuiled b n a otwln h osrcinhr

travelers'c abetras of tredlt, wareousne retces. r ato hl be deemed to be orntenderi so as to be equel Is

de s. ng M~ " U o rers, bserct f l t an o n artlsan - . rteili<rt period of limfiitton permitted by such law.

Ineresste , end assignnts Of arch peirciemtLUAIO
nsw nie4olher soluable papers and dousnl.m iSeute

Instruments CMsila so or IN she "trurd of she foregoing, in Which she4
Inoured has an Wntrns Or which are held by the Insured lor an p5.0. Section 4. The Underwriter shlM setlo in kind Itt tabsirty wr*
pose or Int "anycty and whether so heldl Vaehetovry or n.ot this bond o eccorwmt of a Ioo of any securrlM ori at the option of
Whether or neItshe insured is tiable therefor. arNthe Insured shalt pa to the Insured the cot, of replacing such mo

curilles, delertrmired the average market volue thereof on she E
EXCLUSIONS f/ tj cedingds4lCOvary 5 sch loss by th Insured. In case Of a loss sf

Sectiont 2. This Bon Coes Noe Coven. tSs s riptc , conversion, redemption or deposit prlerlegos, as abes
(a) Any loss due los rrtrtary. nasal or usuped power, war>> /tfohthamutfschls albeievueoschpilgs

sverclin, om Sch o" ccur inof it. n te crcuriatc ylimre ate1y"Precedmn the esPiraon the4reOf. if such securiie cart
surrcielo unles such6 l~eos oCur In Iran"t Ink oh icmlrc no erpae f hare no quoted makt value, or If such privilege

rectedIn nsuingAgeemnt ot nd rress, when such tranat was have no quoted rket- talue. their value shal be determined by
Iniialed, shore was nao browlodg of Such mirlitary, naval or Usurped agrement Of arbilralion, Any loss unrder tKIs bond of money, esorore
Power, war Or iur CAio oNh part of any person actingi for She or funds of any country shal be paid in the money, currency or !,.4
Insured In inlain uh tropnsit or any toss due to reeve, cyctomeo f su $ch cn'rtry or as she wopr of she Insured, In the Urritod Sta's
tornado, earthquake, solWca~ erupton or simar 4t brre of nat,.re. of Adrkia dollar equivalent lhereof dermmned by she rate of es.

(b) Any toss, In lirme of peace or war, Prc red casesd chne as the sined Of she peytit of such losl. Amy other tow
by or resuling f rom th effect of rrut!ar CS , s rado. sutained At anY of the Insued's offices and payable inmoe slat

actvissprvidd.hoevr, ho ldsparlto 5 aplyt be paid in the money currency or hands of the countryin which 'A
to lees revsltig frons Industrial uses Of nulaitseg. off te is located if aItshe Option of the Inured, in she United States

Cc) Anvy lees ressltrtg wholly or et(r e Ith Odw1bngk act or Of Anseria dolar equivalent thereof determined by the rote ef 4w
default of any of she directors or tIsre of she Insured who ate chage as she simet Of the payrviers Of such loss.
hoe emploCyed by she Inred at a salary, escept when perfarrising
acts Comning wsthn the scope C4 thtuaI A~r of an Enroloyte, or BOOKS OF ACCOUNTS AND OTtvLRt RECOA1tS
wilan as ah mebeard of any =10 4-# dry elted or epproilsd In Case Of any los Of Or damage so PtoerIs consisting Of books

by esoutin o te be'dof ir s4,oe -trutees of 1th s Inued ts Of accounts Or other records used by she insured in Ihe condt of h

perf o there, as Nsagih*p eeal sra cso business, she Undefrrler sha be asble under this bond only if enc

behal o" she IN ""arod N in eeorpI&Tbooks or records ift actually rteodsiced and shin toe nsf mota
IdI ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~~04r~. Any lettersl fseCrrieeo rri ~ seCost of the blank books, blank pages or other trulrial plus #e

of or default upon anY loA made by &,. obtained fron ris inue.Cost Of labOrf orI thaal stsrNscepto or copying et Caa Whic
wher procured In rod41 fa-rh or thrvoh trek, artrfiee, Itesa orf hl aebe unse yte nue nodrt erdc
Eshonesty. eacepe shCA Covered by Insuring Agrersmess WA or (DI. 01l sv~~ o ut r,;h e INcordsn.refs rpov4

(a) Any loss Of Property cente~red In customers* safe deposit boxes bosadohrrcrs
escape whens covered by lnour4rAgretet (1) or the second pars. PROPERTY OTHER THAN SECURITIES OR RECORDS

grap oA nsun 4snm n tlf In CAse Of &MY loss *Of ordamage sost Prety Other than W
.l n oso .reprty Or soy less Of Privslegos through she4 gSI- curitest books of accounts Or oit tctOds as$ a4forsaid or damage Ie

pfcnelor loss pf'?rcrY as set forsi in Insuring rkgreear 1C0
whil the Property Is irs, ttana.5 in the custody of areY armored moo she Insureds of tes Coveted Sender slut bond, Or loss of or Carnag
vss#l Conrn arsless su.ch loss of Properry or such kiss of m;ss to she furnishings, rsturos, ssaltooery. Ss~tgles an eeuiprsre Oss

Shall be !A eAcess of the arort recovered or reeie by t Onl srhe Undereriler shall not be liable lot more then the acrs a cash
tured under fa) the Inoruret centralt with sald arred oor . IsValkr of such Property, or of such Furnishings, fistures, slaroners,
conspano, (b) insurarce carried by said armored oor vehile comt aupples an quipment, o for more shert the actuat Coot of repeirb
pany for Nh beinefit of users of its seance en (C) a111 osher insance such Peoperty if offies. furnishings, fitures, stauieney, lapp~es a-d

anId indeennity ian force in, whatsoever form carried by or foe the oquiprane or of replacingsae Wish property Or material of Ida
1tnl of sVers of sawd armored mor vehile cenre-in's servkc. qtLry and volue. The Uendetroniser may, ar its selection, pay eA

"n then Is% bond shall Cover only such escess octsa casWiate, or swtak suh repairs or, repl&Waceens
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SALVAGE OTHERt tNWeRAtE OR~ INDE*MNITY
S. If the "iaciastai %q ny, loss covered by this mad; % eslnY 11 th inuo a-sa aitayte nea

.INt elriaeth Amounti ja eev-Jrq 1e pesvci bys No sc p vtt et nity "ooi Cn oss eared by this band, she Unrdeeeritetr
ye( l.5a"~ ltaast iarAvia1 tsuelosheIsed "hl be ia.ehrene only e# that Wac of Sacht toys. Vhih is In.

ryes ette i at ircnvrr.cs ma~tt Attne paymnti by the tUcief. caceic of the ai~sae recafrasfe or tcontrel hat Such *?ot In-
,.M %%e tre crerJ li % thi hoit fep raot stttlhiP, insurance, Iuat.c ne I.in no evens %halt the Umree'r-er be hiale lot

*~irice. seurity an indrinry taken by or lot the oyefit oi th 'ot ta thes amOAtt at the CoVerg at tIs% bond applicable to
yskti~r. ty .tsMWCeet t Ity M less the 4 a ct oo tof@ dttttig suich ta10V~ c, eeheee to Section 6 of this band
nA ieerirtw% %O. w ettitctr-ibt tot buckS ensi lot and4 "i to.
rii~do or. 'I ts- e W Ire ,6 ii cr UKe % lAssay sueals ucove'irs sh~alt TERWHNATIONr

be ,%irwd
1 

#,-% i sbasiitO the Uicreiriter and thereafter' feret 10. Tie& Min ltetnlcaut i. 4 ty antlreijr-4ai thirty
a rcwiiau snt ait the #a~sto hat pact of s"lh Iss '.Jli' lay% offer okw iCcepe b~y the tsit-l et A W"It" etetee less- tie
SAl VeJfu it~ Amostit %t4& hitiored shall etecite 6 aleessa' Underwriter of oft desire to etrmnate this band.,o at4 atittht
pats wa seur to the LUndtt~rttte the heights herein provided lot. upon thes reCcipt by the UniderwriterO ala suite'seiyay team 11 the

NON-REOUCTIONi Of LIABILITY ltai"to Iateminte tINS ban. or tel renealeey UyOn the taking
Siestas 6. Payment at tots under tIS band shall not reduct the oa of tIe bsied by a rietive arthe nIQLA & tsdaor by State a'

eablat attheUcitertitr tite ths bnd sa sha hi whra~tr Fedieral affcials, at (dl Isimattolyuo the taking aver at the4 Ii
waar4 flOVIOED, hanner,. that the tatal liability .1 the Under. aie= 1aahe1ta~i&T~nertesalo atmrfn

~underi tIs% band san account OF sa ny $oause by ayon to the Lntifld 0he snraed pratrFuaq compogod pra sat a If this bond
so o bur4ay robr rhodu.o ttmitera tinwcho be : erl:::e Vedcd by notie hrone of &t the instant., 90 the

r.ita
9 

burglary.rnbedy im! cco attmp theeat wi ih rcio tderweet, or it Womlnated as Provided in ouhectlon Ce) dr (d) of
,VGA ott t~ce a' reylgenet c IorO Mn the pWeof this ISPatagraph. The Llideewnoee, shalt tetutid to Ows ensued the

Wrom ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~~~~~ctrut atieioeo h mlvt rnt eutngI ang o uere r-u"tip Shhrt rates it this bated be terttatd
wSan lhetetoo thserrOPropevrty. c at i yt rsting her than of reduced by ntice haom of at she Istance q4 the Inaurod. It theswdrstttttatt~~~~~~~~~ a'tsslcnelo rpryc osohr~ Insured be a Federal Savings and toon Asesaclatl;o at a state-.timecotied itn (at and (b) preced~ng. cased by bets or aita;ssiare charteoed association insisted byeoFdalSinsndLnIsi.
drylo one PCesn 1(-hethee at 94 the Emrploy**s of rwofc acts Of ayCroain rotriain9 the bdea Savs a eaos. whthr

.w~n mwichl Such person is nae~cerned ot ir94icateid, or 0 byteis&eMYt ~neirresaltk fec e't h s
beo wis respect is a no casuaty or ivent, Is imvoied to th LI FyteIsrdO newie," aedafectir tm LaiMex

gJLibiit sisidInItm o te od~a~os f his on, rrspc- piration of ton days team te receip by. ShSaea on " ank
ofiailt saed hiJ Imut 394 tuhe ctaetcn 94ti an rsco. o which the Insrerd to a maeffbet a written. notice of stucl Itrmina-

te at he totl amauit ci uch ~ficn sanest an earlier date of tortssa ianis approd by sad Ferderail
NON -ACCUMULtATION Of LtIt(TY Name Loan Sank

seehon?. A1egardgess at Ithe number at years tis$ band shI aten- This band shalt1 terminate AS t6aty Ertployee-a)Itmns~atety up-
~~ in lanec and the nianletr of Pe. Wisis wichd shall be payable on dfiseovey by the4 teised of any dsonest or tesstduent set on the'
*p&;4 she Irabtiy at Ithe Underwrref sunder e~e band with respec -ar of teals Iataolye, withat peiiathce 1o the aoss, at any Prety
* y tots specified In the PROViDED clause at Section 6.9f this then I iaaio In^th cusody at such Emaployete, at 4W fifteeon days

Isitall niot bes euuyie a's arrcnid from year to year or from aftet the itelp$ by she insured of a writteetnotice team the LUnder.-o;0 to period. writer of Off desiero miae this ban as to suecs Emtviae.
LIABILITY UNDER THIS BONO " t R -e TN$,Tr TEi&INATiO

AND PRIOR ~~~~~ Section lIi As any aI' pio totetrinto fU
Section a. Wilh rescct to lny loss sot forth In sub-section 1)M entity, wther by of th t o " the.-deie, thi

t PROVIDO claus of Section of this bond which is reauble give to the Underseitift ntce that It desire$ aider thIS
eesfroted hi wh le a' hn part under any other bonds or patfs d-tionl period Of tweNto ~ *S Within whch to disco
Soed by the Uniderwrier to the Insisted or to any predecessa' in gained bytew troteesd petal to the etiectivo date of sus$w~tts of the tIstred -and termilnattd or caniceled of allotted to " ndSKhl pay an sdttatlo4a peemlsiten teeuiat it this band,Vie aind in which the period for discovery has rot exired at ti as an en;r0ty by rtasonoite taeing aes of ebe Insured
e tmf anyschislss thereunder Is diseavted th total Vtaiy of the a., Other 6cltdao toerc by Statie ci Federat Of ficials. sue
i)%der¢ under thIs bind acid snder such other bonds a' policies other tosd at State or Fedel offices shall hit
tot toecaed i the aggregat, thie ien carried hareuaider (A the'tqaed and besiect te same trnmtatiins as set
tLo ta& a' the4 amount a eatable to thes igated sander suach other paaayswvddttmeleitseeseiedb
et o policies, as limited by tie terts t4 Corandor threof= ph t roeide that das a e e cised iyto Wh loss it "h latter amin be larger. 'i.aerl tot. thn Illty dar after Such Invited is ta

h oct receiver or other byldter Or State Or Feeral titic
co average at tht band supersedes In whole a' In para the Vidod, further, that Such Insured hass nor' peVvinssy to

srae of any ether bond or pacy of besurance hsed by an tLAsrer righs Upon receipt of such notice teats t sured
W than She Ulnderwriter and terminated, canceled at 2 00weiqd to receiver or attet Iiqtaidatcir a' State or Federtal otfaciask the

tiith Unders;itr, With reIspecti to any IOUa sustineid pfia to Such " sa g;"e Its written ciraei tersto; provided. howe
Viteraren, c4e neotn 6r eC.pratfon end discovered wVjth;they ) dtOst period af time shall terminate forthwith on
Wed permitted uander such athee bond or pol far the dtsctncf dare of anry other insurance aboaied by the cisurtd is
0 ke terosnrsdei. shal be liable uidet tISbodny far that ist/ brlinesseO a'-C Imastrealo other tiqudata or Staea FeIt ees loss Covered by this bond as is in aces o thne rep ng It whole or In part t4 Inranet afforded
sivsbl or recovered CA aceaut osf much lose under Such ocher bod whette of not Such other Insurance proavides coverage
epdltcy, anything to the cnraty k% such others band a' policy not. tained Oriartotheoffeclt date at suchl otherc tnsuranee

/ iIn wit ss whereof, the Urlrdrfo cau € sod this bond to be oxeciitd on the Decfaratlo s page.
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ANALYSIS OF CHANGES IN

SAVINGS AND LOAN BLANKET POND, STANDARD FORM NO. 22
REVISED TO SEPTEMOER, 1960 .. .

Tic Stter Atocurtio4 of America in coltabovua- with the United States Savings ard Load Leg as revised to SeCotru,
1960 Savins a r 8lanaket $ Sltraiard Form tNo. 32. -4 formal of tie nd.hes b c tea Oetot a
ba sh n 3yping wilt be dona o the Oeclaroetirs page.

Oshee thn editorwa aanendnsqnlt. the changes are as follow:
PICLAILATOINS PAGI% apib e

1. Ltmit of Lilbilir-laes 11 of the Dcltaratione ag sets forth the aSosQne of coverage g9ve snder the bond~all t A
Insurn Agreoenes except Audt4 Eapefti Cov=g which is raw mnade a par of the Fideity Insuring Agratseni

2. fisPv Io Made Its Item 4 for the tiong f elrers attached.. the t at the ime Is tota4 ,Tho provtoion cv.
reteend to Sectos 13 ,4 the p-w oduie of tha bor ... \m..

3. Cancefon of Prie,11 ede o i Prve to ade usdo1 tWes 2 for saetrtens of prier bends or Potictes. TMt la elowi
SO the correseenditV Prowleio ath end @4 the -ro edition of tIS bond.V

GENERAL COMMENT
The fdle'elne riders have been included k% Oie various Provisions .of shin bosS
I. Si 5051 -Contyancers Kdv % r
t. SR- 5.407 --CoteeGCurrency Rid er
3. SR 54t5 Sa tlp fStlQAga LtabMltAder
4. SR 544) .-4ot Wee& Rscords Ridr A
5. SR 5478 r .d sto e \ A
6. SR 551 2b-Icear Lsclsiot Ride- , .
7. S 5506 s-ieoery Rider, ctdin te provision on Rltoito Alter Terminetion

N- tISURING AGIZme s
1n the Prior edtiont this bond share wa twat* Lsn Clause (fo the coero at rents end collectors of g" depoolts,

This covers" i toa givemstby mean of &A ~rsenene to the definition of t'he word "Eagloiree" to ksecle such collectors. k.
codi . sIn sepaate Insuring Ctno g ivg covrg on these collectors have beetne-inted.

I n order Ito prorote tsnaifonrity wish other te of Bne anket Bonds, the po t designation of teteng Ciu s el, 2.3
etoc. hat been changed to (A). (B), (C). and (Cfe ae. and hi sift conntection the Forgey lnurtng ChIfe has bee changed from Wi
meing clatse 2 to learng Aewlment (01.

Fidelity taSrleg Areeme t
Theg defian;i;on Of the word -Emptoyee pravti Included asa peel S the Fidelity Irurtn Ageemant has been ian eout .

*t .Arerse~t an Irtd at • o of ft Co r"td an d Lmitatioe of th ben
Since it appears thee there has been earn confutlon by teser of the prior provW&s on hith Fidlty Inuwire ClUseinWng lose OF Property by oseon of hly ads act of any sucs Emsploy whether acting atone or in colsion wi

r has been amended tn anf of ot tlafy Its Itent La. M cov lot . thrcg4eolfte dohonse, of Progery4
byt = ur for as y purpose or toi" a caFpaity, wh4th oa not the Inured is legally libe thasi o lfG.

This-s-e w proion teaden a follows S
'Any cxprnse in4rred by she Ln--ed for that part of the cant of "is or eamnatior required by State or Federal s iertsris
.uhoriti es so be conActed either by Sach l Orite or by een t bo nts by reason of the discovery of to entew
by, sh InsUred through dishone, frueieno or criml acts o any of ft Eript The fas liability of the Underwrte
fet suchr sess b Y reason Of Such act Of any EN6mpoe or to which tucit EfsptoVee is concerned or Implicated or witis ragpect.

anry fl sat or amnation to .led to the innate sated opposite 'Audi Expene Coverge' Itos I 3 of the oeclars otq
it beig rstood. however, shat such ass s be deemed to be loss tsald by th Insured through dishon, fr at.
tent or cri mtna act . onf e or ort of the E Smployees and the rAtry of ft Und&-rriter .id, this paragraph of Isrrlrg
Agenen Ci shalt toe a pat of &-%d not to editions to the Litait o L0ablity stated i I €e 3 of theI D ,clarato
In tew of the Inct so of Audi El eree Coerage, at above tpicified, thata kw been added to the bod en exclusion thte

thw bond does not cover.
"AnMy espense Incur red by the Insurfor an7 trKit Or etarslnatln whether cWJonutd by sw rard. by Inrdeperdatt eccorantarts
or by State or Fedleralotlsee~orltsi whether or rit conducted by reason of tde discover of loss sustained by
the Ineured through disitonetfvtoan or criminal acts of arty of te Enigloetes eacepi when Covered saidor the second Pert.
graph of Insurin Agreemsent (At.

Tlhe stcan paagraph of this Ireurang Agreement lies bears changed- to follow tlhe "Presttses Rider-Caomrs" designated Sit
5478 end t" otticert and eqaeign paragraph hNs been arnrded in accordance wit the "BosedRecords Rder" dlatgnated

SR546). OhrlsraAesea

At stated above th Cosunterfeit Ciurreoncy, hosusng Agrroeenen and the4 Safe Deposit Box Le,0al (Labilty Iwingr Agqrrmev
previously Aaeitable by rider, have now been Included In the basic band form as Insur6ng Agreements 1$) and (it, reopectivaly. Ex.
Cape for change, in fesrstontw, thes otte tnrel Agreemnt~s rem&a site tame.

GENILOL AGINtMINTS
To corlerm to ithe format of rare recently revised coverages, General Agreemeros have been Included as followsi-

A. Additianatl Offies or Empoyes-Cortatidattion or_" -" 14@4 assets" Of torm *tha irelvueon has been added This
provision wass formerly a par af the Con-tgtio es r~ittioe

8. Warrvat-This provision tes fernerty a part o4f t Conditione end Ltnsititort
C. Priorr-Thig prorislant was formerly a part of the Conditians arid Llnreatiore.
0. Court Costs "n Ateores Fee-lms provision ten forely e Part Of the teArPng Clauses It Ia raw Indited in e Caedo

Agreement because, the lndensty provided by this paragraph to in eddotion so the arresrt of the bond.
COP4OtIONS AND LIMiATIONS

Oofi.ninios--The Conditions an Litrsonal Include, In Section 1, 1eh defitio @4 "oe" which was formerly Included in the
Fidelity lineng Agreement Ad a definition of the stord "Property" which was formerly the second pavagraph at th boriS
As above menioed, conrveo-ners hae been Included at Envmplyesa4 collectors of rents an of group deposis are, alto include
as Emroloviees
Eteclusiona &ceoion 21-The Nuclear evolution formettyaddied to the bond by ride designatd SR 51 2b has bean Included In the
bond let osissacton fbW and since Sayv~ns an Loan A'ocitiorw may raw issue travelers' checks, a travlers' check exclusion hie
beets added in stab-setion (9). The ohen echni~on corresond to those conne in the prior edt of tis bond.
Valuation -This provision has bean amended i acqcordance with she 4oadRecords Rider denaletd &A 5463.
Salvs -Tis provsion hot been revised to t1W a detaclbe may be used onthe band, if desred, wiocA she necessity of aneid

Liability Under This Sond an Prio euranc-A pirt'fror soose editoial changes, thi provision to th same as that caned
In the priot edition of this bond as mvanoded, by the provision Included In th Discovery Ride designtes SR 5504
Termtinaion-Thijs sct-art hat been revised to follow fth more recently edopoed termination provisiore Included in Ocher farina of.
Banters or Srokers lanket Bonds. \
Rights Mfter Tarrminti*or-Ti action follows the paragraph Included In the Discovery Ride designed SR 5504 escapt that there
has also Leon included ae-Prvision givingo a receiver or ocher toysidat or State or Federal officials certain righs upoan eaking
ove she liswed. In adiiititeevent line the Insured or its receivcr or other liquidator or Stata or Federal officials, upon
tarminatios of the bond, obtais are additional period Of twelv moa within settch to disover toss sutained by the insured prier
to the effective dare Of~ aIqt reatrn an sPoe Insured, [its staccissors. or each receiver, tisidiator, State or Federal official "aI
obtain other i.rArec replacing hi whole or in par t&q iniurance afforded by the bond, ste Intnt that oach additional period
of tithe shal terminae forthwoth oin the effective date of an such other Insurance so obtained Is clarified by the addition ot the
pirate "whether or not such other Insurance provides coverage" for lose sustained prior to Ie ef fective date ot suc odw,

TIS AecAkLYSIS IS INTENDED TO BE INFORMATIVE ONLY. TH-E TEXRMS AND flOVlSI-ONS OF
THE BONCI AND RIDERIS WILL GOWARN ANY QUESTiON AkISING IN CONNECTION TmEREWITH.
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BLANKET

Revision of May 17, 1948.'

FI.76
BONDS-FINANCIAL INSTITU.TilNS

Clearing Hlouses,
*1. For coverage of less than $100,000. compute the premium in

exactly the same manner as though Issued for $100,000.. Tihe fol-
lowing percentages of the premium so determined shall be charged
for the amounts of coverage set forth below:

Amounts of
Coverage
$25,000.

50,000.
75,000.

Percentage to
be Charged

S.... 35%

....... .... ............ 0 %............................ ,...*o...8 0%

All premiums are subject to experience rating.

'1607-
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77 Revision of May 17, 1948.

BLANKET BONDS-FINANCIAL INSTITUTIONS
Savings Building and Loan Associations

lnutifutions Eligible.
Savings, Building and Loan Associations an41 Cooperative Banks

in 'Massachusetts and Homestead Ass'ns in Louisiana.

Bond Form Available.
Standard Form 22.
Standard Form 16 Revised-may be continued for Insureds now

carrying this form. Not permissible for new Insureds.

Coverage.

Standard Form 16 contains-
Fidelity, Premises and In Transit Insuring Clauses.
Premises Insuring Clause-may be extended by rider for an

additional premium to cover misplacement and mysterious unex-
plainable disappearance.

Form 22 contains-
Fidelity Insuring Clause-extended to cover fraudulent or

criminal as well as dishonest acts.
Premises Insuring Clause-extended. to cover misplacement,

mysterious unexplainable disappearance, abstraction or removal
from the possession, custody or control of the Insured while
lodged or deposited anywhere in the ordinary course of business.

In Transit Insuring Clause-extended to cover misappropriation,
misplacement, mysterious unexplainable disappearance, being lost,
stolen or otherwise made away with.

Forgery Insuring Clause-extended to cover loss by reason of
the forgery or alteration of any instrument.

Insuring Clause covering any other form of fiaud or dishonesty
by any person or persons.

Insuring Clause covering collectors of rents as employees.
Insuring Clause covering deposits by school children.
Insuring Clause covering damage except by fire to Insured's

offices, furnishings, fixtures, equipment, safes and vaults from
specified causes.

Insuring Clause providing indemnity against certain court costs
and attorneys' fees.
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Revision of June 13, 1962

FI.78

BLANKET BONDS-FINANCIAL INSTITUTIONS

Savings, Bldg. and Loan Associations

Rules.

1. Deductible Rider,

See p. FI-79(a).

Credit for Underlying Fidelity.
(a) If non-statutory Underlying Fidelity coverage is carried, credit

is allowed at the rate of $1.50 per M, or if Underlying' Fidelity
coverage is statutory, allow credit of 50% of the premium paid for
such statutory Fidelity coverage, except ag to Savings, Building and
Loan Associations in Ohio for which credit allowance is $1.50 per
M, subject to the following conditions:

(b) For bonds less than $25,000., net premium- shall -not be less
than 75% of the Primary Blanket Bond premium.

(c) For bonds of $25,000. or more, net premium shall n'. b- less
than 50% of the Primary Blanket Bond premium.

(d) Credit for Underlying Fidelity Coverage set. forth above is
allowed on the Primary Blanket Bond premium after including
the statutory surcharge of 25%, if applicable, and in the case of
Form 16 Revised after discount has been applied.

3. Closed Associations.

When Forms 16 Revised and 22 are issued in favor of Receivers
or Liquidators of closed Savings, Building a'nd Loan Associations,
charge the same premium as for a solvent Association for the first
year of receivership or liquidation. On second and subsequent years,
the premium is computed as for a solvent Association except that
the premium for such bonds is subject to a discount of 30%.

11609
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Revision of June 13, 1962

FI-79
BLANKET -BONDS-FINANCIAL INSTITUTIONS

Savings, Bldg. and Loan Associnlions

1. Statutory Bankers Blanket Bonds.
Faithful Performance *of Duty may be required on officers, em-

ployees, or designated positions by Statute or Departmental ruling
of certain States. Not applicable to Federal Savings and Loan
Associations in any State.

As this Statutory requirement may be read into Blanket Bonds
for Associations in such States, Standard Form of Rider providing
for Statutory coverage for use in such States should be attached.
Premium .for Class A and B Associations is computed as for a
Non-Statutory bond and the final premium surcharged twenty-five
per cent (25%). This surcharge is applied on Form 22 exclusive of
the Forgery charge and on Form 16 with or without Misplacement
after the discount has been applied.

2. Optional Rider,.
'(a) Rider covering Bankers Servicing Contractors, see page

FI-88.
(b) Rider covering Agents (excluding Bankers Servicing Con-

tractors). For each Agent covered by the rider, charge an addi-
tinal annual premium of $I0.00 on the primary bond. Each
partnership or corporation covered by the rider shall be considered
as one Agent.

* (c) Fraudulent Real Property Mortgages Rider, see p. FI-92.
(d) Savings Deposits by School Children. Rider for Formi 16

Revised when issued to Savings, Bldg. and Loan Associations pro-
viding coverage on Savings Deposits by School Children---charge
$3.00 for each School covered regardless of bond penalty.

* (e) Rider to convert Form 22 Discovery Form to Loss Sustained
Form, see p. FI-80.
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*New Page September 21, 1966

TEMPORARY. PAGE -VI79(b)

BLANKET BONDS-FINANCIAL INSTITUTIONS

Savings, Building and joan.,Assoc1ations

Audit Expense Covrag--All Assoclations - . -

Standard Form 22 as revised to September, 1960 includes Audit
Expense Coverage for which there is an additional ,premium
charge based upon the assets of an association in accordance with
the following schedule of rates. Audit Expense Coverage may be
written in the minimum amount of $1,000 and in multiples of $1,000
up to a maximum of, $1,000.

Annual Addittonal
tAssets of the Associotion PremIlM Each

as of the First $1,000 of Additional
end of the Audit Exjpense $1,000 of

latest fiscal year Coverage Coverage

Up to -$ 100,000. $10.0 $ 2.0
$ 100,001.- 290,000. 11.00 2.50

200,001.- 300,000. 12.00 3.0
300,001.- 600.000. 13.$0 4.00
600,001.- 1,000,000. 15.00 5.00

1,000,001.- 2,000,000. .7.50 6.00
2,o00,oo.- 3,0ooo00. 20.00 7.0
3,000,001.- 4,000,000. 22.50 .8.00
4,000,001.- 5,000,00. 24.00 8.50
5,000,00.- 10,000,000. 30.00 10.00

10,000,001.- 15,000,000. 35.00 11.00
15,000,001.- 20,000,000. 40.00 12.00

All over 2u,000,000. 50.00 15.00
tWh at-avns, Building and Loani Associations are

covered asthe Insured the aggregate amount of assets of such
Associations determines the "Asset Group".,_ The "Asset. Group"
so determined i applicAble In'arriving at the additional premi-
um charge for Audit Expense Coverage.

New Associations see p. F-S1,-

Code 190 - Form 22 All Associations - Audit Expense
Coverage.
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* Revision of June 13, 1962
FI.80

BLANKET BONDS-FiNANCIAL INSTITUTIONS
Savings, Building anid Loan Associations

Dilscorery Coverage
Form 22 revised, to September 1960 provides coverage against

loss, whenever sustained, discovered while such bond is in effect.
This bond does not provide for a period after cancelation in

which to discover losses. There is however, a provision under which
the Insured, or receiver or- liquidator may obtain an additional
period of twelve months within which to discover losses sustained
prior to cancelation for an additional premium charge. This addi-
tional period is available only if the coverage of the bond is not
replaced in whole or in part.

ADDITIONAL PREMIUM CHARGE FOR DISCOVERY
PERIOD AFTER CANCELATION OF A

"DISCOVERY BOND".
When an additional period of twelve months is desired after can-

celation in which to discover losses sustained prior to cancelation,
charge an additional premium of 25% of the last annual premium.
The last annual premium shall be computed on the basis of the
amount of coverage in force at the time of cancelation and on the
assets or the number of officers and employees, locations, etc., on
which the premium for such coverage was based.

Concurrent Bonds.
Bonds on a "discovery" basis may not be written as concurrent

with any bond on a "loss sustained" basis.

Excess Bonds-Dicovery.
Rider SR-5742 is to be attachedto bonds which are written
excess over any underlying bond as, the rider provides that the
coverage is subject to a "Deductible Amount."

LOSS SUSTAINED COVERAGE
Savings and Loan Blanket Bond, Standard Form No. 22 as re-

vised to September, 1960 is on a "discovery" basis, i.e. it covers
loss, in accordance with the Agrcem6nts, Limitations and Condi-
tions thereof, sustained by the Insured at any time but discovered
during the bond period. This bond may be converted to a "Loss
Sustained" Form by Rider SR 5760.

Regular Manual rates apply when such bond is convened to a
"Loss Sustained" Form.

1612
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.Resio of June 6, 19S6
1-4782

BLANKET -BONDS FINANCIAL XNSTITUT1ONS

SavIngo, Bldg adLoa Associations

* Assets-New Assodations

(-) Whenever a blanket bond is issued in favor of a new Savings,

Building and Loan Association its ."Assets" are determined by

the amount of dollar capital requirement stipulated by the appro-

priate supervisory agency (Federal or State).

(b) At the end of the first fiscal year of the Insured's -operation,

the "Assets" are to be determined by the actual amount reported

at that time..
(c) Premium adjustment, if the bond is written for a three-year

term, an adjustment in premium is to be made for the second and

third years based upon the assets as reported at the end of the first

fiscal year.

Mirdmum Bond Amounts
Assets of Association as of the Minimum

end of the latest fiscal year Bond

Up to $ 200,000. $ 2,500.
200,001. to 300,000.". 5,000.
300,001. to 600,000. 10,000.
600,001. to •1,000,000. 12,So.

1,000,001. to 2,000,000. 15,000.
2,000,001. to 3,000,000. 20,000.
over 3,000,000. 25,000.

Forgery or Alteration Coveoage-All Associations.

Form 22 includes Forgery or Alteration coverage for which

there is an additional charge of 10% of the computed premium,
.exclusive of the charge for optional riders as given at sec.' 2, p.

FI-79. If Forgery or'Alteration coverage is excluded by approved

rider, the charge for such coverage is omitted.

Forgery or Alteration Coverage for Les .Than the Bond

Amount on Form 22 By Permissive Rider.

The-minimum amount of Forgery or Alteration coverage shall

not be less than the minimum amount of bond required, based on

the Association's assets. Premium is computed in the regular

manner treating that portion of the bond to which the Rider is

applicable as Primary and the remainder as Excess.

Code 655-Savings, Buiing and, Loan Associations-

Form 22 Forgery or Alteration coverage only--Class-A and B

Assoclatlone.
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Revisiori of June 13, 1962

FI.8'
A ANKET BONDS_FINANCIAL INSTITUTIONS

SSaviige, Buiding and L at Associations

.... Excess Liability Discounts

1. For premium computation purposes Savings,'Building and Loan

Associations are classified as to size based upon the total amount

* of assets as of the end of the latest fiscal year. For each such

"Asset Group" a "Basic Unit of Coverage" has been.established.

2. Regular manual rates shall apply for aggregate protection for

one Insured up to and including the amount of the "Basic Unit

of Coverage". For aggregate protection in excess of the "Basic

Unit of Coverage" for One Insured, the premiums for, Coverage

exceeding such "Basic Unit of Coverage" are subject to a

graduated scale ofdiscounts based upon thq amount of coverage

carried in relation to the- applicable "Basic Unit of Coverage".

Group tAssets of the Association as of the Basic Unit

No. end of the latest liscal year of coverage

1' up to $ 100,000. 0000

2 $100,001 to 200,000. 37,500.

3 .. 200,09; to 300.000. 50.000.

4 300,001 to 600,000. 75,000.

5 600,001 to 1,000,000. 100,000.

6 1,000,001 to 2,000,000. 125,000.

7 2,000,001 to 3,000,000. 150,000.

8 3,000,001 to 4,000,000. 175,000.

9 4,000,001 to 5,000,000. 200,000.

10 5,000,001 to 10,000,009. 275,000.

11 10,000,001 to 15,000,000. 350,000.

12 15,000,001 to 20,000,000. 425,000.

All over $20,000,000. 500,000.

Where aggregate protection for the Insured exceeds the "Basic Unit

of Coverage" given above, the premium for each unit of such addi.

tional coverage or part thereof, is subject to the follo'ving discounts.
Discount Computed

Premium for
Unit of Coverage Excess Liability

"Basic Unit of Coverage . 0

Next multiple or part thereafi 25%
to if if 06 i

if 4' i s 4 d 559 "/

,, ,, ,. ,, ,, 70%

Each Add. multiple or part thereof 90%

t When separate Savings, Building and Loan Associati6is arc cove rcd as the

Insured the aqgregate amount of assets of such Associationls determnes the

"Astt Group' . Rhe "Asset Group"- so, ctcrmined is applic0bk to any addi-

tional coverage_ for one or more of *uch Associat ions.

New Associations see -p. I.
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Revision of Juqu 13, 1962

BLANKET BONDS-FINANCIAL INSTITUTIONS

Savings, Bldg. and Loan Associatlons
1. Class A Associations.

All Associations whose assets do not exceed $4,000,000. ds' evi.
danced by the statement published at the end of the latest fiscal.
year.

2. Form 22-J'ithaout Forgery or Alteration Cotirage,
Rate Table for Clas A ,Assoclations.

-AMOUNT OF BOND
Assets as of

the latest fiscal year $25,000 $20,000 $15,000 $12,500,$10,000 $5,000 $2,500

Up to $ 50,000 $78.08 $67.84 $57.60 $52.48 $47,3k ;37.12 $t2.00
$ 50,001 to 100 000 85.76 75.52 65.28 60.16 5d.64 44.80 39.68

100,001 to 200,000 93.44 83.20 -72.96 67.84 62.72 5 2.48 '47.86
200,001 to 300,000 102.40 92,16 81.92 76.80 71468 6 L44
300,001 to 600,000 122.88 112.64 102.40 97,28 92.16
600,001 to 1,000,000 148.48 138.24 128.00 122.88

1,000,001 to 2,000,000 174.08 163.84 153.60
2,000,001 to 3,000,000 194.56 184.32
3.000,001 to 4,000,000 199.68

Over $4,000,000 aeo p. FI-88(b). - 7

Coverage over $25,000.
First $25,000 over $25,000 $51.20
Next 25,000 " 50,000 ....... 44.80

" 25,000 " 75,000 38.40Each 25,000 . 10l0,000 -3200
(b) ADD for each Branch Office the same premium as charged"

for the Head Office. Maximum premium $90.00 per Branch.

3. Form 16 Revised. See p. FI-83(C).
4. New .- ssociations. See p. FI-82.
5. Forgery and Alteration Coverage. See p. FI-82.
6. Excess Liability Discounts.''. See p. FI-83

Codes: Form 22-Savings, Building and Loan Associations
Without Forgery or Alteration Coverage. r ,'
Class A As.cocinlionss Loss Sustained 653; Discovery 039.
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Revision of June 13. 1962

F14)3 (b)
BLANKET BONDS-FNANCIAL INSTITUTIONS

Savings, Bldg. and Loan Associations
1. Class B Associations. All Asoclatoion.

Having Assets in Excess of $4,000,000.

2. Form 2 2 -- Without Forgery or A1iteration Coverage, Rate
Table for Class B Associations. Minimum Bond $25,000.

First 10 or less employees--H. 0. Annual Premium $199.68.
Next 15 employees $3.84 each
Next 25 employees 3.32 each
Over 50 employees. 3.07 each
(a) Include as an employee in premium computation each natural

person, (other. than an Agent or Servicing Contractor covered by
optional rider) who is'duly elected or appointed by the Insured

,to, collect rents for the account of the Insured. Include also as an
employee each duly elected or appointed attorney of the Insured,
and each person appointed to make collections of savings from
pupils.

3. Coverage Over $25,000.
First $25,000 over $ 25,000 361.44
Next 25,000 " 50,000 6I.4

25,000 " 75,000 53.24
Each 25,000 " 100,000 - 45.05

4. Branches.
For each Branch add S.0O.

5, Form 16 Revised. See p. FI-83(c).

6. New Associations. See p. FI-82.

7. Forgery and Alteration Coverage. See p. FI-82.

8. Excess Liability Discounts. See p.-FI-83

Codes: Form 22-Savings, Building and Loan Associations
Without Forgery or Alteration Coverage.

Class B Associations: Loss Sustained 654; Discovery 040.

1016
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Revised September 21, 1960
%FI-83 (c)

BLANKET BONDS-FINANCIAL INSTITUTIONS

Savings, Bldg. and Loan Associatlons

1. Form 16 Revised. Class A and Class B Asociaelone.
(a) Form 16 Revised may be continued for Insureds now carrying

this form. Not permissible for new Insureds.
(b) For Form 16 Revised with Misplacement Rider compute

premium as for Form 22 without charge for Forgery or Altera-
tion coverage and discount premium 10%.

(c) For Form 16 Revised without Misplacement Rider compute
premium as for Form 22 without charge for Forgery or Altera-
tion coverage and discount premium 209.

(d) Form 16 Revised oily--Class B Associations which do not
meet daily or are not opei daily may include as a location either the-
Secretary's office or Treasurer's office without additional pre-
mium charge for such location. Where the Secretary's and the
Treasurer's offices are both covered, there is charged an addi-
tional total premium of $40.00 for both offices.

* 2. Deductible Rider-
See p. FI-79(a).

3 Credit for Underlying Fidelity-.
See p. FI-78.

* Code 189-Savings, Building and Loan Associations-
Form 16 Revised-Class A & B Associations.

2-902 O-64--pt. 2-80

:617--:



DEFALCAXIONS IN INSTITUTIONS INSURED
by Federal Savings and Loan Insurance Corporation __

By Year Discovered

By Year Restitution Settlement Loss
No. Defalcations or by to

Year Institutions E Amount Recovery, Suret yust-tyions

1958 71 72 $ 290.026 $82,616 $ 205,690 $ 1,720

1959 79 80 590,510 182',528 •398.844 9,138 w3

1960 83 88 478,537, 114,365 360,228 3,944

1961 93 102 1,707,227 (1) 257.210 580S591 869,426 (1)

1962 90 93 1,139,574(2) 164,963 540,170 (3) 288,654 '(2)

First Six Months 1963 38 .4 9,421'' 222,&7Ij .47,j6p(3) 3.676p M

5-Year Total 477 499 $4,595,295 $892 $2,333,386 $1,176,558

NOTES: (1) Includes l defalcation of $1,119,098; excess of loss to institution over its
reserves borne by Federal Savings and Loan Insurance Corporation.

(2) Includes 1 defalcation of $445,141;excess of.loss to institution over its
reserves borne by FederaI-Savings and Loan Insurance Corporation.

(3) Does not include the following amounts here surety-compsnies, have been notified
of the defalcations, but settlement had not been made:' 1962 - $145,787 (3 cases);
' st 6 moe. 1963 - $47,209 (6 cases). In the event settlements by surety companies
are for amounts less than reported defalcations, losses to the institutions Would
be increased.

PPreliminary

February 5. 1964
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Co~mxnm oN BAIKUIG'AND-0uaioT,

Mr. 3. DzE AN n~uoN,
Director, Bureds of Federal Oredit Unto,", Dep ,arltne, of klt'. Bd tion,

and Welfare, Whingltot, D.O..
D As Ma. GANNON : During the recent out-of-town hearing held by the Xro

ductioh and Stabilization Subcommittee of the Senate Banking andOurrepoy
Committee on 8. 750, the truth-in-lending bill, a number of questions arom In
regard tO the bonding of individuals handling funds in credit unions, commercial
banks, and savinge snd loan associations.

During these hearings it was agreed the' chairman of the subcommittee would
address letters to the respective Federal agencies requesting information about
the bonding coverage required under the various laws or rules and 'tgutions
applying to these financial institutions. It would be most helpful to. the sub-
committee if you would submit to us information on the followng aspects of
bonds required of credit union officers as well as bonding experience;

1. A description of the bonding coverage required by law lncluding"4h
number of persons required to be covered as well as extent 9t looss covered;

2. Inforwation-as to rates charged by commercial companies offeringth
bonding coverage;

8. Statistics on losses incurred by bonding companies covering federal
credit unions.

It woud be very helpful if you were able to provide this Information not oly
for, Federal credit unions but also for State-chartered credit unions as well.
Of course, I realize that you have no direct responsibility for the, operation
of State-chartered credit unions; however, any Information yoq may have on
State bonding programs will be helpful to the subcommittee, ,'

-If possible, we would like to have this information by February 10,18.
Sinerely, ' PAUL H. DOUGLAS,

Chairman, Subcommittee on Production ao Stabiization.

DEPARTMENT or HEALTn, EDUCATION, AND WELFARE,
SociAL StouiTY ADMINIsTRATzoN,

Hon.PAULII.D~tTL~,Wash ingt on, D.C., February_ 10, 1964.Ron. PAUL R. DOUGLAS,
Ohafrman, Suboomnslttee on Production and staullza tion, Committee On Banking

and Currencm , U.S. Senate, Waohington, D.C.
DEAR SENATOR DOUGLAS: This letter is In response to your request of January

30, 1904, for certain information relating to the bonding of individuals handling
funds in credit unions.

I regret that we are not able to furnish any information with respect to thp
State-c-artered credit unions other than to indicate our willingness to supply
you with tfie names and addresses of those State supervisory agencies which
have this responsibility. I can give you information which relates to Federal
credit unions.

Requirements
The Federal Credit Union Act (12 U.S.C.) and more specifically section 21(h)

provides as follows:
"The Director is authorized, empowered, and directed to require that every

person appointed or elected by any Federal credit union to any position requiring
the receipt, payment, or custody of money or other personal property owned by
a Federal credit union, or in its custody or control as collateral or otherwise,
give bond in a corporate surety company holding a certificate of authority froxn
the Secretary of the Treasury under the Act approved July 80, 1947 (0 U.S.C.,
secs. 6-3), as an acceptable surety on Federal bonds. Any such borLor bonds
shall be in a form approved by the Director with a view to providing surety
coverage to the Federal credit union with reference to loss by reason of acts of
fraud or dishonesty including forgery, theft embezzlement, wrongful abstraction,
or misapplication on the part of the person, directly or through connivance with
others, and such other surety coverages as the Director may determine to be
reasonably appropriate or as elsewhere required by this Act. Any such bond or
bonds shall be in such an amount in relation to the. money or other personal
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property involved or in relation to the assets of the Federal credit union as the
Director may from time to time prescribe by regulation for the purpose of
requiring reasonable coverage. In lieu of Individual bonds the Director may
approve the use of a form of schedule or blanket bond which covers all of the
officers and employees of a Federal credit union whose duties include the receipt,
payment, or custody of money or other personal property for or on behalf of the
Federal credit union. The Director may also approve the use of a form of excess
coverage bond whereby a Federal credit union may obtain an amount of coverage
in excess of the basic surety coverage."Pursuant to this authority the Director has issued rules and regulations
establishing the minimum standard of form and amount. They are published
in title 45 of the Code of Federal Regulations and are as follows:

"301.20 Surety bond coverage for Federal credit unions
"(a) The board of directors of each Federal credit union shall, at-least semi.

annually, carefully review the bond coverage in force in order to ascertain its
adequacy in relation to the exposure and to the minimum requirements fixed
from time to time by the Director.

('(b) All surety bonds must provide for faithful.performance-of-duty coverage
for any officer o- employee while performing any of the duties of the treasurer
as prescribed in the Act, the bylaws, or rules and regulations of the Bureau.

"(c) No form of surety bond shall be used except as is approved by the
Director. Credit Union Blanket Bond, Standard Form No. 23 of the Surety
Association of America (revised to May 1950), plus Faithful Performance Rider
(for use with this form to broaden Insuring Clause (A), Revised to May 1950)
shall be considered As the minimum coverage required and is hereby approved.
Credit Union Blanket Bond-BFCU Optional Form No. 576 plus Faithful Per-
formance of Duty Rider-Form BFCU 576F is also approved. No other'bond
form may be iised unless specifically approved in writing by the Director. No
form of surety bond Is approved for use by a Federal credit union having its
office outside of the continental United States unless by the terms of the bond
or by an appropriate rider attached thereto the provisions of the bond are made
applicable within the Jurisdiction in which the office of such Federal credit
union is located.

"(d) All sureties writing Federal credit union bonds must hold a certificate
of authority from the Secretary of the Treasury u ider the act of Congress ap-
proved July 80, 1947 (0 U.S.C., sees. 6-13) as an acceptable surety on Federal
bonds in the State or jurisdiction concerned.

O(e) The schedule of coverage set forth in paragraph (f) of this section shall
not be deemed to cover cash funds of $1,000 or more. In cases where the cash
fund (either temporary or permanent) is $1,000 or more, additional coverage
to the full extent of the change fund shall be required.

"(f) the following schedule shall-be deemed as the minimum requirements
only:
Assets: Mcmum

0 to $5,000 --------------------------------------------- 1, 00
$5,001 to $10,000 --------------- -------------------------- 2,000
$10,001 to $20,000 --------------------------------------------- 4, 000
$20,001 to $30,000 ---------------------------------------- , 000
$30o,01 to $40,000 ------------------------------------------- 8,000
$40,001 to $50,000 -- ----------------------------------------- 10,000
$50,001 t $75.000 -------------------- : ------------------------ 15,000
$75,001 to $100,000 ---------------------------------------------- 20,000
$100,001 to $150,000 ------------------------------------------- 30,000
$150,001 to $200,000 ------------------------------------
$200,001 to $300,000 ----------------------------------- 0,000
$300,001 to $400,000-------------- 6-- ow
$400,001 to $0,000 -------------------------------------- 70,000
$500,001 to $750,000 ---------------------------- 8,000
$I70,01 to $1,000,000-----------------------------------100,000
Over $1,000,000 ------------------------------------------- (1)

$100,000 plus $50,000 for each additional milio or fraction thereof of assets.
"It shall be the duty of the board of directors of each Federal credit union to

provide proper protection to meet any circumstance by obtaining adequate bond
(and insurance) coverage in excess of the above minimum schedule.
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"(g) The Director may require additional coverage for any Federal credit
union when, in his opinion, the surety bonds In-force are insufficient to provide
adequate surety coverage and it shall be the duty of the board of directors of
the Federal credit union to obtain such additional coverage within thirty days
after the date of written notice."

You will note that the rules and regulations establish standard form No. 23
of the Surety Association of America and optional form No. 576 as the two
presently approved forms. Form 576 offers considerably more comprehensive
coverages such as outside forgery, misplacement, mysterious disappearance and
excess coverages to $1 or $2 million and consequently the rates differ from
those for blanket bond No. 23. The Bureau does not have specific information as
to bond premium rates.

Form 576 is written only by Employers Mutual Liability Insurance Co. of
Wausau, Wis., while form 23 which was devised by the Surety Association of
America is written by all stock companies who are members of the association
and others. Rate information for form 23 is available from the Surety Asso-
ciation of America, 110 William Street, New York 38, N.Y. We would be glad to
contact both sources for you it you so desire.

Statistics on 1088s
In the light of your request for this information by February 10, we have

been able to assemble only the data for the period 1959 through 1963 in the at-
tached schedule. I believe that the footnotes will provide an adequate explana-
tion of the data. If, however, you should have any questions concerning the
schedule or any part of this letter, please contact us.

Sincerely yours,
J. DEANE GANNON, Director.

Losses incurred by Federal credit union paid by bonding companies, 1959-68

New cases Breakdown in amount of cases cloed

Year
Paid by Loss absorbed

Number Amount Average Restitution surety by credit Total
union

1059..... 92 $7289.68 $18. 38 $3A,604. 98 $07,005. 39 p120 18724
1960 ....... 3 342982 31.38 K6 S8K 59 244 233.34 4103.53 287,233.40
1961 ..... 77 203 1. 06 4, 208. 19 52-749.72 li6 976.72 9633.96o 259360.42
1962.... 98 402 343.15 4,105.586 64.37896 339,738.63 23,818.07 .427,09M. 66
1963.... 91 294,303.27 3,234.10 39,698.5 187,638.68 32,415.15 259W,748. U

Total.... 451 1,761,267.88 3,905.25 2, 32.77 1,06,500.76 76,112.81 1,33,030.34

According to the information reported to us by the Federal credit unions, the
amount of bond coverage was, in each case, sufficient to cover the amount of the
defalcation or embezzlement.

Those losses absorbed by the Federal credit unions were either not covered by
the surety bond or were claims, or portion of claims, which were denied by the
surety company.

The "Breakdown in Amount of Cases Closed" section of the schedule pertains
only to cases diseoveredduring the period from January 1, 1969, through Decem-
ber 31, 1963. The amounts in the total column of this section represent losses
brought to a conclusion during each of the years listed. Therefore, the difference
between the total of new cases opened during the -year period and the total of
the cases closed for the same period represents those that had not been brought
to a conclusion as of December 31, 1963. There were 37 such cases, totaling
$88,237.54.

U.S. BSNATE,
COMMIrTEE ON BANKING AND CUBBENOY,

January 30, 1964.
Mr. MornTmX M. CALIN,
Director, Iternal Ret'enue Service,
Washington, D.O.

DEARt MR. CAPL1*: At hearings on 8. 750 by the Production and Stabilization
S ubcommiltee of the Senate Banking'and Currency Committee last August a wit.
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ness cited a case of a person who was disallowed $00 Interest charge on a debt
because it was apparently exorbitant. Will you please advise me as to regula.
tions, if any, whereby the IRS disallows interest on the ground that the interest
charge is exorbitant? Is there a maximum rate which the IRS allows?

In addition to a specific answer to this matter, will you please advise 'me
whether and under what circumstances interest payments are not deductible for
income tax purposes?

Sincerely,
PAUL H. DOUOLAS,

Chairman, Subcommittec on Production and Stabilization.

U.S. TREASURY IEPABTMENT,
INTERNAL RmvENur SzRvIczM

Washington, D.C., February 7,1964.
Hon. PAUL H. DoUoLAs,
Chairman, Subcommittee on Production and Stabilization, Committee on Bank-

ing and Currency, U.S. Senate, Washington, D.C.
DEAR MR. CHAIRMAN: This Is to let you know that I have your recent letter,

received In the Service on February 3, in which you inquired about the circu n
stance under which interest payments are limited, or nondeductible, for Federal
income tax purposes.

.1 will gladly write to you further in the matter as soon as possible.
With kind regards,

Sincerely,
MORTIMER M. CAPLIN,

Commissioner.

CONSUMER LEGISLATIVE PROGRAM OF THE AXANSAS HOME EcONOMICS ASSOCIATION,
1964

The Kansas Home Economics Association proposes a four-point consumer
legislative program pertaining to trading stamps, packaging, consumer credit,
and deceptive trade practices.

Trading 8tamp8.-The KHEA opposes trading stamps because they increase
the cost of marketing and contribute only confusion for the smart shopper who
compares prices and quality. Stamps tell nothing, about quality and introduce
a complicated two-price system.

Packaging.-Comparison shopping for packaged goods Is frustrating for any-
one who has searched package labels for net contents and useful information,
and then tried to figure the price per ounce. Oversized packages are expensive
and deceptive. The association commends Senator Hart for his leadership In
promoting "truth in packaging."

Consumer oredit.-Easy credit, misleading advertising of interest rates, and
failure to disclose credit terms in standard simple terms prohibits efficient
shopping for credit. 'Truth-in-lending" legislation to require disclosure of
credit costs both in dollars and In simple percentage rates is essential for
efficient education for wise use of credit. Present methods of quoting credit
are no longer suitable for the rapid pace of today's credit living.

Fictitious pricing, misleading advertising, and other deceptive trade prac-
tioes.-Kansas citizend should not be dependent solely on Washington for pro-
tection from deceptive trade practices in the State. Existing State law is almost
nonexistent, and the consumer Is left to his private remedy or rely on the
Federal Trade Commission. Only 17 words nepd to be added to Kansas statutes
to give Kansas authorities power to act: "Unfair methods of competition in
commerce, and unfair or deceptive acts or practices in commerce, are hereby
declared unlawful." These 17 words from section 5 of the FTC Act would give
Kansans the benefit of 50 years of legal experience of the FTC. Such -a bargain
in legal protection need not be denied Kansas citizens any longer.

The KHEA recognizes the need for consumer education and protection. The
legislation proposed will strengthen the position of legitimate businesses in our
competitive economy; free enterprise does not recognize the right to deceive.
The proposals will help those consumers who take pride in being smart shoppers:
Kansas consumers have a right to be informed. Consumers cannot perform their
great responsibility as efficient buyers without facts or if confused and besieged
by deceptive practices.

Approved: Executive committee, KHEA, January 28, 1964.
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CAMP UNIONw NATIONAL Asso00ION, ite,,
Washington, D.0., PebruarV 17, 1964.

lon. PAUL DOUOLAS,
Chairman, Subcommittee on Production and Stablligation, Senate Oommittee on

Banking and Ourreo, Washington, D.O.
DAA SENATon DouoLAs: The following Information Is furnished in responm to

questions posed by Senator Bennett and you during hearings held by your Sub-
committee on Production and Stbilization in Louisville, Ky., In AUgust 1903.

Senator Bennett asked Mr. Kenneth Marin, president of CUNA Supply Coopera-
tive, to supply the subcommittee with a tabulation of credit union losses due to
embezzlement dui-Lg the past 5 years over and above bonding coverage. Fol-
lowing this, you requested Mr. Marin to furnish Information'on the coverage and
rates of credit union bonds as compared to those of commercial banks.

The bonding program for credit unions is carried on primarily by Employers
Mutuals of Wausau, Wis., with the cooperation of CUNA. Such records on losses
due to embezzlement as are available are kept by the carrier. GUNA, Itself,
maintains no records which would supply the Information requested above.

Employers Mutuals does not have the Information requested by Senator Bennett
with respect to losses State by State not covered by the bond during the past 5
years. Employers Mutuals maintains records on loss records and loss experience
only to the extent covered under the bond. However, this information would
not appear to answer Senator Bennett's question.

The insurance services department can supply an analysis of the cost and
coverage of the credit union bonds and Is in a position to furnish a comparison
of the coverage of the credit union bonds with those of commercial bank bonds,
based on a 1969 survey. It cannot, however, furnish a comparison of rates with
bonds offered by other financial Institutions.

CUNA is extremely proud of the so-called 576 blanket bond with a $1 million
limits of coverage which was developed jointly with Employers Mutuals and is
now without peer in the surety-bond field. Its coverage has been contantly Im-
proved and broadened to minimize, insofar as possible, unrecoverable losses due
to embezlement, theft, fraud, forgery, and other forms of dishonesty. Con-
firmation of tho esteem In which the bond is held is a fact that 19,000 of approxi-
mately 21,50 credit unions in the United States carry the 576 bond with the
$1 million feature, another 671 with $2 million coverage, and another 497 with
the minimum coverage.

It Is also worthy of note that credit unions, to our knowledge, are the only
finaitclal Institutions required by law to obtain a bond. Federal credit unions
and most State-chartered credit unions, for example, must bond not.only their
chief money-handling position but also all employees and officers handling or
having custody of funds. Tho 576 blanket bond accomplishes this purpose ad-
mirably. In addition, through a rider, it also complies with an additional re-
quirement that all Federal credit unions (as well as many State chartered)
supply a bond for the "faithful performance" of their duties by officers and em-
ployees.

Credit unions, as you know start with minimum capital, and can grow quite
large. As a result the rates for coverage must be tailored to this growth pattern.
A new Federal credit union, for example, may purchase the 576 blanket bond
with the faithful-performance rider and $1 million coverage for an annual pre-
mium of $10. Once It has passed assets of $5,000, the premium becomes $29. A
credit union with assets in excess of $900,000 would be charged $707 annually;
upon reaching the million-dollar mark, .it could switch to a $2 million limit of
coverage at an increase of only $53.

This rate structure, CUNA feels, Is unparalleled among bonds offered to finan-
cial institutions. For further Information on rates, you are referred to the
folder on 576 blanket bonds furnished with this letter. Although CUNA does not
have information on the rates of the bonds in other financial fields, we feel sure
the 576 bond is without parallel.

As to comparison of coverage, the Insurance services department has the
Information developed In 1959, previously noted, which is included on the large
charts accompanying this letter. The chart compares the 576 blanket bond with
the Bankers Blanket Bond No. 24, the Bankers H.A.N.C., the Savings and Loan
Blanket Bond Form No. 22, and the Special Credit Union Blanket Bond
Form No. 23. The latter is used by comparatively few credit unions In
the United States.
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Sirce the time of the survey, a number of endorsements have been added, in-
cluding discovery coverage endorsement, proof of claim-audit expense coverage
endorsements, employees and members property endorsement, and (at an addi.
tional $100 annual premium) the electronic data processing rider. These are all
contained in the specimen 576 blanket bond attached. [Filed with committee.]
Additionally, E'ployers Mutuals has interpreted certain definitions to afford
broader coverage. For example, loss due to acceptance of counterfeit money is
covered under the forgery clause by interpretation.

Sincerely,
DAvm R. WEINBERG;

Director, Legal and Legislative Department.
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Compariaona of blanket bond coverage, 1959

Present credit union blanket Bankers blanket bond No. 24 HANC Savings and loan blanket Special credit umion blanketbond No. 578 bond form No. 22 bond form No. 23

Principals.-----

Aois covered .....

Property coved... 1

Named Insured.

Ofoers, clerks, collectors, mes-
sengers. persons In similar posi-
tions, members of the credit, su-
pervising, and similar committees,
all other persons In your immedi-
ate employ and directors while
acting within the scope of their
duties as such, and attorneys nt
law eeed, appointed or retained
by you. "Xmployee"l shall in-
elude any person within the fore-
going definition even though not
under a contract of hire.

All former employees covered
for 15 days subsequent to termina-
tion of employment; 36 days after
notice of termination. 10-day
notice to Bureaus.

I Direct lost of property while
contract la In force.

Moey, securities, bullion, gold,
gold dust and nuggt platinum,
silver and other precious metals
and articles made therefore,
Jewelry, necklaces, bralelets,
witches gems, preolus and semi-
precious ston"4U which you have
a pecuniary Intert or held bZ
you In any capacity. Money
defined as currency, coin, bank
notes Federal Reseive notes, rev-
enue stamps and postage stamps.
Securities are defined, as mort-
gages, on ual estate or dhate
and on interest therein and assign
menta of such mortgage , and
Instruments, and atra of titles
held in connection 'wh suh
mortgages and instruments,
money ordes, bads, U.S. mv-
ings Stamps debentures sipt,

Named insured and nominee.

Oflers, clerks, and other em-
ployees employed in. at, or by any
of y.vur offces; attorneys and their
employees who are performing
legal services for you; guest stu-
donts pursuing their studies or
duties In any offices.

15 days after receipt of notice of
desire to terminate cover on em-
ployee. 30 days after notification.

Any losses; not limited to direct
losses while contract Is in forc.

Money, currency, coins, bank
notes, Federal Reserve notes, post-
age and revenue stamps, -U.S.
Savings stamps, bullion, precious
metals of all kinds and in any
form sad articles made therefrom,
twelry watches, nacklam, ba
ts, gems, preou and semi-precious st bonds, securities,

evidenes of debt¢, debentures,
script, oertificates, receipts, wr
ran"s ights, transfer coupons,
travels' ~letters of credit, bills of
lading. abstracts of titleeonsur-
ans -policies, deeds, 3modgages
upon real etae nd/or.chattels
and your nerests therein and
assignment of such and other
valuable p pes end documents,
and all.rther instrument similarto or in the nature of the foregoing

Named insured and
nominee.

Oftcr, clerks, serv-
ants, guest students and
other employees, attor-
ney3 and their employees
who are retained for legal
services.

30 days after notifica-
tion.

Any losses; not limited
to direct losses while con-
tract is in force.

Similar to No. 24.

Similar to No. 24, add-
Ing "valuables and the
lik."

Named insured.

Officers, employees,
elected or appointed attor-
ney and his employees,
employees of any ezecou-tire officrs.

tlvc~tlflers.

,30 days after notifc-
tion: 35 days V malled; 10
days' notice to Bureaus.

Any loss; not limited
to direct loosm while con-
tract Is in force.

Similar to HAN plus
income sares, prepaid
shares, full paid ares
matured shares.

8Smilar to HANO add-
ing valables and te
lIWO.

Named insured.

Attorneys retained by
by you, members of the
cared. supervising, andSimian committees; mem-
bers of the credit union
while acting as collectors; hofficers and clerks, dkec- 0
tos, ad all others In Im-
mediate employ of the
credit union while sctng
within the scope of usua .
duties of an officer, clerk,
or messenger of a credit
union. _30 days after notification;
35 days If maled; 20-day
notice to Bureaus.

Direct lees of property
while contract ta tre

Similar to No. 576 but no,
definition of money or se- 

curitlie.

Cb



Insured perils,
fidelity.

Robbery, lrceny,
theft, burglary;
on premises.

In transit ..........

Present credit unlon blanket
I bond No. 76

Bankers blanket bond No. 24

wants, chfeks, oouons draft,
bills of exchange, aoceptanOen
pmisory notes, pass books hed
as collateral, cetificates of de-
pot5 ,CQte tes of atock ware-
houe receipts, bll of lading,
ineIM receipts and all other In-
ArumentS sinlar to or within thenature of the fao 4g.

Loss or damage to your prem-
ises, furniture, f tures, and equip-
ment, resulting ftom burglry,
robbery, lreny. theft, holdup,
VMM or attempt threat. eXcpt
by fire, provided you ae owner or
am liable.

Fraudulent or dishonest act or
acts committed by any Prlnelp&
whether acting alone or in ooUu-
slon. Not a Faithful Perform-
ante Bond. N

Direct loss foeny property. as
deflnedabove, th bm ary,
robbery; laceny (common law or
sttutory), theft, holdup, mis-
placement, mysterios unexpudan-
able disappearance, damage or
destruction, ioludlng fire.

Premises defined: OMM and
other places for conducting your
business operations, odices of at-
torney at law of yours, any recog-
nixed place of as deposit, offices
of your depository banks, tra
or reistration agent within
Unie States and Cana"a.

Direct loss of any property, as
defined above (same perils as
previous) within United States
and Canada while in custody of
an employee or any other 3cftng

savings bonds ose A to E (or
similar Issues which credit unions

In whihYou have an Interest or
held In any capacity whether
gmatoumsy Or not Or whether

Chsttels not enumerated but for
which legally liable until other
Insurance is obtained but not for
more than W days..

fimilar to No. 576 but Inserts

Similar to No. 576 but Includes
"criminal acts" and Includes, but
not limited to, loss of property.

Any loss of property (similar to
No. 576) plus false pretenses. with
or without violence Including loss
of subscription, commission re-
demplon, or deposit privileges
through misplaement or loss-
anywhem except in excluded of-
floes or mail or 'arrier for hire
except armored motor vehicle
eompAny. Also In possession of
du"tomers withL premises
through robbery or ld atoutside tellers windows, drive-
ways, parking lots, or similar
facilities.

Any loss (same perils as previ-
ous except no fae pmtenses) plus
being lost, and any loss of sub-
scripti,zoonversion, redemp-
tion, or depot privileges through
mlsplacement In custody of em-
ploy or partners or by olers
ac messengers or with
carrier for hire other than armored

Savings and loan blanket
bond form No. 22

No provision.

Similar to No. 57

similar to No. 24.

I=vessIs omitted
and 'abstraction or rm
moved from the posew-sion, custody oron lof
insured'° ls added

Customer or his repre-
sentatives cover only
while within omoes of
insured.

Any los of
Similar to N.4

Similar to No. 24 but
without the 60-dWay re-
striction.

Simlar to No. 24 but
includes damage to bulld-
lug In which oioe may
be.

Similar to No. 24.

Similar to No. 24.

Any premises anywhere
except In mall, railway
express, or air express
carriers.

8imla to No. 24.

Similar to No. 24.
Anywhere except while

In mail, railway express.
air express.

HANC

Similar to No. 576.
Doe not reer to direct

Armored vehicle must
have armed guard-Anywhere.Noover mfr U.S. savings
bonds, ec. as tn No. S6.

Special credit union banket b
bond form No. 23

Similar to No. 6M

Dishonest act or ats of
any PrbncIPl committed
anywhere. whet alone or
in collusion.

Similar to No. 576,
United states only, excet"
no reference to directc"
loss.



may issue or redeem)or Armed
Forces leave bonds, or U.8. savings
stamps, paid or redeemed by you
while in transit for payment or
redemption by the United States
by any means.

Direct los due to forgery of any
ingtrument, negotiable or other-

Included in Fidelity.

Redemption of U.S. No cover unlM forgmy'06"nwe bonds. volv-od.

Aeesptae= of
cuntey.

Court cots and

Nmmumptlonof
ahbmiy.a

No coverage.

,Wennt br court costs and
in deses o any

action brought ag
enforce Yu liabiliyforM losor
damage of aneapeoure inured by
the boud.

Regardless of the number of.ym this bond shall ion n n
11" &Wd the noutberotPrOMIMMS
wbich shall be, paid, the iability
of.tbe eo=rny with rspe" t
any one loss shall not be more
the a te than the amoun
stated in thedeclrstilons on the
limit ofthe mpaw's libMty
subJect to provisions of noareduo-
llon-olflablltY clause.

motor vehicle. company-any-
where.

Forgwy D applies to forgey or Same as No. 24 for forg-
alteration of checks, drafts, and ery D only.
siml papers for withdrawal of
funds or property. Forgery E
applies to securities Issued or held
In any fduclary ageny, or otter
capacity which have been forged
or counterfeited but excludes
checks, drafts, and instruments
covered in D. D and Eare op-
tional covers; elthercanbedeleted
by pollcybvlders.

Included In Fidelity. Included In Fidelity.

Any loss for paying or redeem- Simllnr to No. 24.
ing or guaranteeing or witnessing
any signature upon U.S. savings
bonds A to Z or Armed Forces
leave bonds which shall have
been forged, counterfeited, raised,
or otherwise altered, or lost or
stolen, or on which the signature
to theruest for payment has

Any losses through receipt of Similar to No. 24 plus
counterfet or altered paper cur- same for Canada.
rencles or coin of the United
states.

Similar to No. 5,6. 8imila to No. 576.

Regardless of the number of 8milr to No. 24.
yam this bond shall continue in

roe and th -number ofpremums
which shall be paid, fJi liability
of the undwrrie w, h b
to any loss of losses s ied in
nonredction-of-Hablty clause
shall not be cumulative In
amoeutA om year to year or
period to Period.

Any loszthrough forg-
eryor alteraton Of, on, or
in any Instrument

Lon of prowety through
any other JLrmof &aud or
dishonesty whether em.ployeas or not.

Similar to No. 24. See
clause 6 In No. 22.)
Is a plus.

No coverage.

Simlar to No. 576.

Similar to No. 24.

Co ver only In Fidelity
cover plus U.S. savings
bonds.

Silent.

1ilr to No. 24.

No coverage.

Smilar to No. 576.

Similar to No. 24.

Fraud-- --- --



Nonreduction of
liability.

Notice of proof of

IJzlp1wedp ..

Diseovay period
after termination.

Present credit union blanket
bond No. 576

payment of loss under this bond
sball not reduce the liability of

the company under this bond forother loses whenever sustainedproed, however that the total
lbilty Of the company under

this bond on account of (a) any loss
caused by any one ac of burglary,
robbery, or holdup, or (6) any loss
with respect to any one uninten-
tional or negligent act or omission
on the part ofany person, whether
an employee or not, resulting In
damage to or destruction of prop-
erty, or (c) any loes other than
those specified In (a) or (0) caused
by acts of omissions of any person,
whether an employee or not, or
acts or omissions in which such
person Is Involved, or (4) any loss
or los with respect to any one
casualty or event, ls limited to the
sum stted In'the declarations aste A= of the company's 1t&
bility, irepetve f ota1
amount of inch loss or loses.

As soon as possible and In any
event not more than 20 days after
the insued shall lor of such los,
provided that In the event the fal-
ure to give such notIce within such
20 day period doe not prejudice
the company, you may give such
notice to the company within areasonable time after you leern of
the loss.

I roof of loss within 90 days after
notice.

SWithin 12 months from discov-
eryof~ los

bond.

Bankers blanket bond No. 24

Similar to No. 576. Misplaco-
ment (added)?

HANC

similar to No. 576.
Misplacement and mys-
terious disappearance
(added).

Earliest practical moment after I Within a reasonable
I discovery.

Proo of los 6 mouths after die-
cove-y.

Within 24 months from dsov-
bry of lon.

32 months after erpiraton of
boV&

time.

Proof not specified.

No limitation specified.

24 months at your re-
quest for additional pzG-
mium, If coverage Is not
replaced in whole or in
part.

Savings and loan blanket
bond formNo. 2

I I

8peclalcredit union blanks
bond form No. 23

Similar to No. 24.

Sifmlar to No. 24 but
with added Special condi-
tions for reaera Saving
& Loan Association and
Fiederal~omeLana Rank.

Similar to No. 24.

Similar t No. 24.

Similar to No. 576.

As soon as possble.

Proofof Ie 9o days krm
discovery.

Within 12 months of

12 months after eCpbr-
tion Of bond.



Exclusions:
Hurricane, eart-

quake, tornado,
orals dis-
turbances of
nature.

War riot or civil
colmoton.

Nuclear fission_...

"-(3,

Lopenwib -

Armored car .....

Torg~ery .....

contbuity of
prior coverage.

Not covered.

1ot covered on1 premises but are
in transit if no knowledge of an
initlating transit of military,
naval, usurped power, insurrc-
tlon, riot, or civil commotion.

No exclusion.

Not covered unless on oicers
unless acting within the scope of
usual duties of an employee.

Not covered after 3 days front
receipt unless examined and a
record made or verified except
.tbrouga frud. or Ashonesty or
mploy fails to iake or verify

a record.
Not covered unless fidelity cover

_ij olvedor forgery or altertalon oL
instrummt is involved.

Covered if not recoverable from
armored car company, Its insurer,
orot U In urne and then as
exa.ss, .=. -.,

No exclusion.

Covers lows under prior bond
provided prior bonds not termi-
uated, before. efeeive date of this
bon, discoveryy peiiod: of prior
bond has elapsed, such loss falls
within cover of this bond, subJect
* to thelesscrJlnm1t ofto prior bond

isbthisondi

Not covered.

Similar to No. 576 except riot
and civil commotion are not ex-
cluded In United States and

,Canada.

Not coverd unless loss results
from Industrial use of nuclear

,Not covered except acts of sal-
aried pensioned or elected
Officers or an employee or who is

appointedd to perform specific acts.
.No exclusion.

Similar to No. 576 as to fidelity
a- forgery as defied.

Covered only iffby employees or
redemption of U.S. savings bonds
nless otional clauses 1) and E

obtained
Simnila to No. 576.

II III III I IIIIII ISII lar, hutL h I cane

Similar, but hurricane
exclusion not present.

Similar to No. 24.

Similar to No 576.

Similar to No. 24.

No exeuslon.

Similar to No. 24.

Similar to No. 24.

Similar to No. 24.

Policy in exes.

Similar to No. 24.

Covers In excess losses
discovered within dis-
covery period of prior
bond and only for
amounts not recoverable
under prior bond.

Sinflar to No. 24 but
not including pensioner.

Similar to No. 24.

Similar to No. 24.

Shnar to No. 576.

No elusion.

Sinilar to No 5"~

Similar to No. 57(.

similar to No. M.

Similar to No. 57.

Similar to No. 87.

Similar to No. 576.
(See "Forgery' of thls
bond.)

SbImr" to No.5M

Simar to No. 24.

SimIa to N0. 5M.

I

C



Coverage Charge $525.00

37 Empoyees 0 25.00 925.00

Inc. on orpl. c- 80 7

Basic Aaual Pre1A. 11.1

Moification for-

Clause D $250,000

190 Reg.a/cs @ 35- 665

29o Se.a/cs @ 7 - 20

First $25,000 $8

Next $75,000 @ 1.50 112

" 150,000 @ .75 112

!.50

Clause E M5,000

1st $25,000 - $330.00

L & D c are- 30.CO

Next $25,000- _

$50,000 CI E: 529.00

Cl

Cla

Form 95f 2,080.00 $250,000 Clause D *Lo93.Oo

ranches 0 $250. 500.00

use D 1,093.00

ise E , ?2.0_

$4,202.50

X 2.7 $11,346.75

Experience Modification .939 - $I0,654.60 'J i e Year Term Premium
il~
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(The following material was submitted for the record :)

(From the Congressional Record, Apr. 8, 1963]

MORE SUPPORT FOB TRUTH IN LENDING

Extension of Remarks of Hon. Paul H. Douglas, of Illinois, in the Senate of the
United States, Wednesday, April 3, 1963

Mr. DouGLoTs. Mr. President, the Chicago Daily Defender recently ran an
editorial in support of the principal of full and clear disclosure of credit costs to
consumers which S. 750, the truth in leading bill, would require. I am pleased
that this outstanding newspaper which has national circulation has come out for
this principle and I ask unanimous consent that the editorial of March 26 be
printed in the Appendix of the Record.

There being no objection, the editorial was ordered to be printed in the Record,
as follows:

[From the Daily Defender, Mar. 26, 1963)

INSTALLMENT CREDIT

"Interest is the rent you pay for the use of borrowed money." This, in effect,
is the way some of the writers on economics puts the subject.

A few years ago many people in America did not seem to care how much
interest they were paying so long as they could get a car, a television, a fur coat,
or a trip to Europe on time. They wanted only to know the amount of the down-
payment and the monthly installments.

Today that mood seems to be changing. In addition to ordinary installment
purchases and finance company personal loans there have come revolving credit
plans, budget accounts, and other innovations. Faced with these, the consumer
begins to wonder just how much he is paying for credit.

The Federal Reserve Board has endorsed the general policy of a bill In Con-
gress by our Senator Paul Douglas to require full and clear disclosure of con-
sumer credit costs.

If a loan rate is 2 percent a month, not every borrower stops to think that
this amounts to 24 percent a year. The most effective legislation probably would
be to require interest charges to be stated as an annual rate on unpaid balances.
In fact, some States have such laws.

(From the Congressional Record, Aug. 20, 1063]
TR Tii IN LENDING

Mr. DOUGLAS. 3Mr. President, on the 17th of August the Chicago Daily News,
one of the most distinguished newspapers in the country printed a long article
on "Truth in Lending," written by its very able Washington correspondent,
Mr. James McCartney. The article gives an excellent explanation of the argu-
ments for the bill, together with some consideration of the objections to the bill.

In this connection it should be noted that the Chicago Daily News, by reporting
the tragic suicide of Mr. William Rodriquez In 1960--who was in the hands
of the installment "sharks"-also played a great part in developing the public
sentiment swelling up all over the country in support of the bill.

I ask unanimous consent that this article, together with other articles on
the same subject, from the Chicago Dally News of August 17, may be printed in
the Record.

(There being no objection, the articles were ordered to be printed in the Record,
as follows:)

TRUTt IN LENDING SHOWDOWN LIKELY IN 1963-CRmiT CARD LIVINo POINTS UP

THE ISSUES

(By James McCartney)

WASBINoToN.--Hold on to your credit cards. A new battle over truth in lend-
ig is about to erupt in Congress and across the Nation.
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The fight has been going on, for 4 years and at timeq has, bee4 as bitter as
any in Washington. 

*

But this may be the year for the inevitable showdown,
Senate liberals have Just won a victory in a power struggle in the heretofore

conservatively controlled Banking and Currency Committee.
They won a fight to hold public hearings on truth-in-lending legislation tn

communities scattered .across the land-and thus a chance to kindle new fi4
of public favor for the bill.

Truth in lending Is an issue that is all wound up with- the Nation's galloping,
credit card economy-an economy in which debt has become an accepted way of
life.

It's a question that advocates have made to sound quite simple, but opponents
say isn't simple at all.

It's as close to you as the monthly payment on your car-or maybe on your
wedding ring.

The question is: When you borrow money, should the lender have to tell you
exactly how much he is charging you for extending credit? -

In other words, does he have to tell you how much interest you're paying, in a
simple way that anybody can understand?

At first glance, such a proposal would seem to be pretty close to noncon-
troversial, in the category of asking a merchant to post his prices.

But even the suggestion of simplicity is deceptive when It comes to credit-
for with credit things aren't always what they seem.

According to testimony before the Banking and Currency. Subcommittee on
Production and Stabilization, merchants and lenders have historically had an
aversion to using figures larger than 6 percent when mentioning credit costs.

Thus figures often quoted by lenders are likely to sound low--but ,nder ex-
amination turn out to be much higher, if computed at simple, annual Interest
rates.

Senator Paul Douglas, Democrat, of Illinois, chief sponsor of the truth In
lending bill, cites many examples:

A small service charge of 1% percent per month on a department store charge
account is often a true annual interest rate of 18 percent.

A 3-percent per month plan often used by small loan companies is actually
36 percent for a year.

New car financing plans used by commercial banks and advertised as 4%-
percent plans are often 9 percent per year.

An advertised 5-percent rate on home improvement loans is often nearly
twice as much, or about 10 percent per year.

The so-called 6-percent rate for financing used cars offered by some dealers
is at least 12 percent per year and sometimes very much higher-18 to 25 per-
cent per year or more.

The cost of teenage credit promoted by some retailers as only pennies per
week is sometimes as high as 80 percent per year.

SOMETIMES SOAR ABOVE 100 PERCENT

Forty percent interest rates have not been uncommon in case histories un-
folded at hearings before the subcommittee and in some cases rates have soared
to 50 60, 70, or even more than 100 percent.

But they are rarely, if ever, billed that way to borrowers.
The world of credit, as one subcommittee witness put it-a credit manager

with years of experience In lending-Is a wonderland.
"It's a land," he said, "where percentages are divided and multiplied at will,

where finance charges materialize on command and fees are collected on the
way ouL"

It's a land where sharp practices and rackets not only Inflate the cost of
credit but also Impose enormous financial hardships on the debtor, particularly
those who can least afford It.

He was far from alone in feeling that the wonderland of credit Is confusing.
Many experts testified that it is confusing to them, too.

One, William McChesney Martin, Chairman of the Vederal Reserve Board
and a well-known financial conservative, admitted during public hearings that
he was confused by the practices now use-by-ders and vendors In stating
their interest or financial rates on consumer credit transActnu.

And Martin is a former Assistant Secretary of the Treasui and former presi-
dent of the New York Stock Exchange.
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. Theodore 0. Yntema, vice president in charge of finance of the Ford Motor Co.,
discussing automobile financing, declared:

"The variety And complexity of finance and insurance arrangements and the
charges for them are such ts almost to defy comprehension.

"It Is impossible for the average buyer to appraise the rates for the finance
and insurances services offered, as compared with alternatives available
elsewhere."

Says Senator Douglas:
"The average consumer is often either unaware of or badly misinformed about

the credit charges and Interest rates he pays for various types of credit."

FEAR TOTAMPER WrT! ROOM

The Implicit suggestion of many who oppose the legislation is that any serious
tampering with the Nation's credit boom, somehow, might cause the credit
structure to tremble.

For credit is now a way of life In the United States, a rock upon which postwar
abundance has been built.

In 1945, consumer debt In the Nation as a whole totaled less than $6 billion.
Today it Is more than 10 times that-something over $03 billion, and' 6tll
growing.

It has increased by more than $2 billion a year, for example, since 1960.
This figure covers what are usually known as short and intermedhate-term

debts.
Says Douglas: "Consumers paid approximately $5 billion more last year

for their personal debt than the whole Nation paid in carrying charges on the
national debt."

LENDINO BILus GoT DAILY NEWS PUSH

Federal truth-in-lending legislation got its first big push in Illinois from the
Daily News.

Early in January of 1960. Senator Paul Douglas. Democrat, of Illinois, Intro-
duced a truth-in-lending bill in the Senate, but it fell with a dull thud, attracting
little attention.

But just a few weeks later an obscure. 24-year-old Puerto Rican In Chicago.
who was deeply In debt, took his own life with rat poison. He was William
Rodriquez, a father of four.

A coroner's Jury ruled that he killed himself'because of despondency over
pressures from creditors.

The Daily News first recognized the social Implications of the case and told
.the Rodriquez story in detail.

A newcomer to Chicago, he had more than $800 in debts. He couldn't seem
to resist the lure of installment buying.'

One result was reform of Ililnois' wage seizure laws, which had plagued
Rodriquez. Another was to dramatize the case for truth-in-lending legislation

Says a Douglas aid: "The Rodriquez case brought the truth-in-lending problem
home to many people for the first time."

Out of every $100 of after-tax income, the American family pays out about
$13 to meet short-term installment debts.

Yet the consumer, according to the argument furnished by those who favor
the truth-in-lending bill, rarely knows what this mammoth amount of credit is
.costing him. I

Mtany buying on the installment plan are aware of the size of their down pay-
ments and of their monthly payments. Butthey may never know what they're
paying for the privilege of credit.

Senator Douglas says that a consumer who desires to obtain credit for 0, $100
purchase to be repaid in monthly installments is usually confronted with one of
.ho foll.9wing alternatives;

Example 1-no rate is quoted:
;Ibe borrower is told that the charges will be $10 down and $10 a month.

Neither the total finance charges nor the finance rate is disclosed.
H examplee 2-the add-on rate: •
The borrower is told that the finance charges will be $8 on the $100 loan. The

lendirrepresents this to the borrower as being a, 6-percent rate. This quoted
rate is a play on the digit 6. ,



RUTH 'm LENDING--"1963-84 IM

The actual rate Is almost 12 percent, or nearly double the stated rate, becausea borrower over a period of the year onlyo have the use of approximately #)
'credit rather than the $100 face amount.

In other words, the interest rate is quoted- on the original &Mouhit of te dbbt
and not on the declining or unpaid balance as is the custom in biusneis edit,
government loans, or consumer mortgage transactions.

Example 8---the discount rate:
This is a variation on the add-on rate. In the case of the addon, the borrower

recelyes $100 in cash or goods and must pay back $100. In the case of the4 •

count technique the borrower receives $4, but redys $100.
The' finance charge again Is $6 and is often represented as being 0 percent

Again, the actual rate Is almost 12 percent, or twice the quoted rate because the
borrower Is periodically repaying the loan.

Example 4-a simple monthly rate:
This rate statement method is usually quoted by small loan companies and by

retailers using revolving credit plans. The finance rate is represented as beIng
1, 2, 3, or 4 percent per month.

The simple annual rate In this case Is 12 times the quoted figure, or 12, 24, 36,
or 48 percent per year.

Example &-the add-on or discount-plus-fee system :
Sometimes leaders compound the camouflaging of credit by loading on all

sort of extraneous fees, such as exorbitant fees for credit life insurance, excessive
fees for credit investigation, and loan processing fees that rightfully should be
included in the percentage rate statement so that any percentage rate quoted
is completely meaningless and deceptive.

SENATOR DOUGLAS OFFERS A SOLUTION

Senator Douglas' answer to this sort of thing Is a bill requiring that all lenders
and credit sellers fully disclose to the consumer the costs of using credit in whit
he calls an accurate and uniform manner.

"Anyone engaged in the business of extending credit at the retail level would
have to fully disclose in writing the costs of credit to the borrower before the
credit transaction is signed," Douglas says.

"This written statement would include the total ' mount of the.finance charge
expressed in dollars and cents and the percentage that this charge bears tO the
total amount financed expressed as a simple annual rate on the unpaid balance "

Though it has been before the Senate for a long time, the Douglas bill has
never been in serious danger of becoming law.

First of all, a great lobbying campaign against the bill was started soon after
it was first Introduced in 1980, and has never abated when the chips were dowfl.

The principal opponents have been small loan companies, automobile dealers---
particularly those In the used-car business-furniture dealers and retail mer-
chants in general.

They have successfully enlisted the support of such major lobbying powers as
the U.S. Chamber of Commerce, the American Bankers Association, and the
American Bar Association.

Recently the Department Store Journal characterized the battle this way:
"Of all legislation actively pending In Congress, none has caused so much excite-
ment, strident opposition, or downright anguish as the so-called truth-in-lending
bill."

But the lobbying campaign has been aided and abetted by the fact that the
Senate Banking and Currency Committee has been controlled largely by
conservatives.

Southern Democrats, led by the committee chairman, Senator A. Willis Robert-
son, Democrat, of Virginia, have worked with Republicans to retain effective
control, which, until recently, had not been seriously threatened.

At the same time, until this year a 5-to-5 deadlock existed on the 10-member
Douglas subcommittee, keeping the truth-in-landing bill bottled up.

The Senate, however, Is slowly changing. Bit by bit liberals are gaining power
as old-line Southern conservatives pass out of the picture and Northern States
continue to send liberal Democrats to Washington.

Small Democratic gains at the polls in the 1962 off-year congressional elections
resulted in a slight shift in power on the Douglas subcommittee-but it was a
vitally important shift.

The membership of the Douglas subcommittee was cut to nine after the elec-
tions and the liberals have taken it over, with a 5-o-4"majorlty.

The fruits of this victory are now apparent In the truth-In-lending picture.
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ALLOW EAW08O IN THBF-U 011E8

Douglas, after a tough battle with Senator Robertson, has won permission to
bold public hearings on his truth-in-lending bill In three cities-New York, Pitts.
burgl and Louisville.

It is the first time that hearings have been scheduled outside Washington.
Robertson and the conservatives were soundly beaten and they know It.

The hearings are scheduled during the last 2 weeks in August. At the same
titpe, discussions are underway to bring the House into the act.

Representative Leonor K. Sullivan, Democrat, of Missouri, chairman of a House
Subcommittee on Consumer Affairs, is trying to set up hearings In other cities,
perhaps Chicago.

The political problem of the truth-in-lending advocates lies in the full Bank.
lug and Currency Committee In the Senate.
. It is generally acknowledged that If the bill could be brought to a vote on the
Senate floor, It would pass. Few Senators would want to take the risk of voting
against what many consumers believe are consumer interests.

But the Banking and Currency Committee appears to be relatively evenly
divided on the issue. Key figures now are Senators Jacob Javits, Republican,
of New York; John Sparkman, Democrat, of Alabama; Edward V. Long, Demo.
crat, of Missouri; and Thomas J. McIntyre, Democrat, of New Hampshire.

Tn LABRYRINTH OF UNOONTROLLED CEDrr

THESE FOLKS PAID AND PAID BUT THEIR BILL GOT BIGGER

WAsniNoToN.-In the wonderland of uncontrolled credit a man can pay and
pay--and when he's paid for months, find that he owes more than when he
started.
. That's what happened to one man who bought a used car in a deal exposed
during Senate hearings on the truth-in-lending bill

The sucker In this case borrowed $300 to buy a car from an unfranchised
dealer.

For 11 months he paid $15 each month.
Then he got billed for the final payment. The bill was for $322.65.
The total cost of borrowing the $300 came to $187.65.
According to calculations by Senator Paul Douglas, Democrat, of Illinois, spon-

sor of the truth-in-lending bill, that amounts to d simple annual interest rate of
62% percent--a figure the lender neglected to mention.

This Is just one of many examples of what Senator Douglas calls harsh prac-
tices in the lending field.

Hearings before Douglas' Senate Banking and Currency Subcommittee have
been studded with many others.

They have involved purchases of everything from autos and TV sets to home
Improvements and-In one case-a $1,800 accordion.

TV BUYER PAYS 83-PERCENT INTEREST

One fellow bought a TV set for a list price of $285.55. He was supposed to
pay for it at a rate of "about $14 a month" but there was no mention, either
verbally or In writing, of interest or finance charges.

Even the number of months he was supposed to pay was not mentioned In
the contract.

He made payments for more than 10 Months to a total of $14T.80 and didn't
start to wise up until be discovered that he still owed $206.22.

His $285.55 TV set cost him $353.52-a total of $67.97 In credit charges.
This works out to more than 33 percent per year in simple Interest although

the borrower had no way of knowing It.
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Then there was the sad story of the mother of four who-fell for an appeal to
her parental pride and bought her daughter a W.0 accordion "on time.? ." ,

She was earnig only $44 a Week, but someone had told her-that the.daughter
bad talent. Then she was told that the talent was even more impressive than
originally believed---aud that a $1,800 accordion would be necessary. - -

Before she was tfirough she paid carrying charges of $00, billed at a simple
interest rate of 20 perceLt. It cost her $383 to learn the lesson,

TYPIST FOUNDF.RS IN LOAN MASZ

A typist In the Justice Department became deeply Involved with personal loans
from bank and finance companies. Before long she was at the end of her
economic rope.

She began to review all the special loain charges, the refinancing costs, the
required insurance, and the original high-but unstated-finance charges.

She found, to her amazement, that she had been paying more than 40 percent
simple Interest.

A 67-year-old Floridian couldn't afford to retire because he was faced with 17
more years of payments to finance a home improvement bill.

The cost of the improvements: $2,650. The total cost, eluding the financing,
$5,4S2.50.

One witness before the subcommittee, Richard L. D. Morse, a professor of fa-o-
ily economics at Kansas State Univeraity, presented a survey showing credit
charges and interest rates of various lending institutions in the university area.

Each lender was asked what the monthly payment would be on a $200 loan to
purchase a $300 used car, to be repaid in 12 monthly installments, and what the
annual interest rate on the 10aii would be.

Here are some of the answers he was given:
Five lenders said that the monthly payment for 12 months would be $18.67.

However, the same lenders quoted these annual rates: 12 percent, 9 percent, 6
percent, and 8 percent.

Four other lenders said that they would charge $18.33 per month. The annual
interest rates that these four lenders quoted were: 7.5 percent, 10 percent, 13 per-
cent, and 9 percent.

None of the rates quoted by these lenders is the true annual interest rate,
according to Professor Morse.

The true annual rate on the $18.67 monthly payment Is approximately 22 per-
cent, he says, and the true annual rate on the $18.33 monthly payment Is approxi-
mately 18 percent

[From the Louisville Courier-Journal, Aug. 27, 1MC33

TIIE CRDIT HEARING WAs VALUABLE

The hearing on credit practices conducted here over the weekend by a sub-
committee of the U.S. Senate was colorful and valuable to the extent that it
focused attention on a facet of the economy that should be of vital concern to
the general public. We are, after all, a nation of Installment buyers, and per-
sonal credit of all kinds reaches new heights every passing year.

Specifically, the bearing was on a truth-in-lending bill sponsored by Senator
Paul Douglas, of Illlnols. It would require all firms and institutions dealing in
consumer credit to disclose how much this credit is costing in both dollars and
cents and the simple annual rate on the unpaid balance. The bill has nothing to
do with regulating the charges; its objective Is to Inform the consuming public
how much it ts paying for credit, thus enabling the consumer to shop for credit
In the same way he shops for merchandise. Credit abuses exist. The victims
are all too often the poor and the uninformed. The Douglas bill would not guar-
antee these people protection from sharp practices. It would make It more diffi-
cult, however, for those extending credit to conceal~its real cost to the consumer.

The opposition to the bill-retail merchants, commercial banks, and some other
lending insttutions-contend that It is Impossible to express the cost of credit in
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terms of a simple annual percentage charge on certain kinds of loans and on
revolving credit accounts. Senator Douglas and those Who support his bill main.
talin that it can be dQne.

It may be that the Douglas bill, as presently drafted, is not the answer for
certain types of Installment credit. The Senator said he was willing to consider
revisions. But it was clear from the testimony of opposition Witnesses at the
hearing that It is not compromise but the death of the Douglas bill that they
desire. They want no part of Federal legislation In this field. The States, they
argue, should do the Job. But the question Is, Will they? Kentucky has made
some progress. The 1962 general assembly enacted a watered-down version of the
Douglas bill, which requires that the cost of credit, Including installment credit,
be stated in dollars and cents. This legislation was drafted in large part by
representatives of retail merchants, who came forward with It as a substitute
for a stronger bill that was first submitted. This legislation undoubtedly was
a net gain. But is it enough? Some witnesses testified that It isn't. One of
them was a Louisville attorney who has conducted a comprehensive study of
credit practices in Kentucky for the health and welfare council of the community
chest.

In any event, even If the Kentucky legislation Is adequate, a need remains for
sorne version of the Douglas bill on the national level, for many States do not
have legislation like Kentucky's. Perhaps eventually they will, but meanwhile
the consumer Is at a disadvantage.

(From the Loulsville Times, Aus. 27, 1W]

THE INFORMED BUY HAS A CH1oio

Opponents of the truth-in-lending bill sponsored by U.S. Senator Paul H.
Douglas insist that the name is unfair. The Implication, they point out with
some reason, Is that anyone who Is against It must be for falsehood In lending
(or In charges for retail credit, which the bill also would cover).

The opposing witnesses who appeared before Senator Douglas' subcommittee
here Saturday were unanimous in denying that they approve of misrepresentation
or concealment of the true cost of credit. They said that what they object to
Is a provision in the proposed law which would require a statement of total cost of
credit in terms of simple annual percentage of the principal sum Involved. They
don't like the term "simple annual Interest" because they Insist that more than
Interest Is often Involved-items like service charges, Insurance of the borrower,
or perhaps searching titles.

What concerns the borrower, or the buyer on a time payment plan, is the cost
of using credit. It makes no difference to him-whether the cost Is called interest,
insurance, or a service charge. Kentucky has a State law that requires the seller
or the lender to inform the buyer or the borrower what credit will cost him in
dollars and cents. It does not require a statement of the cost In annual percentage
rate.

Thus, If he buys a refrigerator on a 24-month time payment plan, he can read
his whole contract and find out how much more he will pay than if he were paying
cash. The difference may seem fairly larger, but If he can manage the monthly
payments he will be disinclined to work out the percentage rate, even if he knows
how.

Generally, opponents of the Douglas bill say they approve of Kentucky's credit
law that requires a statement of credit cost In dollars and cents. Most of them,
in fact, suported that law-as an alternative to. one which would have required
a statement of cost In annual percentage rate.

Their opposition to the Douglas bill is pitched primarily on the annual per-
centage rate requirement, but they furtheroppc'se It on the ground that credit
regulation of this sort should be a State responsibility. Since American'banking
is based on Federal law, this contention seems somewhat ingnuous.

The argument Is advanced' with conviction 'by opponents of the Douglas bill
that it is impossible to state the simple annual cost rate on revolving credit
accounts In stores, and on certain "skip payment" loans by banks. Bankers and
merchants whose judgment we trust have advanced this argument.

Yet we find it hard to believe that it is Impossible to establish a statement of
simple annual percentage while It is perfectly feasible to state costs in dollars
and cents.

One revealing exchange took place between Senator Douglas and a local depart-
ment store executive. The department store treasurer said it would be impos-
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sible to include the annual rate, In monthly statements to customers beiA~use,'there is no time limit involved/1 - SenatOr Douglas said the annual- rats could
be expressed simply at 12 times the monthly rate or service charge (which in
most systems of revolving credit is 1 percent). .The annual percentage rate
in such an Instance,.Senator Douglas pointed out, would be 18 : -

"Where's the Justice,'! demanded the witness, "In forcing us to state 18 percent
when the credit unions can state 12 percent? We're not in the moneylending
business."

The justice, as Senator Douglas quickly pointed out, is that a statement of the
cost of credit Is due the buyer-which is what the Douglas bill is about.

It is quite true that the merchant offering revolving credit accounts may bor-
row from banks, paying their interest rate, to finance his own time payment
operation. He must collect enough over and above cash price of his sales to pay
the bank interest and to carry the overhead of his credit operation. It may be
reasonable to argue that he should be able to realize something from the transac-
tion for his own trouble; he is not In business for philanthropy.
'But the whole point of the debate Is that the buyer or borrower should know

what he Is being asked to pay for the use of credit.° Then, if he wants to, he
teay borrow the tash price at a lower "simple annual rate," pay the merchant
at once, and bypass a middleman creditor.

Senator Douglas said in Louisville that he "Is ready to confer with the retail
merchants of the State and the Nation to iron out details and language of the
bilL" If the only objection (aside from the Federal law aspect) is to the diffi-
culty of computing simple annual percentage rates, this should not be an insur-
mountable barrier--given the will to surmount.,

(Fropa the Cqngresulonal Record, Oct. 9, 1953)
EaTimoify BY VALACox ADoEJ EVIzNci or NAED FOB TRUTH-1N-LZITD Xo BrIL

Mr. DOUGLAS. Mr. President, the recent testimony of the criminal mobster,
Valachi, has given added evidence of the need for our truth-in-lending bill, S.
750. Valachi's testimony indicated that moneylending, next to gambling, was
the most profitable source of Income to the criminal syndicate. His testimony
indicated that on personal loans he was able to get 20 percent interest for 12
weeks. On a loan of $1,000 for 12 weeks, $1,200 would be repaid at $100 per
week. The real annual rate of Interest was therqfore over 150 percent, and on
renewals, the regI estate of interest was even higher. I am Informed that this
practice is true of the criminal syndicates in other cities, as well as New York.

The passage of the truth-in-lending bill, $. 750, would bring these activities
out in thle open and would require these loans "sharks" to furnish borrowers with
Information as to what they were actually charging. Furthermore, any willful
violation of the law by the syndicate would make them subject to Federal
'criminal prosecution and sentence, and thus give the Justice Department an
added handle by which they could put these men where they belong. This
would serve in much the same fashion In these matters as do the internal revenue
laws.

Mr. Psoxmns Mr. President,' will the Senator yield for a brief colloquy?
Mr. D67oLAS. I am glad toyleld.
Mr. Paoxmzr. I commend the Senator from Illinois for making such a mar-

velous fight for the truth-in-lending bill and for his alertness In'taking advantage
of the notorious national statement. What struck me about the statement was
that the Valachi rate of Interest of about 150 percent is not unusual. Many
people who listened to that testimony would say, "Only a member of Cosa Nostra

.o4d think of charging that." The Senator will recall that the testimony be-
fDre the conlmittee for the past* several years, culminating in the testimony in
NeW Yoik, has shown that this is a typlal Interest rate. In some cases, as I
recall, the rate of Interest was 300 peent.

Mr. DOUGrLAs. 840 percent In one case. *
Mr. PgoxmuRp. That Is correct. In many cases it has been above 200 percent,

and often above 100 percent. It is reAlly a great national shame. It could well
e corrected by the legislation proposed by the Senator' from Illinois As the
senator says so well, If Congre can enact Federal les'slation affecting this

M rtu tion, there will be Federal enforcement agencies at work. That is.the kind
'of thing which will really bring Valachi-and others who are a little more legal
in their actions-to account, because the Federal -Government will enforce its
laws.
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Mr. DouoLAs. I thank the Senator from Wisconsin. He has been a mighty
reinforcement in this battle. I hope that many of the responsible opponents of
the bill will wish to dissociate themselves from certain others of the opponents.

Mr. MORS& Mr. President, I commend both the Senator from Illinois and the
Senator from Wisconsin for their comments on the bill about which the Senator
from Illinois has spoken. I did not know the Senator intended to speak on that
subject, but as he was speaking there came to my mind an interesting conversa.
tlon I had with my wife the other day, when I said, "I do not see any monthly
bills coming in from such-and-such a department store in the District of Colum.
bia." She enlightened me as to why there were no bills coming from that depart.
ment store.

Do Senators know what I learned? I learned that the store charges 6-percent
interest per month on unpaid accounts.

Mr. DouoLAS. That is almost incredible.
Mr. MoRaS. Six percent a month. She said, "Of course, I have stopped doing

business with them."
Last night I conducted public hearings on a minimum wage bill for the District

of Columbia. The great Washington Board of Trade provided a long chain of
nonsequiturs typical of its lack of social conscience in opposition to a fair mini-
mum wage bill for the District of Columbia. They not only presented an execu-
tive vice president but also as a second witness, a young lady connected with one
of the large department stores.

I sat there appalled that in 1963 an official representative of the Washington
Board of Trade and an official representative of a great department store in the
District of Columbia were opposing $1.25 an hour as a minimum wage for bread-
winners in the District of Columbia.

I thought of the conversation with my wife and the usurious interest rates
which are being charged, apparently quite commonly, in the District of Columbia
on credit accounts. Of course, it is said, "If you do not want to pay it, you do
not have to take credit." That is exactly what we are doing. We can do that.

Mr. DOuOLAs. Six percent a month Is seventy-two percent a year.
Mr. MorsE. Certainly.
I suggest to the Washington Board of Trade that they need a little housekeep.

lug in regard to sweeping out some of the improper business practices whict
prevail in the District of Columbia.

I will tell the Senator my response to those two witnesses when they got
through. It was, "No questions." I would mlot think of dignifying that kind
of testimony by wasting any time questioning such testimony.

This situation Is related to the Alliance for Progress. We are hammering away
at Latin America--and rightly so--saying, "We cannot be of assistance In Latin
America unless you do something about your usurious Interest rates." We think
they are shocking. I think so. Interest rates of 13 to 30 percent are legal in
many Latin American countries.

We had better take a look at some of our own. Exploitation of the poor is not
limited to Latin America. It is common in the United States, to our everlasting
shame.

This is an example of what I mean.
I did not mean to discuss this matter, but that Is what the Senator from Illinois

always does to me. He always opens up a new vista because of his great wealth
of understanding in many fields. I am very glad he has made the comment he has
made, in the hope that the bill can be passed.

Mr. DOUGLAS. I appreciate the comment of the Senator from Oregon, who
always speaks on the side of the people.7,

I see present in the Chamber the great junior Senator from New York, Mr.
Xeating. I know he will be pleased that the attorney general of New York, a
member of his great party, Mr. Louis LTfkowitz, has endorsed the truth-in-
lending bill. So we have been finding support in what hitherto have been unlikely
plocea. I know that my frlerd from New York, who has as high an estimation
of Mr. Lefkowltz as I do, will be deeply impressed by the support of the attorney
general of New York.

Mr. KXATINo. Mr. President, will the Senator yield?
Mr. D')OUGLAS. I yield.
Mr. KXATinxo. I thank the Senator for his tribute to our great attorney general,

who has b(n in the forefront of the fight f-r the protection of the consumer in
the conduct of his office and has taken a leading role in that direction. I am
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glad to know from the Senator of his support of this sjiecWf legislation. I can
assure the Sepatr the views of Mr. Lefkowlts wJl carry great weight, wiT the
Senator from New York when he reaches; th6 point of studying he l IItion,
which I assume the Senator from Illinois will shortly report from his committee.

Mr. D OUoLAs. I..wsh I could say that, but inside the coiznittee we are runiitng
Into the usual biparl .san #,iance against progress which impedes us .very much;
but we are hoping this Ice jam may break under the rays of truth.*,

Mr. KEATiNcq. I was not sure of the legislative situation.
Mir. DOUGLAS. It i true that thu'far we have been unable to get the bill 6ut of

committee beCause of the bpa~rtsan alflauce against progress.'
Mr. Kn.r:riw. Would the Senator's bill take cftkbe of thediffieultles cited by the'

Senator from Oregon? Would it require that the interest rates may be made
clear?
, Mr. DouoLAs. It wAild require thbt thdfiDnterest rate be stated, not in monthly

terms, but in annual terms. So It W'ould be stated as 72 percent. .. ..
Mr. KEATINo. In other words, a bil from a, !emnit se r 'stea6df showiA g

the Interest as 6 percent, would haveto show It Is'at th6 rate of 72percent a
year? -I

Mr. DOUOLAs. Yes. That would have a wholesome effect.
Mr. KAnl O, I am glad to be helpful to the Senator from Oregon In aY

of his domestic problems' Ti
Mr. Moss. Does the Senator have his checkbook with him?
Mr. KEAmo. Except thht I would not want to pay his bills.
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(Froin the Congrenionsl Record, Oet. 28, 1968)

VALAoIu Tz fsMrio Snows Nub toR TaurT-iN-Lzxuflo LzoxsLATON

Mr. DOuoLAs. Mr. President, recent testimony before the Sefhat6 Petmanent'
Investigations Subcommittee has shown that the crimial syndicate is fifianced
In significant part by enormous--you might even say mutderouo---tnterest charges
on underworld loans.

In his widely read column in the Washington Post, "The District Line,"
Columnist Bill Gold recently commented on the widespread mioneylending Attiv.
Cities of criminal lea0 era who charge 200 percent or more a :yar*itth prsasve
penalties for the d( inquent borrower. Mr. Gold concludes hit this testImony
has "deiobstrated the need for truth-in-lendinig legislation n dramatic fashion."

While S. 750, my truth-in-lending bill is not, of course, primarily designed tO
combat the criminal syndicate, nonetheless, It ' would prbvilde a meAns b~y Wllth
the Federal Government could restri c tthg power of the syndicate. The main
point is, as Mr. Gold suggests, that the underworld iractieo of usUrious charges
on loans is riot so far divorced froth the high and concealed interest rate pra6-
tices commonly affecting the ordinary consumer. The consumer, in my opinion,
Is entitled to know the rate he is paying.

I ask unanimous consent that Mr. Gold's column-of October 24 be printed in
the Congressional Record.

(There being no objection, the column was ordered to be printed in the Record,
as follows:)

Tnis KIND OF FRXND You DON'T Nzran

(By Bill Gold)

The news stories about Joe Valachi's moneylending activities mentioned an In-
terest rate of 20 percent, but left me unclear as to details. The full text of
Valachi's testimony is now available, and it spells out the enormity of this un-
savory business with shocking clarity. Valachl would lend $1,000, for example,
with the stipulation that It be repaid at the rate of $100 a week for 12 weeks.

The Interest can therefore be stated as 20 percent of the amount loaned. But
this is quite misleading because interest terms are not usually stated in this
manner. When we speak of 6 percent, it is understood that 6 percent per year is
meant. And Valachi's loans had to be repaid in only 12 weeks. So the true inter-
est rate was far In excess of 20 percent.

Calculating rapidly In his head, Senator Paul Douglas, Democrat, of Illinois,
ftgured the true interest rate charged by loan-shark Valachl as over 150 percent.
With a pencil, I figure it at 160 percent. (If you're checking on us, keep in mind
that the borrower does not keep the entire amount of the loan for the full term;
he repays It n installments.)

But whatever the exact figure, it is clearly a horrendous price to pay for bor-
rowing.

What's worse, other testimony presented to the committee dealt with loan
sharks who charged 200 percent or more per year, and in one case 340 percent
They demonstrated the need for truth-in-lencling legislation in dramatic fashion.

Almost everybody borrows money at one time or another, whether to buy
something like a house or a car or to raise cash for other purposes So we're all
affected by interest rates, whether or not we realize it And very often we don't
realize it,

Shortly after Valachi told of his loan shark business, I was discussing his
testimony with a man I know. I expressed wonder that anybody could be des-
perate or stupid enough to pay interest rates of tat kind.

"Yeah," my friend said. "You'd think a guy would realize he was being taken
to the cleaners. Why, you'd never get out-of debt that way. When I run short
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I Just go to a friend who works in my aop mid he lends ne $10 until. payday.
I pay him back 411, and I'm g qd ith b dt Inf"
I tried to explain that this wAs 10 percent per week, or 520percent per year,

but I don't think the mesage got through. Tte last I heard, the man was tlll.
borrowing from hs friend In the skop I shudder to think of what Interest rate
his enemies would charge bitn.

[From the Congressional Record, Oct.81, 1963]

BusisismANa tUMEr TRUTH-IN-LENDING BrLL

Mr. DouoaLs. Mr. President, the November issue of Harper's magazine con-
tains a most Interesting article entitled "How Businessmen Can Fight 'Big
Government' -- and Win," by Mr. David 0. Wood, who until now, at least, ha
been a public relations man for the steel industry. Mr. Wood suggest that it is
about time that businessmen stop complaining about the Government and take
some practical direct steps on their own initiative to cure, some of the shoxtcom-
ings in our society and economic system. One of these major abuses Mr. Wood
discusses in our present system is credit gouging. A major part of his article
entitled 'Why Hide the Cost of Credit?" is devoted to discussing hidden credit
costs and the need for tbe trutlt-in-lending bill. Mr. Wood asks the businessman:
"What honest reason could there possibly be for not informig buyers exactly
in a percentage figure and In dollars and cents, what buying on time is going to
cost thenn"

Mr. Wood continues by lamenting that-"Maybe passage 'of another law Is
undesirable-but retailers themselves have shown no Inclination to police the
situation. Their attitude appears to be, ts usual, to get whatever the traffic
will bear, which Is a remarkable amount If the facts can be disguised well
enough."

Mr. Wood urges that honest and ethical businsessmen undertake a self-policing
effort to disown those guilty of outrageous and bidden credit charges, and he
concludes that if they cannot solve the situation themselves--and I might add
they have not at least during the past several years--"honest businessmen should
support rather than oppose Senator Douglas' bilL"

I am glad to see one representative of the business community speak out so
boldly for the truth-in-lending bill and state publicly what so many other ethical
businessmen have told me privately-that remedial legislation is needed to cor-
rect the present widespread abuses In hiding the costs of credit.

I have never been able to understand why honest and ethical businessmen so
often go to such pains to protect the unethical elements in their Inditstry. The
truth-in-lending bill will only help the ethical, efficient, and low-cost lender. I
hope Mr. Wood's plea for more positive business leadership, particularly the
leadership which would help enact the truth-in-lending bill, will not go unnoticed.

Mr. President, I ask unanimous consent that Mr. Wood's article be printed in
the Record.

(There being no objection, the article was ordered to be printed in the Record,
as follows:)

How BusINEsSMEN CAN FxoRT Bo GoYKaNMNT-AXD WIN

(By David G. Wood)

(A steel man suggests that it's time for them to stop bellyaching about creep-
ing socialism and to take some practical, direct steps to fix the weak spots in our
sociely-before Washington has todo IL)

I am weary of hearing fellow businesmen attack big government. I'm even
more bored with platitudes about defending the free enterprise system. And the
charge thaLt nobody understands the role of profits Is just as tiresome.



1644 TRUTH IN LENDIG-1963-64

T The latter was th6 theme of yet another speech I sat through-at a major
college campus last June. It was the annual awards banquet of the school of
business administration. The speaker was the director of corporate and public
affairs, whatever that means, of i major home-appliance manufacturer In the
Midwest. He was out to convince is listeners that profits are the cornerstone
of our society. Why senior students and faculty members In busciss adminfs-
tration, and businessmen from the surrounding communities, should rized con.
vincing is a point that escaped me. I guea .he was really trying to tell the
graduating students to go forth and save our system. The "how" was totally
missing, an all too common aspect of these polished, inspirational free enterprise
speeches.

I happen to believe so strongly in our free enterprise system and in the Im-
portance of profits to that system that I'm convinced they don'tneed defending.
To do so is to state the obvious.. That's why the speeches and the advertise-
ments and the commercials and the house-organ articles are so boring.
. Our economic system is, after all, a human institution. And no human in-

stitution I know of has ever achieved perfection. , Improvement should be a goal
of all businesmen truly intent on preserving the free enterprise system. But
we never seem to talk about improvement when we make speeches., This would
involve "how?" It would force us to consider methods and programs and objec-
tives. It would be controversial, and businessmen try never to be controversial.
Hence, we are boring.

The director of corporate and public affairs, in his speech at the banquet, cited
a typical statistic from Opinion Research, Inc. Sixty-two percent, or something
like that, of all Americans think profits are too high. Does this mean profits are
too high? "Emphatically no," said our speaker; "profits are dwindling every
year." I work for the steel industry and I wholeheartedly endorse that part
of his talk. Does it mean that the American people, are being misled by edu.
caters and journalists into the belief that profits are too high? Despite the fact-
he was speaking before a considerable number of educators, our speaker implied
that this was the case. He managed by a "we know you're with us" gesture
to exclude the business administration professors from the leftist teachers who
some businessmen are convinced dominate our campuses today.

At any rate, we were told, we businessmen must somehow overcome the power-
of the press and the schools and tell the people the truth-that profits are not
too high. They are too low. I don't believe the director of corporate and public
affairs actually expects us to succeed. Who. would invest their money in out
corporations If the people did become convinced that profits are too low?

MARXISM; HIGH scHooL STYLE

But let's use a little common horsesense. It is ridiculous that any business-
man should become concerned for our free enterprise system Just because most
Americans think profits are too high. Neqrlv alt Americans are consumers
first and investors second, if at all. There would be something wrong with hu-:
man nature If we didn't believe that anyone trying to sell us something is mak-
ing too much money.

Businessmen also get excited around graduation time every spring because
public-opinon surveyors measure the attitudes: of high school kids and decide
that they don't know much about economics, and what they do know Is all
wrong. Ihow many times have you heard in a sp-ech or read in some com-
pany magazine that high school students somewhere have Communist tenden-
cies? A:majority had approved of "from e-ach according to his ability, to each
according to his needs." Shocking? Well, the speaker or house-organ edi-
tor obviously intends it to be, but I somehow never get very disturbed.

When you stop to think of it, that'se-a.ther prat-cal'phllosophy for a high
school student. After all, his earningability is very sniall and-from what
parents of teenagers tell me-his needs are very Atceat. t If he's smart lie's been'
try to sell his father on the equity of this doctrine for years. Just before the son
of our ex-next-door neighbors in Seattle was graduated from Shoreline High
School there, we got a letter from hiu mother. She reported that he and his
senior prom date were "planning a big time with dinner at Canlis if you please."
She added, significantly, "We haven't even been there." Seattleites regard Canlls
as their more elegant and expensive restaurant, catering chiefly to the expense-
account crowd and, apparently, to high school boys wishing to impress their
girls. Here is a high school senior willing to spend his father's money in a
restaurant his father has always regarded as too expensive to take his mother
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to. Why should he (uestion-a neat Idea like " frodi each according to his abil-
ity, to each according to his needW'

One might argue It Is the job of the schools to teach our children that this
is a Marxist doctrine and therefore bad. I .would answer that we can't teach
them to think for themselves by hanging labels on ideas. It's better to let them
figure out for themselves that this idea simply won't work in a free society.
If a majority of them haven't figured it out by the time they are high school
seniors, It is perhaps because teen-agers are what they are--a confusing mix-
ture of selfishness and idealism. I think I like them that way,

Permit me to proceed, then, on the assumption that businessmen are wasting
their time and energies, to say nothing of their money, on defending profits
and the free enterprise system. This is really not such an original Idea. On
the same subject more than a dozen, years ago, Fortune magazine asked "Is
Anybody Listening?" and concluded that no one was. L Fortune went a step
further by suggesting that businessmen were making people wonder what was
wrong with the system that it cocstanty required so much defending.

Improvement, ag I have already suggested, is the best defense. Instead of
talking so much, businessmen ought to do more. If they did enough, they could
quit worrying about big Government. For the past 80 years most of the improve-
ments--if you choose to call them that-in our free enterprise system have been
made by the Federal Government. During most of that period Government has
drawn its leadership from areas other than the business community. Our govern-
mental leaders have been pragmatists If a problem existed in our society, they
wanted to find a way to solve it without regard for labels or doctrines.

What I'm urging Upon my fellow businessmen is to outgovern government.
Let's identify problems and bring about solutions before Government is forced
to act. Every citizen of a free society posseses this privilege and responsibility.
The leaders of a community are especially obigated to act. And businessmen
are leades--or should be. Lincln was right. Government should do only
what citizens cannot do for themselves.

One reason Government has been doing so much Is that businessmen have
been doing so little. Perhaps we forgot how, during the tremendous scare of the
great depression. But that has been over for a long time, and the Roosevelt re-
fcrLs have not so changed our society that we are incapable of effective action.

What action? That question ought to be answered with a review of all the
problems facing our country today and a discussion of what businessmen can do
about them. That obviously is impossible here because: (a) I lack the space and
(b) I lack.the knowledge. I'll just hare to satisfy myself that any suggestions
made here will be more than the director of corporate and public affairs gave
us in hf, speech.

WHO.OUGHT TO PROVIDE JOBS?

One obvious criterion of a successful economic system is its ability to provide
enough Jobs. Ours is not doing as well as it should. Let's look at my young
ex-next-door neighbor once again, the one whose tastes already rtn to Seattle's
most expensive restaurant. As a high school graduate this year he is joining a
growing army of young men who are finding it increasingly hard to get work.
California's youth-employment supervisor, Robert Hill, called Jobless young
people "social dynamite." He said in this decade 26 million youths will seek
Jobs, tifce as many as in the 1950's.

Businessmen are going to have to assume more responsibility in getting these
young people started on useful careers, especially, with on.the-job training. We
are Apmanding too high skill from beginning workers. The kids complain that
no one will hirp them i6ecause they-have i o experience and then ask, with un-
deniable logic: How are we supposed to get experience?,

Mr. Hill suggested that some companies might do better to hire fewer engi-
neers, who are in short supply anyway and sometimes become bored with jobs
tb t don't rQally require their full professional skills. Engineers' aids, who
cold be trained 'on the Job, might make more sense.

The Peace Corps is a marvelous Idea, perhaps the best of the Kennedy ad-
ministration so far, but the young people we send overseas must have skills
if they are to be of any, service. We businessmen ought to promote and favor
any programs" which will enbance human skills, even Government programs.
Our businesses will benefit eventually, just as they benefit from public educa-
tion. Providing al the employment snd on-the-Job training we possibly, can,
consistent with efficient operating practices, should be the No. 1 goal of our
private economy. Then, if we stUlllare unable to absorb the 26.million young

28-902 0-4 4 -- 9t. 2-62
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people in this decade that Mr. Hill talks about, we must stop opposing Federal
and State programs. Serving in a Government-sponsored civilian service corps,
foreign or domestic, Is infinitely preferable to Joblessness. Business opposition
to a domestic Peace Corps is the type of irresponsible negativism that causes our
fellow citizens to dislike us, ignore us, or both.

Employment opportunities are not the only kind denied many Americans.
Negroes lack so many opportunities that theirs has been a second-class citizen-
ship in a society based on equal citizenship for all This is wrong, and at long
last two branches of the Federal Government-the Judicial and executive-are
taking meaningful action to assure equal rights for everyone.

There appear to be a considerable number of business executives willing to
condemn such use of Federal power. Many others (or perhaps they are the
same ones) Join and finance anti-Communist crusades. Using comparable en-
ergy and most likely less money, these same businessmen-through the power
they possess in the American economy-could render Government action unnec-
essary and deliver worldwide communism a staggering blow. Equal status for
the American Negro would undermine Communist strategy and propaganda ev-
erywhere. This one improvement In our own society could well be enough to
turn the tid overwhelmingly in our favor throughout the world. I often
wonder why the anti-Communist crusaders don't change into pro-Negro crusaders
They would achieve their goal far sooner than with their present methods.

I would expect the truly responsible leaders of business and industry,
however, to work toward equality for Negroes simply because it is right. I wish
there were more evidence that they are so working. Undoubtedly, more is being
done than the public generally realizes. Because the problems involved are
potentially explosive, and because they. are not concerned with winning votes,

.,sinessmen generally shun publicity in endeavors of this kind. All but one of
ha white business leaders of Birmingham who served on the biracial committee

seeking a solution to the city's conflict, before the bombings this fall, refused
even to be identified. They feared economic reprisals, a universal concern of
businessmen. "What will my customers think?" is a question usually considered
carefully prior to political or social activity. It's a shame Mr. Welch didn'tt
ponder it more seriously before he founded the John Birch Society. If he had
run true to business form, he might have decided to refrain for fear of offending
all the country's Communist candy consumers.

INVITATIONS TO GOVERNMENT MEDDLING

Even if we were free to publicize our bosses' actions to our hearts' content,
it would be most difficult for industrial publicists like myself to convince anyone
that everything possible Is being done. The results just aren't there. I would
welcome, for example, a steel industry report on what it has done to prepare
Birmingham for its inevitable compliance with court rulings granting its Negro
citizens equal status. After years of enlightened industrial influence, we might
logically expect Birmingham to be more advanced in its social attitudes than
it apparently is. It simply has to be more enlightened than the surrounding rural
areas of Alabama. Yet its recent tragic history (not to mention its International
press notices) raises serious doubts.

United States Steel is Birmingham's largest employer and therefore a powerful
economic force there. It is faint praise to point out tNat under United States
Steel's quiet leadership and Influence Birmingham Is a better city than it would
otherwise be. A question that repeatedly has been asked, usually by indignant
liberals, is, "Why hasn't John F. Kennedy done more about Birmingham?"
Conservatives who truly believe what they preach ought to respond with, "Why
hasn't Roger Blough done more about Birmingham?"

Industrial leaders may have an excuse in the Deep Sou(' , where long-estab-
lished customs, to say nothing of statutes, have precluded any dramatic moves by
them toward equality for all. But neither law nor custom exists to discourage
action in such enlightened cities as San Francisco.

Sunday, May 26, 1903, was proclaimed Human Rights Day by Mayor Chris-
topher of San Francisco. Some 12,000 citizens paraded up Market Street and held
a rally at the civic center to protest racial oppression and demand universal equal-
ity. The newspapers described it as San Francisco's ringing answer to Bir-
minghani. Significantly enough for the point I have been trying to mako,, the
march was organized by the San Francisco Church-Labor Conference. Advance
stories promoting the observance of Iluman Rights Day quoted ministers and
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labor leaders. Business leaders remain silent. Sponsorship did not include the'
chamber of commerce, or any other business organization.

The parade itself was a responsible,, dignified demonstration. The chief 'of
police called it "a heartwarming spectacle," li the words of the San Francisco
Chronicle, "They were of all races, but the major, races .were white and'Neito,
about 50-50. They were of all faiths-rabbis, Protestant ministers of the Coun-
cil of Churches, Maryknoll nuns, Christian Brothers, a Jeoult priest; They were
of all classes, but predom inantly labor," . - . . I : , . .: .. : .Z

Are we businessmen too stuffy.and self-satisflied to associate ourselves with a
gesture of this kind? If we fall to be counted as for anything as basic as equal
citizenship for fellow Americans, how can we expect anyone to become excited
about Government's intrusion in business affairs?, The freedom to raise steel
pries would seem of small consequence compared with the freedom to- vote, to
work, to live (or even dine) anywhere the price Is right to assemble peaceably,
or to enroll in the State university.

Instead of eizing the initiative--which Is after all one prerequisite of leader-
siip-busnessmen permit the Government to lead the way. I work in a major
San Francisco office building where the tenant on one floor Is a Federal agency.
The only Negro white-collar workers in the building-stenographerq, clerks, and
supervisors-are employed on that floor. The few non-Government Negroes in
the buildings are janitors, cafeteria busboys, and messengers. If Government
agencies can find qualified Negro workers, so can we. And we can easily get
them because ve pay more. But we are not doing so, and we are thereby Invit-
ing Government Interference into the conduct of our business In a situation
where it is right and we are wrong. This is the worst possible position In which
to be to carry on a fight against Government regulation, the welfare state, or
creeping socialism. Scarce phrases help but little if our policies are wrong to
begin with.

WHY HIDE THE COST OF CREDrT?

Also as a matter of right, credit buyers are entitled to fair and honest treat-
ment. Public reports as well as personal experience lead me to the conclusion
that they are not getting it. For several years, Senator Paul Douglas of Illinois
has been trying, in vain, to obtain passage of a truth-in-lending bill. A similar
bill at the State level died in committee at Sacramento recently. According to
Reporter Jack Miller of the San Francisco News Call Bulletin, "the cost-of-
credit measure, opposed by a powerful alliance of business interests, was shunted
to the oblivion of the assembly rules committee."

What honest reason could there possibly be for not informing buyers exactly,
in a percentage figure and in dollars and cents, what buying on time is going to
cost them? Maybe the passage of another law is undesirable--but retailers
themselves have shown no inclination to police the situation. Their attitude
appears to be, as usual, to get whatever the traffic will bear, which is a remark-
able amount if the facts can be disguised well enough.

To purchase a few dresses for our daughters at Christmastime, 1901, my wife
opened an account at a Seattle store of a well-known national chain. The
unitemized statement we received about the first of February was larger than
my wife could remember having charged. Investigation showed that $0.09 had
been added to purchases totaling $31.64 on an account, mind you, tq be paid
within 90 days. I wrote a stinging letter to the credit manager. in Seattle,
which was answered within a week by the credit controller at the firm's execu-
live offices in New York. In it I said the additional charge amounted to 77 per-
cent annual interest, although I'll admit I was a little unsure of my ability to
compute it accurately. But the credit controller 'didn't question that at all.
lie objected only to my use of the word "interest." He called It a "service
charge to partially compensate us for the expense of having a credit office in the
store." Ie would have us believe that his firm is losing money on its credit
operation. A "service charge" of 77 percent is merely partial compensation.
He added that he disliked having a dissatisfied customer so would settle for our
payment minus the $6.09 service charge. In the future, he trusted, we would not
want to use his credit facilities. What an understatement.

Legitimate businesses, more interested in selling products than credit, ought to
oppo se this kind of retailing with all the vigor they can muster. Newspapers
ind radio stations ought to refuse the sleazy advertising that sustains it. The
tetler business bureau-which, Incidentally, received a copy of my letter and
made no response at all-ought to disown firms guilty of outrageous and hid-
den credit charges. If they cannot solve the situation themselves, honest busi-
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nssmen should support rather than oppose Sehator Douglas' bill. Neither the

Senator nor anyone else can prevent gullible persons from squanderi' money,
but they can be given all the facts on'which to base their decisloh. The cost

of credit is a fact that should be Muade crystal clear.
By and large, Government has stayed out of those, areas where private siil.

zens, businessmen mostly, have done the Job. Cultural activities of all kinds

are generously supported by the business 'community. Federal aid for the arts
has been suggested occasionally, but not taken too seriously. Most people prob-
ably regard It as unnecessary if not unwise, EWgber education-especially the
private colleges and universities--has received massive financial support from
Industry. I suppose educators 'will never regard it as sufficient,.but the cirpora..
tion (or its executives) is rare that doesn't maintain a generous program of sup.

port for higher education. United funds--conceived, promoted, and conducted by
businessmen throughout the country-have provided the money to keep much
welfare and social work in private bands. No tax money is used aird contrlb..
tions remain voluntary, more or legs. It seems unlikely that Government floanc-
Ing of election campaigns will ever be adopted in this country. 'Buslnesiimen
and others, notably labor unions, have been willing enough to contribute the

money for this activity so essential to a democracy. Medical insurance ivr

employees has become a widespread fringe benefit provided by corporations.
The only serious talk of Government-sponsored medical care Is for retired
person. Which brings up medicare, an extension of social security to include

a most obvious need of old age. When industry furthers a lie of the American

Medical Association by calling medicare socialism, it offers no solution. Let*a
find a better one than medicare if we can.

Undoubtedly many business leaders will object to what I have said. Full em-

ployment, job training, fair employment practices, equal rights for all our citi-

zens, consumer protection, medical care for retired men and women. I can hear

the response of businessmen I know: "None of these things is our concern. Our

job is to make a respectable profit for our shareholders."
To them I say, "Then stop raving about big government." If private citizens

with power and influence refuse to concern themselves with Improving our so

ciety beyond offering new and better, products, they have only themselves to

blame if their power atrophies. Negativism is not leadership. And that is what

the business community all too often exerts.
Until we businessmen demonstrate some positive leadership in the solution

of social and economic problems, I'm afraid the country is better off In the

hands of the politicians and their allies, the labor leaders and Ole Intellectuals.

(From the Congressional Record, Oct. 31. 19631

TSUTJI IN LENDING

Extension of Remarks of Hon. Maurine B. Neuberger, of Oregon, in the Senate

of the United States, Thursday, October 31, 1963

Mrs. NEUBEROER. Mr. President, the American consumer deserves to know Just

how much he is paying for the goods he buys. The distinguished senior Senator

from Ilinois, Mr. Douglas, continues to present to Congress and the American

public evidence of the need for legislation requiring disclosure of the true cost

of goods purchased on credit.
Just 3 days ago, Senator Douglas brought to our attention another example

of the flagrant trespass of consumer rights, this time in Nebraska, where the

Supreme Court held that installment loan amounting to an estimated $1 billion,
had been usurious.

I want to join the distinguished senior Senator from Illinois, as I have joined

him in cosponsorship, in urging immediate and favorable action on S. 750, the

truth-in-lending bill, and at this time commend to the Senate an article by Sent.

tor l)ouglas, "Who's Afraid of the Truth?" in the October issue of the Carpenttf.

which once again clearly demonstrates why S. 750 is most legislation. I ask

unanimous consent that the article be printed in the Appendix of the Recor&
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(There being no objection, the article was ordered to be printed in the Record,
as follows:)

THE REAL COST Or CRMwT: WHO'S ArsAID or THE TaUTni'

(By Paul H. Douglas, U.S. Senator, trom Illinois)

Are we Americans who borrow and buy on credit entitled to know the truth
about the cost of consumer credit? Thoeb of us In Congress who have spn-
sored the truth-ln-lending bill-which would require full disclosure of' the Itle
osts of consumer credit-believe that'the borrower has the right to know what

credit Is costing him. So do thousands of citizens who have written to. us ex-
pressing their strong support for this proposed leIgslation.

The truth-in-lending bill would simply reqiflre that alt lenders or sellers on
credit such as small loan companies, automobile dealers, commercial banks and
department stores tell the customer-before the contract Is signed-and tell him
in writing-just how much the credit is really costing.

This written statement must Include the number of months the contract runs,
the amount of the monthly payment and-most Important-the total amount of
ibe finance charge expressed In dollars and cents and the simple or true annual
Interest rate on the debt actually owed.

Thus, if you wanted to finance a used car for 18 months, the dealer would
be required to tell you that on your unpaid balance of $700 With monthly pay-
ments of $46.11, the finance charge would be $129.98 and the true annual interest
rate would be 22 percent.

Or if you were buying goods on a department store o mail-order house revolv-
Ing credit account, the store would be required pot only to send a regular monthly
bill identifying the dollars-and-cents charge for credit but also to tell you that
the "small service charge" of 1% percent per month really amounted to 18 per-
cent per year.

Under the truth-in-lending legislation every borrower would know In advance--
before signing on the dotted line-of the price of credit In two ways, the dollar
cost and the true finance or interest "rate on the unpaid balance. This would en-
able the wage earner and housewife to compare accurately the costs of different
credit plans offered by lenders and sellers and to shop as carefully for credit as
for other items in the family budget.

For the past 3 years my subcommittee of the Senate Banking Committee has
held extensive hearings on the truth-In-lending bill. The record of this congres-
sional investigation of consumer credit practices demonstrates over and over
again that many, if not most, consumers are either unaware, confused, or badly
misinformed about the true interest rates and charges they pay for various types
of credit.

In New York one witness testified that he bought furniture from a local fur-
niture store for $389. Later he received In the mail a statement showing that
he owed $588, to be repaid in monthly installments over 24 months. In other
words, he was charged $199 for credit for 24 months.

We were shocked to learn that this amounted to an interest rate of 49 percent.
If this witness had known that an interest rate of 49 percent was being charged
him, I doubt that he would have purchased the furniture from this store.

Another witness bought a bed for $200 from another store. He was told that he
would be charged an additional $76 for interest. However, his contract required
him to pay back $23 per month for 2 years. We figured the true Interest in this
case was 168 percent.

A third witness bought a television set on credit for 30 months. We figured out
the interest rate on this transaction, and it turned out to be 143 percent. We
asked the witness whether, had she known the interest rate which she was being
charged, she would have signed the contract. The witness replied: "Never in
my life."

In Pittsburgh a witness testified that he borrowed $900 from a small loan
company and was told that his monthly payments would be $58.10 for 24 months.
We figured the interest rate in this case, and it turned out to be 52 percent.
Would you have signed this contract if you had known that you were being
charged 52 percent interest?

Of course, some of these are unusual cases, but it could happen to you. Why
don't you test yourself about true interest rates and credit charges? I doubt
that many wage earners are aware that:
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The small monthly service charge of 1% percent on department store charge
accounts is usually a true annual Interest rate of 18 percent.

The 3-percent-per-month plan of small loan companies is really 36 percent
per year.

The advertised 5-percent rate on home Improvement loans is not less than a
6-percent home mortgage but nearly twice as much.

The so-called 6-percent rate offered by some used car dealers Is always 12
percent per year and sometimes very much higher-as much as an 18- to 25-per.
ceut interest fate per year.The 4A-percent new cAr financing plan of some commercial banks is really 9
percent per year.

Credit plans for teenagers now being promoted by some retailers as only pen-
nies per year sometimes amount to 80 percent interest per year.

These are not unusual cases but merely a few common practices involving in-
accurate or misleading interest rate information. Test yourself.

Do you know what the finance charge and the true annual Interest rate were
the last time you borrowed money or bought on credit?

In the spring of 1962, President Kennedy sent a special message to Congress
proposing a new program for consumer protec-tion, Including a basic "bill of
rights" for the American consumer. These rights of the individual include, the
President said, "the right to be informed-to be protected against fraudulent
deceitful, or grossly misleading information, advertising, labeling, or other prac-
tices-and to be given the facts he needs to make an informed choice."

To help guarantee this right, the President urged Congress to pass the truth-in.
lending bill. Public support is widespread, but opposition in the Senate has
prevented enactment of the bill. To overcome this opposition will require deter.
minded support for truth in lending by the individual borrower and buyer.

This should not be a partisan matter. Consumers who are Republicans need
protection just as much as consumers who are Democrats.

All we who advocate truth-in-lending legislation are asking is that the con-
sumer be told the truth, the whole truth, and nothing but the truth-in advance-
about the Interest rates and finance charges he is asked to pay when he borrows
money or buys an article on the Installment plan.

[From Federal Bar Jonrnal, Sprlng 19631

NOTES AND DEVELOFMENTS-FULL DISCLOSURE OF CREDIT CHARGES

(By Scott Hodes and Riclhard N. Flint)

How many Americans are aware that the small service charge of 1% percent
per month on department store charge accounts is often a true annual interest
rate of 18 percent, or that the so-called 6-percent rate offered by some dealers
for financing used cars is at least 12 percent and sometimes much higher when
computed on the average outstanding balance? Studies reveal that the average
consumer is aware only of the monthly cost to finance a new car or television
set, for example, and seldom calculates the total annual interest rate on his
repayment schedule. Paradoxically, he is extremely interested in annual interest
rates prescribed for funds deposited in saving accounts.

Moreover, lending and borrowing is big business In the United States today.
Studies by the Senate Banking and Currency Committee reveal that personal
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debt in the United States now totals over $230 billion, and the yearly Interest
and finance charges paid on this sum is $15 billion,' or 50 percent more than the
carrying charges paid by the Federal Government on the national debt, Clearly,
Americans have come to accept credit as away of life, without concerning them-
selves with the staggering cost of such credit. This apathy may be traced - in
part to methods successfully used by many creditors to conceal the actual credit
charges and interest rates. An experienced credit union manager described the
dilemma of the average borrower today as follows:

"He iS caught in a wonderland of credit where percentages multiply and divide
at will, where finance charges materialize on command and fees are collected on
the way out; where sharp practices and rackets not only inflate the costs of
credit, but also impose enormous financial hardships on the debtor, particularly
those who can least afford it." '

Senator Paul H. Douglas, of Illinois, contends that the simple annual interest
rate on the outstanding unpaid and declining balance of the debtor's obligation
Is the only meaningful standard of comparison available to evaluate credit costs.
He has Introduced a truth-in-lending bills to provide machinery to aid the con-
sumer in waking Intelligent comparisons with respect to alternative methods of
financing. In the President's message to Congress, relating to his consumers'
protection and interest program, President Kennedy urged the enactment of this
bill. lie emphasized that:

"Excessive and untimely use of credit arising out of ignorance of its true cost
is harmful both to the stability of the economy and to the welfare of the public.
Legislation should therefore be enacted requiring lenders and vendors to disclose
to borrowers in advance the actual amounts and rates which they will be paying
for credit."'

SUBSTANCE OF THE BILL

The truth-in-lending bill is iWtended to require full disclosure of finance
charges in connection with extensions of credit; it does not regulate interest rates
or other conditions of credit. Section 4, the operative section of the bill, provides
that "prior to the consummation of the transaction," the creditor must furnish
to the prospective borrower a clear statement in writing setting forth certain
information, including the following:

"(1) The total 'finance charge' expressed in dollars and cents; and
"(2) The percentage that the 'finance charge' bears to the 'total amount to be

financed,' expressed as a simple annual rate on the average outstanding unpaid
balaice of the obligation."

This written statement must also specify the cash price of the property or
services being purchased, individual charges which are to be paid by tl~e borrower
but which are "not incident to the extension of credit," and the sum of the fore-
going which, less the downpayment, is the "total amount to be financed." De-
tailed rules and regulations for the disclosure of such information and for imple-
menting the other provisions of the act are to be prescribed by the Board of
Governors of the Federal Reserve System.

Complications arise in the so-called revolving credit arrangements operated by
numerous retail establishments. Under these arrangements, a credit account
is opened for the customer, various items may be charged to this account during

1 109 Congressional Record 1921 (1963).
2Id.
'8. 750, 88th Cong., 1st sess. (1063).
'Mar. 15. 1962.
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the month, and a monthly credit charge is levied based upon the balance in the
count. The written statement discussed in the foregoing paragraphs is clearly
inapplicable to these revolving credit accounts because the total amount of credit
to be financed, and therefore the total credit charge, Is unknown at the time the
account Is opened. Accordingly, section, 4(b) of the bill provides that before
opening a. revolving or open-end credit account, the creditor must furnish the
borrower a statement clearly setting forth the simple annual percentage rate or
rates at which the finance charge will be imposed. At the end of each monthly
period (which need not be a calendar month), the creditor must furnish -the
borrower a statement containing certain information, including the dollar-and.
cent- finance charge for that month, and the monthly finance charge expressed
in terms of a simple annual percentage rate. .

The primary means of enforcing compliance Is through civil suits in State and
Federal courts of competent jurisdiction. Section 7(a) bf the bill provides that
any creditor who, in connection with any credit transaction, fails to disclose to
any person any information In violation of the act or regulations thereunder hall
be liable to such person in the amount of $100 or an amount equal to twice the
finance charge levied in connection with the transaction, whichever is greater,
but the maximum liability shall not exceed $2,000 per transaction. The creditor
Is also liable for reasonable attorneys' fees and court costs, but in the bill as
presently drafted, it Is not entirely clear whether these fees and costs are also
included within the $2,000 maximum. In contrast to these civil penalties which
do not require that the violation be willful, section 7(c) provides a fine of not
more than $5,000 or imprisonment for not more than 1 year, or both, in case of
willful violations.

THE CONSTITUTIONAL ISSUE

The constitutionality, of S. 760 and its predecessor legislation has been discussed
by a number of interested parties. The American Bar Association in an able opin.
ion " concludes that while the issue is not entirely free from doubt, "the argu-
ments against the constitutionality of this legislation * * * appear to us to have
more weight." The Department of Justice, In an -advisory opinion signed by
Deputy Attorney General Katzenbach, concludes that the bill is constitutional!
In these opinions, three possible constitutional grounds are discussed: the com.
merce power, the money power, and the broad Federal power over finance.

In the truth-in-lending bill as presently before Congress, there is no attempt to
limit Its application to those credit transactions which are directly involved In
interstate commerce, and section 3(2) contains an extremely broad definition of
"credit." On occasion the Supreme Court has ruled that any transaction, how-
ever local, which affects interstate commerce is subject to Federal regulation
under the commerce power.' However, as the ABA opinion suggests there are
numerious cases limiting the "lengths to which courts will go in finding that a
transaction has aspects of interstate commerce." And on reflection It is difficult
to conceive of every credit transaction, no matter how local In character, as
having sufficient effect on Interstate commerce to bring it within the scope of
Federal power.

The second possible constitutional basis for S. 750 is the "money power," the
narrow power "to coin money" and "to regulate the value thereof." Testimony
before the Douglas subcommittee indicates that the value of money is influenced
by the use of credit because the excessive use of credit, as much as the over-
abundance of paper currency, tends to cause inflation and therefore lower the
purchasing power of the dollar. Supporters of the truth-in-lending bill believe
that in periods of inflation, when interests rates are rising, the higher cost of
credit-if disclosed-will deter its use, whereas in periods of decline, when
interest rates are depressed, the lower interest charges will encourage con-
sumer spending and therefore stimulate the economy. While not necessarily
in disagreement with the foregoing conclusl6n, the ABA opinion contends that the
"money power" has been limited to regulating the metallic content of currency,
and not its purchasing power.

&"Hearings on S. 1740 Before the Subcommittee on Production and Stabilization of the
Senate Committee on Banking and Currency," 87th Cong., 1st sees. (1981). pp. 822,-826.
Comparable legislation has been introduced by Senator Paul Douglas, of Illinois, in pre-
vious congressional sessions, and lengthy committee hearings were held In 1961 and 1962.
4 "Hearings on S. 1740 Before the Subcommittee on Production and Stabilization of the

Senate Committee on Banking and Currency," 87th Cong., 2d sess. (1962), pp. 112-115.
T Wtckard v. Filburs, 317 U.S. 111 (1942).
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The broad Federal power over finance, a power much broader than the

simple "money power," is the third suggested constitutional basis for 8. 750.
The Justice Department opinion, quoting from an opinion of the U.8- Supreme
Court, defines this power as follows.

"The broad and comprehensive national authority over the subjects of revenue,
finance, and currency is derived from the aggregate of the powers granted to the
Congress, embracing the powers to lay and collect taxes, to borrow money, to
regulate commerce with foreign nations and among the several States, to coin
money, regulate the value thereof, and of foreign coin, and fix the standards
of weights and measures, and the added express power 'to make all laws Which
shall be necessary and proper for carrying into execution' the other enumerated
powers." a -,

This is the same aggregate of powers which permitted Congress to establish
a national bank, a national monetary system, and the Federal Reserve System
to meet previous deficiencies in the economy. These same powers should be
equally available to control and mitigate harmful economic fluctuations which
result in part from the uninformed use of credit.

As stated in section 2 of the bill, S. 760 is a legislative effort to curb the
cyclical fluctuations in the national economy by requiring the complete disclosure
of credit charges. Whether or not this legislation will solve the problem is a
question of policy which the Congress alone is competent to resolve. Constitu-
tionally, however, the power would appear to be present.

THE PROPER SOOPZ OF STATE AND YMMAL TMJULATION

From a policy standpoint, it has been argued that the subject matter of the
Douglas bill is not an appropriate area for legislation by the Federal Government,
and that the entire field should be left to the States. An ironic note was added to
this argument in 1961 when a truth in lending bill was introduced before the
Massachusetts Legislature. At that time the chief objection voiced by opponents
of the bill in Massachusetts was that this is something that should not be handled
at the State level but at the Federal level'

State common law relating to fraud has proven inadequate to protect the
borrower due to the numerous technical legal elements which must be proven to
establish an allegation of fraud. This is particularly difficult where the lender
makes no actual misstatement, but merely remains silent regarding particular
aspects of the transaction.

Traditionally, of course, the States have regulated credit by means of usury
laws which prohibit interest charges beyond a certain rate, usually about 6 per-
cent. For the most part, these State usury laws have been ineffective in dealing
with small loans and Installment credit, the main reason being that the maxi-
mum legal interest rate under the traditional usury law was insufficient to allow
the creditor a reasonable return because of the relatively high administrative
costs and greater risks involved in small loans and Installment credit. Thus,
creditors who sought to comply with the law were not able to earn a reasonable
profit and were displaced by disreputable lenders operating outside the law.
Secondly, the so-called time-sale doctrine was used to exempt sales of goods on
credit from the usury laws. According to this doctrine when the merchant
charges a greater amount for a sale on time than he would for a. cash sale, the
difference in price if properly handled is considered a part of the time purchase
price, and not an interest payment subject to the usury laws.

As a consequence of the failure of existing usury laws, there has been a great
variety of legislation promulgated by Stpte legislatures to control various aspects
of the small loan and installment sales industry." This legislation varies con-
siderably from State to State, and even within a given State, different branches
of the consumer credit industry are typically regulated by different, and often
inconsistent, statutes. For example, the following legislation has been passed
in one or more States to regulate various segments of the industry: Small loan
acts; retail installment sales acts, regulating credit offered by dealer to pur-
chaser; installment loan acts, regulating loans made by a third person to finance

'Note 6. supra, p. 114.
' Note 6. supra p. 204.
24 In an article of this length, it to not possible to discuss In detail the law, of the

various States. or even the laws of a particular State relating to small loans and consumer
credit. For more detailed coverage, the reader Is directed to the following additional
source and the sources dted therein: "Consumer Credit 8ymposlume: Developments in the
Law." 55 NW. U. . Rev. 803 (1980), particularly pts. I, 1I, III, and VIL
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consumer spending; revolving credit legislation; pawnbroker acts; acts char.
tering and regulating credit unions; and acts regulating industrial loan com.
panics, also known as Morris Plan banks.

For the most part, disclosure requirements under these existing State laws
are inadequate. Some State statutes require that the total financing charge in
dollars and cents be disclosed and a few specify that the monthly interest rate be
stated. But the requirement that the interest be stated as a simple annual
percentage on the unpaid balance is conspicuous by its absence, appearing only
in a few State small loan acts. Thus, the consumer is deprived of that one fact
which will allow him to compare the credit terms offered by his local bank, for
example, with the terms offered by the used car dealer or by the small loan com.
pany down the street. The truth-in-lending bill would make possible such a
comparison by even the most unsophisticated borrower, and would therefore
fulfill a need which is not presently being met by State law.

Moreover, as has been previously stated, the purpose of the truth-in-lending
bill is not to preempt State regulation of credit transactions. Section 6(a) ex.
pressly provides that the bill does not excuse any creditor from complying with
the provisions of State law unless the disclosure requirements of such State laws
are directly inconsistent with Federal law. Section 6(b) provides that the Fed.
eral Reserve Board shall exempt from the bill's application any credit trans-
action or class of transactions which Is effectively regulated by State law so as
to require the disclosure of the same information.

It should also be emphasized that S. 750's requirement of full disclosure In
certain transactions is not an innovation to Federal law; disclosure requirements
have been the central them, of numerous Federal statutes. To cite a few ex-
amples: the Securities Act of 1933, as amended, requires full disclosure of the
material facts concerning an issuer of securities to the prospective purchaser; 1

the Federal Food, Drug and Cosmetic Act of 1938, as amended, requires full
disclosure of the manufacturer and contents of certain packaged products; "
and the Automobile Information Disclosure Act of 1958 requires full disclosure
to the purchaser of the suggested retail price and other relevant information in
conjunction with new car sales.23

FLOODING THE COURTS

Critics of S. 750 argue that section 7(a) of the bill, which provides for civil
actions in State and Federal courts of competent jurisdiction, will result in
numerous lawsuits and, In effect, flood the courts with petty cases. Thus, while
Congress in 1958 sought to alleviate the backlog of cases in Federal courts by
raising the minimum amount in controversy in. certain cases from $3,000 to
$10,000, the truth-in-lending bill would produce the opposite result by allowing
suits to be brought for amounts from $100 to $2,000. Ilowever, this argument
ignores the real issue: if there are nop sufficient courts to dispense justice, the
remedy is to Increase the number of courts, and not to lessen the quality of
justice. It should also be emphasized that there are numerous other Federal
statutes, including the Securities Act, for example, which provide for Federal
jurisdiction where the amount in controversy is less than $10,000.

Moreover, the purpose of the civil and criminal penalty provisions is to deter
prospective violations. As one witness before the committee stated: "We want
the minimum of litigation arising out of this. We want the maximum of volun-
tary compliance with the bill." " Indeed, to argue that the civil litigation arising
from penalties provided in S. 750 will flood the courts is to argue that credit
institutions will not voluntarily comply with the provisions of Federal law.

CONCLUSION

The bill in its present form may not be perfect. For example, the American
Bar Association has pointed out that the definition of "credit" in section 3(2)
of the bill is extremely broad, and some tightening up in the drafting may be
necessary here and elsewhere. But despite these minor defects in the bill as
presently drafted, the bill is basically a noble one. It would appear that there
is a need for fuller disclosure of finance rates and charges in the United States
today-a need that Is not being fulfilled by traditional State legislation. Senator

It 48 Stat. 78 (1938), 15 U.S.C. 77g (1958).
1352 Stat. 1042 (1938), 21 U.S.C. 331(b) (1958).
Is 72 Stat. 326 (1958). 15 U.S.C. 1232 (1958).
14 Note 5, supra, p. 870.
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Douglas and his cosponsors have brought this problem to the public forum and
have suggested a legislative solution within be framework of existing lderal
disclosure legislation.

Ns-w YORK STOOK EXcfanArGE
New York, N.Y., Janudry 1s, 1964.

1Ion. PAUL H. DoUOLAs,
U.S. Senate, Washington, D.O.

DEAR SENATOR DOUGLAs: Until recently, we were unaware that securities
transactions might be within the purview of Senate bill No. 750. While the bill
as a whole reads as if it were intended to cover only sales of consumer goods It
appears on further study that "cerdit" and "revolving or open-end credit plan"
as defined might be construed to cover securities transactions.

Section 3(2) of the bill defines "cerdit" to include "* * * any contract to sell,
or sale * * * under which part or all of the price is payable subsequent to the
making of such sale or contract * * *." Under the Exchange's 4-day settlement
rule, and as practiced in the over-the-counter market, purchases aud sales of
securities are normally consummated by making payment for and delivery of the
securities involved within 4 business days after the date upon which the order
is executed. Consequently, the term "credit" as defined in the bill might be
construed to include these transactions.

On the other hand, the broker woulq not normally be a "creditor" as defined
by section 3(4) of the bill because no financial charge is imposed upon the
customer for making payment on settlement date rather than the transaction
date. If the customer fails to make payment by settlement date, however, the
broker might then charge interest on the late payment and by so doing might
become a "creditor" as defined by the bill and subject to the requirements of
section 4(a). But, the broker could not meet the requirement of subdivision 6
of section 4(a) because he would have no way of knowing prior to the con-
sumiation of the transaction what the interest charge, if any, would be in terms
of dollars and cents.

Even if section 4 is not intended to apply to securities transactions settled in
the normal 4-day period, section 4(b) might be construed to cover the purchase
of securities on margin.

If so, broker-dealers would presumably have to furnish their margin customers
with the written statement described in section 4(b). As a general rule, broker-
dealers do furnish such customers with written statements on a monthly basis
containing the information called for by subdivision (2) A-E of section 4(b).
However, it would be impossible for brokers to meet the requirement of subdi-
vision (1) of section 4(b)-that the written statements identify the "simple
annual percentage rate"-because the rate charged frequently fluctuates with
the prevailing call money rates on loans to brokers.

I believe it is evident that financing the purchase of securities presents an
entirely different situation from purchasing consumer goods such as automobiles
and refrigerators on time. Perhaps S. 750 was never Intended to cover securities
transactions. In any event, it would not seem necessary to apply this bill to the
ecuritles industry which, as you know, is already closely regulated by the rules

and regulations of the self-regulatory authorities, the so-called blue-sky laws
which most of our States have and the Federal securities laws under whIch the
Federal Reserve Board has promulgated regulation T specifically covering
extension of credit by broker-dealers.

Presumably the Federal Reserve Board could exempt securities transactions
ruder section 5(a) of the bill although this is not entirely clear. Nevertheless,
we believe it would be more appropriate to state clearly the exemption in the
Ml1 itself rather than rely on the promulgation of regulations.

Accordingly, we strongly urge it be made clear that the bill does not apply to
ucrities transactions by inserting a specific exemption for such transactions.

Sincerely yours,
G. KEITH FUNSTON.

[From the Wall Street Journal, Mar. 7. 1963]

A STIMULUS TO CONFU sOON

With everybody talking about economic stimulants these days, Senator Paul
kuglas figures he has a way to pump new life into an old bill. The bill is
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the Illinois Democrat's so-called truth-in-lending measure, which would require
retailers and lenders to spell out for consumers not only the dollar amount of
finance charges but what this amounts to in term of "true" annual interest.

Even on Its own terms, the bill is pretty dubious. Right now, every ethical
lender will carefully spell out interest charges in dollars and cents, and mathe-
maticians are prepared *to prove that for most popular types of consumer loans
it i impossible to compute the exact true annual rate in percentage terms.

In any case, Mr. Douglas now argues that his bill, by somehow making Interest
costs more easily comparable, would greatly Increase competition among lenders.
According to his reasoning, this would force down interest rates in times of
slack borrowing demand. Lower financing costs, says the Senator, would spur
a flurry of borrowing to buy autos, appliances, and other goods, and thus stimu.
late the economy.

Well, the higher costs the lenders would incur in trying to cope with the bill's
mathematical mysteries surely would not increase their ability to lower finance
charges. And since there is now no Secret about interest costs in dollars and
cents, it is difficult to see what would spur all the increased competition. But
even supposing that the bill in some way would accomplish the miracle of lower.
Ing interest rates, it is at least questionable that this would draw a lot of eager
buyers into auto showrooms and other emporiums.

Suppose the "true" annual interest rate on a $2,000 auto loan fell by 2 per.
centage points, an unusually sharp decline for any interest rate. If the cus-
tomer were to repay the loan In 12 monthly installments, his monthly payment
would be cut by less than $2. And that's a pretty picayune incentive to push
anyone $2,000 into bock.

About all the Douglas bill would actually stimulate would be a a lot of
confusion. The fact that it's now being ballyhooed as an economic stimulant
may indicate that even its backers mave doubts about its true merits.

IExcerpts from H. Doe. 220, 88th Cot g., 2d ses.]

THE AMERIOAN CONSUMER

Message From the President of the United States

To the Cogress of the United states:
America's economy centers on the consumer:

The consumer buys in the marketplace nearly two-thirds of our Gross Na.
tional Product-$38 billion out of an output of $600 billion;

To meet consumer needs with an ever-widening range and quality of
products is the prime object of American producers;

To increase consumer well-being--both the quality and the comfort of life-
is one of the highest purposes of private and public policy.

Yet, for far too long, the consumer has had too little voice and too little weight
in government.

As a worker, as a businessman, as a farmer, as a lawyer or doctor, the citizen
has been well represented. But as a consumer, he has had to take a back seat.

That situation Is changing. The consumer is moving forward. We cannot
rest content until he is in the front row-

Not displacing the interest of the producer,
Yet gaining equal rank and representation with that interest

Federal action in the conspinicr interest is not new. To protect the consumer.
we have Federal laws and regulations-

To eliminate impure and harmful food, drugs, and cosmetics;
To standardize weights and measures, and improve labeling;
To prevent fraud, deception, and false advertising;
To promote fair competition;
To assure fair rates in transportation, power, fuel, communications, and

the like;
To avoid abuses in the sale of securities.
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What is new is the cwrn for the total interest 6 the 'coumerIFl rOog-
nitlon of certain basio consumer rights:

The right to safety.
The right to be informed.
The right to choose.
The right to be heard.

President Kennedy-in his historic consumer message of Mar-h 15, 1062--first
set forth those rights.

I reaffirm those rights.
What is also new Is active representation of the consume-amd q loi , clear-

channel voice-at the topiost levels of government:
1. In July 1962,' President Kennedy established the' Consuiiier Advisory

Council. In Its landmark "First Report" of last October, the Couhcil urged
stronger and more effective representation at the Presidential level.

2. On January 3, I appointed a new Special Assistant for Oonsumei Affairs
and established the President's Committee on Consumer interests, composed of-

Representatives of the Federal departments and agencies most concerned
with consumer affairs;

Members of the Consumer Advisory Council; -.

The newly appointed Presidential Assistant, as Chairman.
My Special Assistant and the new Consumer Committee will lead an intentifed

campaign:
To assure that the best practice of 'the great Amerlca. marketplace-

where free men and women buy, sell, and produce-becomes common prac-
tice.

To fight, side by side with enlightened business leaderdAip and consumer
organizations, against the selfish minority who defraud and deceive con-
sumers, charge unfair prices, or engage in other sharp practices.

To Identify the gaps In our system of consumer protection, information,
and choice that still need to be filled.

RECENT ADVANCES

Since 1062, the consumer's position has been protected and strengthened in
several important ways:

1. New drugs must now be approved for effectiveness as well as safety.
2. Beginning in May of this year, all television sets pr(iuced and sold in

interstate commerce must be able to receive all channels, including the ultra-
high-frequency ranges. This will brug to millions of American homes a wider
range of noncommercial educational TV, as well as more commercial program-
Ing.

3. During the past year,, the Federal Trade Commission has intensified Its
programs to protect consumers against-

False advertising as to the safety and efficacy of nonprescription drug
products;

Misrepresentatio;uof savings in the purchase of food-freeze plans;
Deceptive television ratings and demonstrations;
Misbranding of clothing;
Bait-and-switch tuctlcs In the sale of consumer products.

4. Federal Power Commission orders on gas rates have channeled millions of
dollars of refunds of paet overcharges to American families who use gas for cook-
ing and heating.

5. Remedies have now" been provided for air travelers who are victims of
"overbooking."

The lob ahead. But the road to consumer safety, accurate Information, free
choice, and an adeqva-ce hearing Is never ending. In modern society, the con-
sumer Is constantly e posed to the winds of change. Countless new products-
and new forms of old r.roducts-vie for his attention and his dollar. Services take
a larger and larger shire of the consumer dollar. Yet they are often performed
without established Ftandards of safety or values.

The American husewlfe-the major American consumer-cannot help but
feel confused, and too often unheard, as she seeks the best value for the hard.
earned dollar she spends.
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This Government is pledged to come to her aid with new legislation and new
administrative actions.

RECOOI MNDED LZOISL&TION

Truth-i-lending
The consumer credit system has helped the American economy to grow and

prosper:
Credit is used to finance the purchase of homes, cars, appliances, educa.

tion and recreation.
Consumer credit and mortgage debt on urban family homes together total

over $250 billion.
The cost of such credit must be made as clear and unambiguous as possible,

eliminating all possibility of abuse. The antiquated legal doctrine, "Let the
buyer beware," should be superseded by the doctrine, "Let the seller make full
disclosure." Thtrefore:

(8) I recommend enactment of legislation requiring all lenders and ez.
teners of credit to disclose to borrowers in advance the actual amount of
their commitment and the annual rate of interest they wilt be required to
pay.

CONCLUSION

All these proposal for consumer protection would cost us as taxpayers
only a small fraction of what they would save us as consumers. And there
is no measure of what they would prevent in human suffering.

But in the last analysis, the remedy for errors of taste, poor judgment, and
disorder in our economic life is not to be found in the legislatures or the courts
but in the leadership of those who care:

This is an individual matter.
But it is also a matter for corporations and organizations dedicated to

the public Interest.
I know that the program outlined here to Improve th safety and welfare of

our consumers will help all Americans to pursue the ezceltent and reject the
tawdry--In every phase and in every aspect of American life.

LYNDON B. JOHNSON.
THE WHnTr HOUSE, February 5,1964.

(The material requested on p. 1013 follows:)
The Financial Publishing Co. was founded by Mr. Montgomery Rollins, son

of a U.S. Senator from New Hampshire, in 1890. The senior Pollins was con-
nected with the famous banking house of that name. For several decades after
the 1890's this company published all of the tables of bond values in the United
States.

The present president of the company, Mr. Charles Oushee, came to work for
Financial Publishing Co. In 1924, after graduating from Harvard College. The
company now has approximately 70 employees and does a gross business of over
$1,200,000 per year. The company makes charts for sales finance companies,
for life Insurance companies, computes tables for automobile finaicing, and the
company provides almost all of tho tables for small loan companies In the
United States with the exception of Household Finance Co. Tha company com-
putes 1,000 to 1,500 individual mortgage schedules every working day.

The Financial Publishing Co. is the leading financial company in the field of
providing rate charts and devices and provides tables for every facet of the
consumer credit business. Finally, the company will offer to devise any table
that the customer wishes on very short notice for approximately $1.
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MODEL ACTS
MODEL RETAIL INSTALMENT SALES ACT

"Consumers, by definition, include us all. They. are the largest eco-
nomic group in the economy, affecting and affected by almost every pub-
lic and private economic decision. Two-thirds of all spending in the
economy is by consumers. But they are the only important group in the
economy who are not effectively organized, whose views are often not
heard."

President Kennedy in his March 15, 1962
message to Congress requesting legis.
lation to protect consumers. (N. Y.
Times, March 16, 1962, p. 16 (city ed.)

GENERAL COMMENT

A significant part of the phenomenal growth experienced by the
American economy during the last four or five decades can be traced to the
equally phenomenal growth of the installment sale device.' It would be
interesting to speculate what percentage of the over seven million auto-
mobiles produced by Detroit in 1955 would have been sold had buying on
time been prohibited by government fiat in 1954. Although instalment
buying is indispensable to the continued vitality of the economy, much
criticism has been directed as of late to the ineffective regulation of abuses
in this area.

In his widely-reported March fifteenth message to Congress requesting
consumer oriented legislation, President Kennedy recognized the need of
consumers to be protected "against charges of interest rates and fees far
higher than apparent without any real knowledge on the part of the
borrowers of the true amounts they are being charged." The President
strongly urged that federal legislation was both desirable and necessary:

Excessive and untimely use of credit arising out of ignorance of
its true cost is harmful both to the stability of the economy and
to the welfare of the public. Legislation should therefore be en-
acted requiring lenders and vendors to disclose to borrowers in
advance the actual amounts and rates they will be paying for
credit.

The President stressed, however, that the thrust of any federal legislation
would be directed at the disclosure of, rather than the setting of, finance
charges. This would mean that existing state legislation setting interest
rates and regulating instalment sales in general would remain unaffected.

Thus, assuming the enactment of federal legislation requiring full and
complete' disclosure of interest rates, the "informed" consumer will still
make improvident purchases and be at the mercy of unscrupulous sellers.
The "informed" instalment buyer who defaults is inadequately protected
by most state retail instalment sales laws.

Reprinted from Boston College Industrial and Commercial Law Review, spring 1962.
(Copyrighted.)
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The following Model Act attempts to provide the instalment buyer
with more information than he has been receiving and also to mitigate
some of the consequences resulting when his improvidence overtakes him.
No economic or ethical justification for this Model Act will be attempted
other than to restate the axiom that predatory practices are economically
indefensible.

PAUL G. GARRITY

THOMAS J. GALLAGHER, JR.

SECTION 1. GENERAL DEFINITIONS

Subject to additional definitions contained in the subsequent sections
of this Act which are applicable to specific sections, and unless the context
otherwise requires, the following words and terms shall have the following
meanings in this Act:

(a) "Cash Sale Price" means the amount in dollars for which the
instalment seller has sold or agreed to sell goods or services or both to the
instalment buyer.

(b) "Finance Charge" means the amount in dollars the instalment
buyer agrees to pay to the instalment seller or holder for the privilege of
purchasing goods or services or both under a retail instalment sales
agreement.

(c) "Goods" mean any chattel personal, including motor vehicles, pur-
chased primarily for personal, family, or household purposes or purchased
for commercial use by a small business buyer. "Goods" shall not include
money or things in action.

(d) "Holder" means a person entitled to enforce a retail instalment
sales agreement against an instalment buyer.

(e) "Instalment Buyer" means a person who purchases goods or
services or both under a retail instalment sales agreement or one succeeding
to the rights or assuming the obligations of such person.

(f) "Instalment Sales Price" means the sum, expressed in a dollar
amount, of the cash price, the finance charge, and any insurance premiums
and official fees the instalment buyer agrees to pay under the terms of the
retail instalment sales agreement.

(g) "Instalment Seller" means a person who sells or agrees to sell
goods or services or both pursuant to a retail instalment sales agreement.

(h) "Motor Vehicles" include passenger cars, trucks, buses, station
wagons, motor scooters, motorcycles, and motorized farm equipment.

(i) "Person" includes an individual or an organization.
(j) "Retail Instalment Sales Agreement" means any contract entered

into in this state for the retail sale of goods or services or both under.which
the instalment sale price is payable in more than one payment subsequent
to the making of the contract.

(k) "Revolving Account" means a retail instalment sales agreement
where an instalment seller extends credit to an instalment buyer upon
which and up to a specified amount the instalment buyer may purchase
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goods whereby the specified amount of credit extended is decreased by each
purchase and Is increased by each payment up to the original or another
specified amount.

, (1) "Services" means any labor furnished or agreed to be furnished
in the delivery, installation, repair, or improvement of goods or chattels
or both or alterations or improvements upon or in connection with real
property, such labor being purchased primarly for personal, family, or
household purposes or purchased for commercial use by a small business
buyer.

(m) "Small Business Buyer" means an instalment buyer of goods or
services or both whose net income from his business or profession has
averaged $5000 or less over the previous three years as evidenced by
Schedule "C" of Federal Income Tax Form 1040.

(n) "Writing" includes printing, typewriting, or any other intentional
reduction of language to tangible form.

(o) A person "notifies" another by taking such steps as may be
reasonably required to inform the other in ordinary course whether or not
such other person actually comes to know of it.

COMMENT

The definitions contained in this section in effect determine the scope of this
Act. Thus, instalment sales of realty, i.e., the purchase of single- and multiple-unit
dwellings, connercial buildings, parcels of realty, etc., are not regulated by this
Act. It is felt that this type of transaction deserves separate statutory treatment
due to the many accommodations that would have to be made with existing federal
and state legislation.

The "cash sale price" is simply the selling price to the instalment buyer. To
define this term as the "retail price" might result in a loophole in the Act where
the instalment seller sells to the particular instalment buyer at the "wholesale,"
"list" price, etc. The "finance charge" is the dollar amount of interest the instal-
ment buyer is charged for purchasing on time.

The "goods" (with exception of those purchased for commercial use by a
'small business buyer") within the ambit of this Act are those which are com-
nonly termed "consumer goods." The functional test utilized by UCC section

0-19(1) as to what are consumer goods is adopted. "Goods" specifically include
notor vehicles and in this respect this Act departs from the separate statutory
treatment afforded motor vehicles by most instalment sales acts. The only justi-
ication for separate statutory treatment would seem to be the unexplained policy
,bat different interest rates should apply where there is a motor vehicle instalment
le. Dollar limits on qualifying goods are also dispensed with. There seems to
e no compelling reason why the instalment buyer of a cabin cruiser should not

entitled to the same protection the instalment buyer of an outboard motor
eceives. The regulation of large and small loans unrelated to an instalment sale

left t' existing separate state legislation.
"Holder" includes the instalment seller except where the context otherwise

requires. The definition of "instalment buyer" reflects the present statutory treat-
nent of that term. "Instalment sale price" simply means the total amount the
ktalment buyer is obligated to pay under the terms of the contract. "Instalment
iler" requires no comment.

23-902 0-64-pt. Z--63
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"Motor vehicles" as defined attempts to list as far as possible, but without
being all-inclusive, what is generic to that term in view of the many contemporary
forms of motorized land transportation. "Person" includes an organization or, as
the draftsmen's comment to UCC section 1-201(28) explains, "every type of entity
or association excluding an individual acting as such."

The definition of "retail' installment sales agreement," which by direction is
definitive of retail instalment sales subject to this Act, departs from existing law
by including the unsecured transaction. The unsecured instalment sale is subject
to abuses prohibited by Sections 2 and 3, among others, in this Act. The term
"revolving account" is merely a designation of those transactions which take
different names in many jurisdictions. This term should be construed to include
those instalment sale devices which resemble but are not identical to the type
of transaction defined such as the "merchandise certificate" regulated by section
402A of the New York Retail Installment Sales Act.

The definition of "services" presents no problem until one is confronted
with the situation where services are performed in connection with realty and a
mortgage is placed on the realty to secure payment for the services. This is not
the typical transaction iny.o vi.Jh instalment sale of realty mentioned in the
preface to this C nt. The remode-I-'gof a family house, the installation of a

furnace, andth6 landscaping of a lawn are soi% examples which are of themselves
arguably ft'pical." Such "services in connection with realty" are within the scope
of this Act and state law conflicting with provisions of this Act should be super.
sede. Conflicting federal law, howevei;sould prevail.

/The "small bifness buyer' who purchases on time for commercial purposes
srould be givea-the same protection a -(he luxury cabin cruiser devotee. The stu.
ent earning'his tuition by drivis-his own taxi he small independent contractor,:

Zthe comer grocer, are, qn e a few, usually unprovided foi in retail instalment
sales acts. Instead of f dollar _imit on the amount of c mercial purchase
one buys on time as qualifying f ct9r, a "net profits" tekt was adopted for
two reasons, "Net p a out n tly provides a ready , reference but also
takes car6 of tie-co Wi re an ideendent contractor makes many
thousands-of dollars f insaim t.6  ercial purchases but his little earnings.

UCC sections t "1(23) a 4l -C pre relied on with miqor changes for the
definitions f "no t fies" d"

SECTIONN 2.'F6Rm or THE.RBAmI STALMENT'SALES 4EEMENT

\ (a) Every retail instalment sal s aeement shall consist of a single
wratipg signed by, the instalnr.nt sell and the',instalment buyer. The
printed, terms of the agreement shall be set in' ien point standard type.
The pribted or written terms shall appear on Ay one side of each page.
The agreeileqt shall not be more than pages in length and the sur.
face of each pa' -s l not be more 120 1hes in area.

(b) Every retail insiaTii es agreement sb-.IViclude the date wher
signed, the names and addresses of the instalment seller and the instalmen
buyer, a description of the goods or services purchased, a description o'
collateral securing the instalment buyer's obligations under the agreement
if any, and, at the top of the first page of the agreement in eighteen poin
extrabold type, the words "Retail Instalment Sales Agreement-The Term
of this Agreement are Regulated by State Law."
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(c) There shall be included on the first page of every retail instal-
ment sales agreement in the following order the dollar amounts of the
following items, such items to be so designated:

(1) The cash sale price of the goods or services or both.
(2) The instalment buyer's downpayment in money or goods

or both with a description of and the value assigned to the goods
by the instalment seller as downpayinent.

(3) Any sale, excise, or other taxes not included in the cash
sale price.

(4) The charge to the instalment buyer for insurance, if any,
with a specification of the coverage and benefits in simple terms.
If the goods purchased by the instalment buyer consist of a motor
vehicle or vehicles the description of the coverage, if any, shall
include in twelve point bold type a statement that the insurance
includes or does not Include coverage for liability for personal
injury or property damage or both caused to others and for prop-
erty damage caused to the motor vehicle sold as the case may be.

(5) The charge to the Instalment buyer for official fees
including registration and filing fees.

(6) The finance. charge.
(7) The instalment sale price.
(8) The true annual interest rate, as defined and computed in

Section 4, charged to the instalment buyer.

(d) The retail instalment sales agreement shall include immediately
above the place for the signatures of the installment seller and the instal-
ment buyer, the following notice to the instalment buyer printed in twelve
point bold type:

NOTCH E To BUYER
(1) Do not sign this agreement if it contains any blank spaces.
(2) You have a statutory right to a signed copy of this agree-

ment at the time of signing.
(3) You have a statutory right at any time to pay in ad-

vance the unpaid balance due under this agreement and in so
doing you will receive a partial rebate of the finance and insurance
charges.

(4) You have a statutory right to redeem goods purchased
under this agreement when they have been repossessed because of
your default and this right to redeem after repossession does not
terminate until sixty days after repossession unless the repossessor
has disposed of the goods before that time.

(5) The seller has no right to unlawfully enter your premises
or commit any breach of peace to repossess goods purchased under
this agreement.

(6) You have the right to cancel this agreement by notifying
the seller within forty-eight hours after signing, if, but only if,
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you have not received before cancelling, a substantial part of the
goods or services purchased under this agreement within that forty-
eight hour period. If these conditions are met and if you avail
yourself of this right to cancel, you are entitled to a refund within
ten days, after you so notify the seller of your desire to cancel,
of ninety percent of any deposit you have made.

(e) Any violation of this Section shall subject the instalment seller to
a penalty to the instalment buyer of an amount equal to the first instalment
payment.

COMMENT

Broadly stated, the purpose of this Section is to achieve more equality of
bargaining power between the instalment seller and the instalment buyer. The
average uninformed instalment buyer rarely has an understanding of the terms of
the contract he is entering into, a realization of the true cost of the interest he is
paying, or an appreciation of his legal rights. Such uninformed bargaining power
is bargaining impotence.

The rationale of subsection (a) is that few buyers read the instalment sale
contract they sign. The usual instalment sale contract contains a mass of small
print setting out irrelevant terms and conditions on far too many pages with the
result that if the instalment buyer suppresses the urge to sign immediately "on
the dotted line" he will rarely understand what he reads. The provisions of sub.
section (a) are designed, metaphorically speaking, to lead the buyer to water. An
express requirement that the instalment buyer read the contract and attest to that
fact would, however, be senseless. While one cannot be certain the buyer will
drink the water after he has been led to it, there should be some assurance the
water is not muddied.

Subsection (b) includes provisions normally found in retail instalment sales
acts. The instalment seller's address would be that of his business and the instal.
ment buyer's address would usually mean his home address unless he were a
"small business buyer" and had a separate business establishment.

Subsections (c) and (d) are explained in other comments to this Act. The
requirement that the insurance coverage be described in "simple" terms means
just that. The technical -3eacriptlon contained in the ust',l policy would not lxi
sufficient. Any explanation of coverage should be phrased in language the meaning
of which the average buyer could easily understand. The federal excise tax an(
certain state sales and use taxes must by statute be separately stated and subsec.
tion (c)(2) provides for this contingency.
SEcTIoN 3. PROHIBITED TERMS IN THE RETAIL INSTALMENT SALES AGREE-

MIENT

(a) There shall be no blank spaces in the retail instalment sales agree-
ment or note executed in connection with a retail instalment sales agree-
ment when the agreement or note is presented to the instalment buyer for
his signature. No retail instalment sales agreement or note executed in
connection with a retail instalment sales agreement shall contain'among its
terms the following:

(1) A confession of judgment (or its equivalent) by the
instalment buyer upon his default.
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(2) A grant of authority to the bolder to unlawfully enter
the instalment buyer's premises or commit any breach of peace
in the repossession of the collateral, if any.

(3) A waiver of right of action against the holder by the
instalment buyer for illegality in repossession.

(4) A waiver of any rights or remedies by the instalment
buyer which he may have against the holder.

(5) A provision allowing the holder to repossess the colla-
teral, if any, for default in payments other than as provided in
Section 12 (a).

(6) A provision allowing the bolder to repossess for non-
substantial defaults.

(7) A provision allowing the holder to accelerate payments
before repossession.

(8) An assignment of any part of the instalment buyer's
wages.

(9) A provision limiting, modifying, or excluding an express
or implied warranty made by the instalment seller in connection
with the sale or a provision so integrating the retail instalment
sales agreement so as to limit, modify, or exclude such a warranty.

(b) Any violation of this Section shall subject the instalment seller to
a penalty to the instalment buyer of an amount equal to the first instalment
payment.

COMMENT

Because of the possibility of abuse, no exception is made to the provision that
blank spaces are prohibited in the retail instalment sales agreement or note when
signed. If an instalment buyer contracts to buy an automobile and it is to be
factory delivered, a description of the automobile as required by Section 2 of this
Act need not include an undetermined serial number.

The various subsections are included to prevent even the insertion of in
terrorem terms into the agreement. Such terms have no place in a retail instalment
sales agreement. Subsection (9) restricts by implication the integration effect of
the required "single writing" of Section 2(a) as to warranties made by the instal-
ment seller.

SECTION 4. FINANCE CHARGE
(a) Except as provided in Section 9, a finance charge an instalment

buyer agrees to pay for goods or services or both purchased under a retail
instalment sales agreement shall be the exclusive finance charge to the
instalment buyer for such a purchase under such an agreement.

(b) The finance charge for goods or services or both purchased under
a retail instalment sales agreement shall not exceed a true annual interest
rate of __.%. The true annual interest rate, which shall always be ex-
pressed by percent, shall be computed by the following formula:

R 2PC
A(N + 1)
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R - the true annual interest rate.
P - the number of payment periods in one year exclusive of the

downpayment. (Always 12 if monthly payments are made, 4
if quarterly payments, and 52 if weekly payments.)

C the finance charge.
A = the amount borrowed.
N = the number of installment payments in the whole contract

period exclusive of the downpayment.

(c) Any violation of this Section shall subject the instalment seller
to a penalty to the instalment buyer of an amount equal to the first
instalment payment.

COMMENT

This Section deviates from existing law by providing a uniform interest rate
for the instalment purchase of new and used motor vehicles as well as other
consumer goods. The particular rate adopted by a state will necessarily have to be
set higher than those contained in present regulatory statutes but this higher rate
more accurately reflects the true interest the instalment buyer pays.

The following example demonstrates the application of the true annual interest
formula to a typical instalment transaction. Assume consumer purchases an auto.
mobile for $2000. His down payment is $500. The dealer computes the finance
charge at $150. Consumer agrees to pay the sum owed in 24 equal monthly instal.
ments.

P = 12 (the number of payment periods in one year).
C = $150 (the finance charge).
A = $IS00 (the amount borrowed assuming no other charges such as

insurance fees, etc.).
N = 24 (the number of instalment periods).

R - 2 X 12 X $150 = 9.6$1500 X 25

SECTION 5. CoPY To BUYER

(a) The instalment seller shall give at the time of signing a copy,
signed by both him and the instalment buyer, of the retail instalment sales
agreement to the instalment buyer who shall acknowledge at such time its
receipt in handwriting on both his and the instalment seller's copy.

(b) A violation of this Section shall subject the instalment seller to a
penalty to the instalment buyer of an amount equal to the first instalment
payment.

COMMENT
This Section has its counterpart in nearly all retail instalment sales acts al-

though the requirement that the instalment buyer attest to the fact of receipt
on his and the instalment seller's copy is unique and should simplify evidentiary
problems. This Section presupposes that memories are short and provides the instal.
meant buyer with a ready reference to his rights and obligations under the agree-
ment.
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SECTION 6. PAYMENTS AND PREPAYMENTS

(a) Where there is an assignment of the retail instalment sales agree-
ment or a note given by the instalment buyer to secure his obligations under
the agreement, until the instalment buyer is notified in writing of such
asignment, the payment by him of any instalment to the last known
holder of such agreement or note shall discharge the instalment buyer
from his obligation on the instalment so paid.

(b) The instalment buyer shall receive, without request, a receipt for
each instalment paid. Where the instalment buyer has completed his instal-
ment payments, the holder shall give, without request, to the instalment
buyer, a signed cancellation of the instalment buyer's obligations under the
retail instalment sales agreement and shall take those steps necessary to
release the security interest in any collateral.

(c) The dollar amount of any single instalment shall not exceed the
dollar amount of any other single instalment by more than ten percent.

(d) The instalment buyer shall hye the right at any time to prepay
the entire unpaid balance due under t retail instalment sales agreement.
If the instalment buyer so prepays he shall be tendered without request a
partial refund of the finance charge such refund to be computed in the
following manner. The finance charge shall be divided by the number of
instalments originally provided for, which figure shall then be multiplied
by the number of instalments by which payment has been anticipated by
the instalment buyer and the result so obtained shall be the amount of
the refund to which the instalment buyer shall be entitled. Upon prepay-
ment the instalment buyer shall also be tendered without request a refund
f insurance charges allocable, as far as possible, to the amount prepaid, by

reference to the insurer's refund tables.
(e) A violation of subsections (b), (c), and (d) of this Section shall

subject the holder to a penalty to the instalment buyer of an amount equal
b the first installment payment.

COMMENT

While subsection (a) in general reflects existing law in this area, subsection (b)
.ntains some rather novel provisions. Under subsection (b), the instalment buyer

entitled to a receipt for an instalment paid without request. Also, there is an
:press provision requiring the holder to release a security interest held in any
llateral.

Subsection (c) in effect prohibits "balloon payments." The undesirable con-
equences resulting from the balloon payment device more than offsets any
pparent advantage to the instalment buyer. If an instalment buyer supposedly
n pay most of the cash sale price in a few instalments, with proper timing he
ould be able to tender a large downpayment and accordingly reduce the
ount of each instalment. This would be "ballooning" in reverse and the large

f ficiency judgments resulting from a default in the usual balloon payment plan
Iuld be avoided.

Subsection (d) rejects the so-called "Rule of 78" in computing the refund
4e instalment buyer is allowed when he prepays. This subsection does not require
strict allocation of the finance charge to the amount prepaid to be determinative
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of the refund amount. Thus, if an instalment buyer prepays in the middle of an
instalment period, the finance charge allocable to that whole instalment period may
be retained by the holder. No provision is made as to partial prepayment which
may be negotiated between the parties.

The last sentence of subsection (d) recognizes that refund of insurance charges
are generally paid according to "refund tables" and provision is made for such
practice assuming, of course, that the tables used are not unrealistic.

SECTION 7. RIGHT TO CANCEL
The instalment buyer shall have the right to cancel the retail instal.

ment sales agreement for other than the instalment seller's breach where:
(a) the instalment buyer has not received or been tendered a sub-

stantial part of the goods or services or both, and
(b) the instalment buyer notifies the instalment seller of his desire to

cancel before receipt or tender of a substantial part of the goods or services
or both and within forty-eight hours after signing the agreement.

A cancellation by the instalment buyer of the retail instalment sales
agreement pursuant to this Section shall entitle him, without request, to a
refund by the instalment seller within ten days after such cancellation of
at least ninety percent of all deposits, including any downpayment, made
under the agreement. The instalment buyer shall incur no additional
liability for a cancellation pursuant to this Section.

COMMENT

The purpose of this unique Section is to give the weak-willed instalment buyer,

who succumbs to a "sales pitch" at the showroom or front door, an opportunity
to reconsider and, if certain conditions are met, to cancel the agreement. This
Section in effect gives to the instalment buyer a "remedy" without breach by the
seller and in no way impairs any other remedy the buyer may have. The buyer
may exercise this "remedy" for good reason or even capriciously. If an instalment
buyer capriciously cancels a number of agreements with a particular seller the
inference that the buyer is maliciously interfering with the seller's business may be
suggested. Such an inference, however, is absurd as a seller would be ill-adviw
to contract with a buyer who has previously cancelled several agreements under
this Section.

Whether an instalment buyer has received or been tendered a "substantial
portio' of what he has purchased is a question of fact. Where the instalment buye
purchases a bedroom set, receipt of the bed would usually be "substantial" receipt
The draftsmen express no preference as to what would be an adequate test i
determining "substantial" receipt or tender. A test based on the percentage of tli
cash sale price of what is received over the cash sale price of what is purchase
under the agreement may not be appropriateoin all situations.

Subsection (b) also includes the possibility where the instalment buyer cancel
a few hours after signing and the instalment seller rushes delivery. Such a tactic
is expressly precluded.

SECTION 8. COLLATERAL, ADD-ONS, A, j AvTER-ACQUIRED COLLATERAL
(a) Where under a retail instalment sales agreement a security inter

in collateral is taken to secure p-rformance of the obligations of the insta
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ment buyer under the agreement, the then fair market value of such col-
lateral shall not exceed the cash sale price of the goods or services or both
purchased by the instalment buyer.

(b) Where a security interest in the goods purchased under a retail
instalment sales agreement by an instalment buyer is retained by the instal-
ment seller to secure the instalment buyer's obligations under the agreement,
no other collateral shall be taken to secure the obligations of the instalment
buyer unless the cash sale price of services performed in connection with
the goods exceeds one-third of the cash sale price of the goods.

(c) Where an instalment buyer makes a purchase at a different time
or an unrelated purchase at the same time from the same instalment seller,
each purchase shall be subject to a separate retail instalment sales agree-
ment. The security of each agreement shall secure only the obligations of
that agreement and default in one agreement shall not constitute default
in the other.

(d) Collateral securing the performance of the obligations of the instal-
ment buyer under a retail instalment sales agreement shall not include the
nstalment buyer's interest in after-acquired property other than accessions.

(e) Any violation of this Section shall subject the holder to a penalty
to the instalment buyer of an amount equal to the first instalment payment.

COMMENT

The provisions of this Section are directed against the not uncommon situa-
ion where, for example, the instalment buyer of a television set secures his
Oigations under the agreement with the living room furniture. This Section does
I t include within its scope the regulation of "over-security" in the small loan

Subsections (a) and (b) are interrelated and must be read as a logical whole.
t, under subsection (b), the cash sale price of services performed in connection
ith the goods exceeds one-third of the cash sale price of the goods, the fair
erket value of the collateral, if any, securing the payment for the services

d ot exceed the cash sale price of the services according to subsection (a).
I ere the cash sale price of the services is less than the cash sale price of the

ds, the seller has two choices, i.e., he can retain a security interest in the goods
r1 d as the only c,,llateral or he can require the buyer to furnish other collateral

fair market value of which does not exceed the cash sale price of the goods
d services. The cash sale price rather than the instalment sale price is determine.

of the amount of the collateral allowed as there is no reason why the pay-
nt of the finance and insurance charges should be secured in view of Section 12
this Act which requires a refund of finance and insurance charges accruing

ter repossession.
Subsection (c) specifically prohibits "add-ons" and "disguised" add-ons. Thus,

an instalment buyer purchases from an instalment seller a television set on
onday and a television antenna from the same seller on Tuesday, the instalment
ler cannot avoid the operation of this subsection by having the instalment
er cancel the first contract and combine the two purchases into one agreement.
ether a purchase is "unrelated" Is a question of fact.
Subsection (d), unlike UCC section 9-204(4)(b) which allows a ten day
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period of grace, completely prohibits after-acquired collateral clauses in a retail
instalment sales agreement.

SECTION 9. REFINANCING AND EXTENSIONS

(a) An agreement between the instalment buyer and holder refinancing
the payment of amounts unpaid by an instalment buyer under a retail
instalment sales agreement shall be subject to the provisions and penalties.
of this Act. The refinance charge shall not exceed a true annual interest
rate, as defined and computed in Section 4, of -%1. The base to which the
refinance charge shall be applied shall be computed according to the fol.
lowing formula:

B= (P)- (F+ I+ A)
B - the base to which the refinance charge shall be applied.
P = the instalment sale price.
F = the finance charge allocable as in Section 12(d) to the part

of the instalment sale price refinanced.
I = the insurance charges allocable as in Section 6(d) to the part

of the instalment sale price refinanced.
A = amounts the instalment buyer has already paid under the

agreement.

(b) An agreement between the instalment buyer and holder extend.
ing the time for payment of amounts unpaid by the instalment buyer under
a retail instalment sales agreement shall be subject to the provisions and
penalties of this Act. The holder may charge the instalment buyer a fee
equal to -7o% of the original sale price for the privilege of extending pay.
ments under the agreement, such fee to be paid by the instalment buyer at
the time the holder grants the extension.

COMMENT

Refinancing, which includes renewals, usually occurs where the instalmea
buyer has either originally overestimated his ability to pay instalments of a ce
amount or where some subsequent event has occurred making payment of the
instalments economically impossible. Although it is arguable that refinancing
in the holder's best interest, the draftsmen recognize that refinancing is preferabl
to repossession and recommend that, as an incentive or reward of sorts to
holder who refinances, an interest rate of one or two percent higher than tl
set in Section 4 be allowed.

An extension does not presuppose as drastic a reappraisal of the instalmee
buyer's ability to pay as does refinancing. The line between the two occasionally
becomes blurred but the essential difference is that while refinancing involv
setting up different instalment amounts to run a longer period, extension invol
only allowing the instalment buyer more" time for making payment, or pa
ments. A fee for each payment extended is allowed.

SECTION 10. STATEMENTS

(a) Within the sixth month after the execution of the retail instalmeb
sales agreement and within every sixth month thereafter until the instw
ment buyer has discharged all his obligations under the agreement, t1
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holder shall send to the instalment buyer without request a statement of
account which shall list the following designated as such:

(1) The total dollar amount- paid by the instalment buyer,
including downpayments and delinquency charges, to the date of
the statement of account.

(2) Instalment payments due but not paid, if any, and any
delinquency charges assessed thereon.

(3) The number of instalment payments and the dollar
amount of each not due but still to be paid and the remaining
period the agreement is to run.

(4) The finance charges paid, if any, during the prior calendar
year and the finance charges to be paid during the current calendar
year.

(b) Violations of this Section shall subject the holder to a penalty to
the instalment buyer equal to the highest finance charge for one instalment
period.

COMMENT

The purpose of this Section is to enable the instalment buyer to make an in-
formed judgment as to the possibility of his prepaying or perhaps his requesting
an extension or refinancing of his payments. Subsection (4) is inserted for per-
sonal income tax deduction purposes.

SECTION 11. DELINQUENCY CHARGES

Where the instalment buyer is in default by reason of nonpayment
of an instalment and has continued in default for five days, the holder
may charge and collect from the instalment buyer a single delinquency
charge of not more than five percent of the amount of the overdue instal-
ment, but such delinquency charge shall not be imposed the first time the
instalment buyer is in such default unless the instalment buyer fails to pay
the amount by or on the tenth day after the instalment was due.

COMMENT

This Section is similar to provisions contained in existing retail instalment
sales acts with two exceptions, i.e., the period of grace allowed is somewhat
shorter than usual and a different grace period is set up for the first time the
instalment buyer fails to pay an instalment on time. By implication this Section
prohibits delinquency charges for all other defaults including "substantial" defaults.

SECTION 12. DEFAULT, REPOSSESSION, AND REDEMPTION

(a) AU'er an instalment buyer has been in default for ten days by
reason of non-payment of an instalment, the holder shall be entitled to
repossess the collateral, if any, securing the instalment buyer's obleiations
under the retail instalment sales agreement. When the holder is so entitled
to repossess and if he decides to do so he must notify the instalment buyer
y registered or certified mall of an "intent to repossess" the collateral and
ay repossess on or after th !Pnth day from the receipt by the instalnent

uyer of the notice of "intent t.) repossess." If, however, the instalment
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buyer pays charges assessed to him within eight days from the receipt by
him of the holder's notice of "intent to repossess," the holder's irght Itt. so
repossess shall terminate. The holder's notice of "intent to repossess" to
the instalment buyer shall apprise him Of his aforementioned right to pay
and prevent repossession.

(b) Where an instalment buyer is in default for other than nonpayment
of an instalment, the holder shall not repossess until he has secured a cou-t
order allowing him to do so. A court shall not issue an order allowing i,
holder to repossess for such a default unless it finds that the instalment
buyer's default has been substantial.

(c) No default by the instalment buyer shall entitle the holder prior
to repossession to accelerate payments to be made by the instalment buyer.

(d) Within sixty days after repossession by the holder and before the
collateral has been disposed of or a contract for its disposition has been
made in good faith, the instalment buyer may redeem the collateral by pay.
ment of all the unpaid instalments, delinquency charges, and any reasonable
expenses incurred by the holder in repossessing, holding, and preparing
the collateral for the disposition or resale, but less the insurance premiums
allocable to instalments not due at the time of repossession, as determined
in Section 6(d), and the finance charges allocable to instalments not due
at the time of repossession.

(e) Where collateral securing the instalment buyer's obligations under
the agreement has been repossessed by the holder but not redeemed by the
instalment buyer, the holder must sell or dispose of the collateral in a
commercially reasonable manner within sixty days from the date of re-
possession or forfeit any claim for a deficiency assessment against the
instalment buyer and the holder shall refund to the instalment buyer, with-
out request, any excess of the fair market value of the collateral determined
as of the date of repossession over the instalment sale price to be plid. o -

(f) After default and repossession of the collateral and subjO ' to
subsections (d) and (e) of this Section, the holder may sell or otherw.se
dispose of the collateral, such sale or disposition to be carried out in a
commercially reasonable manner. The proceeds of any disposition shall be
applied in the following order:

(1) Reasonable expenses of the disposition.
(2) Reasonable expenses of repossession, holding, and pre-

paration of the collateral for disposition including reasonable
attorney's fees where the attorney Is not employed regularly by
the holder.

(3) Satisfaction of the unpaid ipstalment sale price and de-
linquency charges less finance charges ond insurance premiums
allocable to instalments due after repossession as determined in
subsection (d) of this Section.

(4) Surplus, if any, to the instalment buyer without request.
(g) No court shall enter a deficiency judgment against an instalmen

buyer which includes the finance charge and insurance premiums allocable
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to instalments due after repossession as determined in subsection (d) of
this Section.

(h) (1) Repossession without complying with subsections (a)
and (b) of this Section shall subject the holder to a penalty to
the instalment buyer of an amount equal to fifty percent of the
fair market value of the collateral at time of repossession and in
addition the instalment buyer may sue the holder for conversion
of the collateral.

(2) Failure of the holder to comply with Section 12(d) above
shall subject the holder to liability for conversion.

(3) A violation of Section 12(f) shall subject the holder to a
penalty to the instalment buyer of five hundred dollars.

COMMENT

The holder's remedy of repossession is rather drastic and has too often been
attended with abuses. Strict regulation is necessary and to this end this Section
was drafted.

Subsection (a) sets out the conditions precedent that must be met and the
steps the holder must take before he may repossess. It is obvious that "redemp-
tion" prior to repossession is encouraged. A problem may arise, however, where
the instalment buyer has been continually late in making payments or has been
in default for a number of instalments and the holder has neglected to notify the
buyer of an "intent to repossess." A sudden assertion of his rights under sub-
section (a) by the holder should not create an estoppel situation although the
buyer would be perhaps hard pressed to pay the instalments then due and prevent
repossession. Courts deciding that an estoppel existed where the holder had "sat
on his rights" were interpreting a statute which did not contain an eight day
grace period.

A definition and listing of "substantial" defaults could not possibly be all-
inclusive. Thus, whether a default for other than nonpayment of an instalment
is or is not "substantial" should be a question of fact. The draftsmen recommend
that "Consumer Courts" be established in the various states to adjudicate this
and other questions of fact posed in this Act. Unlike subsection (a), subsection
(b) makes no provision for "redemption" before repossession but leaves open
possible adjustments (unlikely since the holder has gone to the trouble of se-
curing a court order) between the parties.

Subsection (c) prohibits acceleration by the holder of instalment payments
in any case of default prior to repossession and is contra to UCC section 3-109
which broadly validates acceleration clauses. Acceleration is, of course, available
to the buyer by virtue of Section 6(d).

Subsection (d) in effect permits acceleration by the holder after repossession.
Unlike Section 6(d), there must be strict allocation of finance and insurance
charges accruing to instalments not due at the time of repossession. The instal-
ment buyer has sixty days after repossession to redeem unless the holder dis-
poses of the collateral before that time.

Subsection (e) modfies UCC section 9-505 to conform to the scheme of
this Act. This subsection does not require the holder to dispose of the collateral
repossessed but if he keeps such collateral as his own (and it is assumed the
holder has so retained the collateral if he has not sold or disposed of it within

1673



TRUTH IN LENDING-1963-64

sixty days after repossession) he forfeits any deficiency claim against the instal.
meant buyer. Where the holder so retains the collateral and its fair market value
at repossession is more than the amount of the instalment sale price the instal.
ment buyer is to pay, the holder must refund the excess to the instalment buyer.
This is to provide for the case where it would be to the advantage of the holder
to retain repossessed collateral and fall outside the operation of subsection (f)(4).

The provisions in subsection (f), with the exception of provision (4), in.
tegrate existing law in this area. The draftsmen urge that the test contained in
UCC section 9-507(2) as to when a sale or disposition is made in i "commercially
reasonable manner" be utilized. Subsection (g) is inserted to obviate the holding
of Pacific Discount Co. v. Powell, 174 A.2d 440 (Md. 1961).

SECTION 13. SEPARATE NOTES

if, as part of any instalment sales transaction, a note is taken evi.
dencing the instalment buyer's obligations under a retail instalment sales
agreement, such note shall refer to the retail instalment sales transaction
out of which it arose and any holder of such note shall be subject to all
defenses which the instalment buyer may assert against the instalment
seller. Provisions in the note excluding or modifying warranties made by
the instalment seller in connection with the retail instalment sale to the
instalment buyer and provisions in the note inconsistent with the provisions
of this Act shall be unenforceable.

COMMENT

This Section does not destroy the negotiability of notes executed by an in-
stalment buyer in connection with a retail instalment sales agreement and applies
either where the instalment seller assigns the note to a holder or where the instal-
ment buyer executes a note directly to a holder as part of the sales transaction.
The holder of such a note in effect-cannot be a holder in due course.

SECTION 14. REVOLVING CREDIT AGREEMENTS
(a) Any agreement creating a revolving credit account shall be

subject to all the provisions and penalties of this Act except the phrase
"a description of the goods or services purchased" in Section 2(b), Sections
2(c), 4, and 6, the first sentence in Section 8(c), and Section 10.

(b) The instalment seller may assess a finance charge upon the instal-
ment buyer which shall not exceed -% per month computed upon the
outstanding unpaid balance at the end of the monthly period.

(c) The instalment seller under this-*Section shall furnish the instal-
ment buyer a monthly statement of account which shall include:

(1) The oustanding unpaid balance at the end of the current
monthly period.

(2) The finance charge thereon in both dollars and percent.
(3) The amount of payments made during this period.
(4) A description and the cash price of goods purchased

during the current period.
(5) An enumeration of any other charges.

1674



TRUTH IN LENDTNG-1983-64 1675

COMMENT

The purpose of this Section is to include within most of the provisions of
this Act the various "credit for purchases" devices used by commercial establLsh-
ments alone or in conjunction with lending institutions. Under subsection (b) a
method different than that required by Section 4 is devised to compute the allow-
able interest rate. The true annual interest formula of Section 4 would be unwieldy
in the typical revolving credit situation.

SECTION 15. ADVERTISING

(a) No instalment seller shall in any advertisement, publication,
solicitation, or representation, make any misleading statements in relation
to a finance charge. Any advertisement, publication, solicitation, or re-
presentation, in relation to a percentage finance charge is presumed to be
misleading if expressed otherwise than in terms of true annual interest as
defined in Section 4.

(b) A violation of this Section shall be presumptively wilful.

COMMENT

Section 15 does not prohibit the advertising of the dollar cost of finance
charges but does apply to the advertisement of revolving account credit per-
centage rates. This Section, however, leaves to other regulatory legislation the
advertising of interest rates by finance companies and banks.

SECTION 16. VIOLATIONS AND PENALTIES
Any instalment seller or holder who wilfully violates any Section of

this Act shall be guilty of a misdemeanor and shall be liable to a fine of not
less than $100 and not more than $500 for each offense.

COMMENT

A violation of any provision of this Act subjects the offender to criminal
bility and fine. It is incumbent upon state authorities to prosecute such of-
eders to further the protection of the consumer, especially where a violation of
ction 15 is involved.

ACTION 17. WAIVER

(a) Any waiver of any provisions of this Act by the instalment buyer
all be unenforceable.

(b) Any provision in any retail instalment sales agreement or in any
te executed in connection with such an agreement that conflicts with any
tion of this Act shall be unenforceable.

COMMENT

Subsection (a) refers to waivers contained in both the retail instalment sales
eement and a note executed by the instalment buyer evidencing his obligations
der the agreement. A retail instalment sales agreement or a note executed in
nection with such an agreement containing unenforceable terms shall be en-

rced as far as possible and consistent with the provisions of this Act.
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SECTION 18. HOLDER

Any holder of a retail instalment sales agreement, or of a note
evidencing indebtedness arising out of. such agreement, shall be subject to
the provisions of this Act.

SECTION 19. SEVERABILITY
If any section or part thereof of this Act shall be declared invalid, such

invalidity shall not affect the remainder of this Act.
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layman in Black, Buy'Now, Pay Later, New York: William Morrow
Company, 1961, are by no means confined to the United States. In 65
H.C. Deb. 1716-1809 (1961), the history of instalment sales in GQea
Britain is discussed in connection with a proposed amendment to
British Hire-Purchase Act. The fancied sedate English temperament w
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0.

1670


