
< • " ,, ...... 

• 

• 

• 

• • 
MINUTES - COMMERCE COMMITTEE - 56th ASSEMBLY - March 29, 1971 

Members present: McKissick, Lingenfelter, Branch, Dini, Hafen, Capurro, 
Poggione, Hilbrecht 

Absent : Ashworth 

Others present: Assemblymen Bryan and Olsen; Frank Cassas; Frank Fahrenkopf; 
Harry Struve; Don Cralle, Larry L. Bertsch; Robert G. Lewis; 
Dale N. Draney; Chuck Crawford; Keith W. Horner; Jerry 
Torvinen; Donna Greenspan; Robert J. Gowe; Harold P. Dayton; 
Pete Kelley; Ken O'Connell; Robert K. Beaman; J.W. Denser, M.D.; 
Frederick L. Hill; Clark J. Guild, Jr.; Wallie Warren; Sharon 
Greene; J.H. 'l'hompsor; Stephen 2,. Ahlquist; John H. Gervin; 
Robert V. Proadbent, M.D.; C.ruck Crawforc1

; Richard B:--UDdj 
Richard Cavelle, M.D.; Jerald B. Felder, M.D.; Dr. Sargent; 
Dr. Don Lowden; Robert G. Lewis 

Chairman McKissick convened the meeting at 10:35 a.m. First item for discussion 
was AB-555 - Reduces interest rate for retail charge &greements. Assemblyman 
Bryan spoke about the abuses that have occurred in credit practices. The 
ceiling for interest on accounts is now 1.8% and this is sometimes figured on 
previous month's balance without first deducting the payment made. Mr. Crawford 
appeared and submitted his statement which is attached to these minutes and 
shall become a part thereof. Assemblyman Olsen appeared in favor of this 
bill and stated they had requested an opinion from the attorney general to 
see that this bill would not be in violation of the 1.9% ceiling already 
set by statute. John Gates, Manager of Penney's and with the Retail Associatfon, 
appeared in opposition to this bill. His statement is ·attached to these minutes 
and shall become a part thereof. John Garvin, Montgomery Ward, appeared and 
stated that there were 3 methods of charging interest: on the adjusted balance, 
average daily balance, and previous balance. He said the customer is protected 
by the Federal Truth and Lending Law and the Disclosure Law. He said there has 
to be competition in credit. Steven Alqu.ist, J.C. Penney's, stated that the 
ceiling is 1.8% but most stores use the 1.5% It was brought out that 1.5% is 
the going rate for western states by competition. Penney's have lost 23 million 
in credit sales but this is less than 1% loss. Richard Brund, Joseph Magnim, 
appeared against this bill. He stated they could not operate credit sales 
if it were reduced to 1%. Frank Fahrenkopf appeared and brought an editorial 
from the Wall Street Journal which was about similar problems and legislation 
passed by other states. Fred Hill appeared and stated this bill would hurt 
the customer and small merchants as it would be difficult to get credit. 
Harold Dayton, small independent furniture store partner, stated this would 
particularly hurt the small merchant and the poor customer. He did state 
that the Truth in Lending Law hasn't done everything it should. 

AB-579 - Requires county hospitals to carry liability insurance for physicians 
treating indigents. Dr. Broadbent appeared and stated that he was there on 
behalf of the Washoe Colli~ty Medical Society and for Clark County Medical 
Society, stated they were in favor of this bill. He stated that indigents 
were treated free by the doctors and told how the rates for malpractice 
insurance had raised in his case from $150 in 1953 to $2,000 at the present 
time. He stated it is becoming increasingly difficult to obtain this insurance. 
Dr. Sargent appeared and stated the free medical performances by physicians 
is a large savings to the tax payer. He stated that he felt they shouldn't 
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be jeopardized by being exposed to possible malpractice suits by indigents. 
He stated that people being treated free are usually on welfare and lots 
of suits are settled out of court as "nuisance" but this causes the physician 
to pay higher fees or possibly have a hard time to get malpractice insurance. 
Dr. Richard Cavelle stated the difficulty in obtaining malpractice insurance 
and said he was almost forced to go to Lloyds of London. He stated the patient 
should retain the right to sue but the doctors should have this malpractice 
insurance to treat indigents furnished by the county hospital. Dr. Jerald 
Felder submitted his comments which are attached and shall become a part 
of these minutes. Dr. Dancer appeared in favor of this bill as he stated 
it was becoming difficult to get doctors in Nevada because of this problem. 
Dr. Sargent stated that his malpractice premium has gone up from $500 to 
$5,000. Dr. Lowden stated that anesthestist, stated that his field and 
that of plastic surgery is the highest rate. Also included in this high 
premium is brain surgery. When the doctors were asked who would write 
the insurance, they replied Professional Economic Service of New York. They 
will obtain a schedule of the premium. Mr. Hafen asked number of doctors 
who would be covered under this blanket malpractice insurance and was informed 
that 90'/o probably would. Most doctors treat indigent patients so they can 
practice in county hospitals. Only doctors over 55 are excluded from this 
free service. McKissick asked that the doctors get together and get a 
telegram as to cost of this insurance and get together with Gene Waite 
for the proper amendments. Sharon Greene, Nevada Hospital Association, 
appeared in opposition to this bill. She stated that the doctors should 
band together and pay & nomi:ial fee if the:- can get the premium so ch~aply. 
She stated that if the hospital paid the premium, this would be reflected 
in the paying customer's bill. It was brought out that this insura.>ice 
cannot be obtained by a medical association. She stated that there is 
24-hour coverage for doctors treating in the emergency room and only other 
doctors were called in when a specialist is needed. She also questioned 
getting a premium for $350 annually. 

AP,-747 - Prohibits pyramid promotional sales and "endless chains". 
Larry Struve, legal counsel for the Better Business Bureau of Nevada, appeared 
and submitted a copy of his remarks which is attached and shall become a 
part of these minutes. Also attached is a copy of a letter from the Reno 
City Attorney's Office speaking in favor of this legislation. John Cralle, 
Manager of the Reno Better Business Bureau, explained the need for this 
type of legislation. He stated tha~ peopie were being bilked out of invest
ments in these schemes which involves mainly their recruiting people to 
invest. The Attorney General's representative stated there is a need for 
this type of legislation and stated they would like them to be under the 
corporate shield, have provisions for forfeit the corporate charge and 
some provisions for return of monies to people. Dale Draney explained his 
experience with a local promotional sales group. He stated the promises 
of securing profits on money invested is not in the contract - just stated 
verbally. Robert G. Lewis who has invested in a p:.'o:i:o':,ional sales program 
submitted his facts on how this investment fails. It is attached to these 
minutes and shall become a part thereof. 

MOTION BY CAPURRO FOR A DO PASS ON SB-50, SECONDED BY BRANCH AND MOTION 
FAILED TO PASS. Hafen, Lingenfelter, Poggione dissented • 

MOTION BY DINI FOR AN AMEND AND DO PASS ON AB-747, SECONDED BY BRANCH 
AND CARRIED WITH POGGIONE ABSTAINING. 

MOTION BY LINGENFELTER FOR AN AMEND AND DO PASS AND RETURN TO COMMITTEE ON 
A,B-,472, SECONDED BY DINI AND CARRIED. 
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MOTION BY CAPURRO FOR AN AMEND AND DO PASS ON AB-782, SECONDED BY DINI 
AND CARRIED. 

MOTION BY CAPURRO FOR AN AMEND AND DO PASS ON AB-783, SECONDED BY DINI 
AND CARRIED. 

Meeting adjourned at 12:40 P.M. 
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-· AGENDA FO}t COMMITTEE ON 

ASSEHBLY -· C0r1MSRCL 

Date Marct1 
10:30 

29) 1971Tirne a..Lt. rece:s!Room --------
Bills or Resolutions 

to be considered 

AB-Zs-7 

-:::: AB-555 

AB-579 

AB-6 Jt~ 

SB-50 

IN LIEU OF 11REVIO)JS AGFNDA 

P , • 1 • • l • l ] __xonioits pyram:u.i ru;omot1.onaJ. ...sa ,es 
and "endless chains 11

• 

Reduces interest rate for retail 
charge agreewents 

Reauires countv hospitals to carry 
liability insurance for physicians 
treating indigents 

Counsel 
requested* 

Repeals statute dee Ic1rinf! fi rP,-f~c hters ~-----
heart diseases as occupational diseases 
and cormensabJ.e as such. 

Provid0s th&t hnart diseases of c,..~rtain . ..;. __ _ 
peace officers are occupational diseases. 

*Please do not ask for counsel unless necessary. 

========================================::::=::-::_----:::~_-_-:::::~-=---=-
HEARINGS PENDING 

Date Time Room ------ ------Subject ________________________ ~---------

Date Time Room ------Subject ------------------------------
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STATEMENT CONCERNING REFORM OF RETAIL CREDIT PRACTICES IN NEVADA 031-' 

DELIVERED BEFORE THE NEVA DA A SS~IBLY CCMMITTEE ON COMMERCE ,._,~ -> 
BY CHUCK CRAWFORD, PRESIDENT OF "NEVADA CONSUMER'S C'O:m4ITTIT", 

CARSON CITY,NEVADA MARCH 29,1971 

GENTLEMEN: 

I WOULD LIKE TO PREFACE MY REMARKS TODAY BY EXPRESSING 
MY APPRECIATION TO YOU FOR l!LLOWIN'} MF THE OPPORTUNITY TO TOME BEFORE 
YOUR. COMMITTEE TO RFLATF THF VIEWPOINT OF THF "NEVADA r'ONSUMER 'S 
COMMITTEE" REGARDING ASSEMBLY: BILL 555. -· 

IT IS OUR OPINION THAT THE PRE.A OF CONS~R CREDIT 
HAS SEEN GREAT REFORM IN THE PAST TWO YE.ARS~--REFORM IN 
THE INSTANCE OF THF FEDERAL "TRUTH IN LENDING" LAW AND IN 
·rHE MANY INSTANCES OF STATES TAKING THE INITIATIVE' OF EXTENDING THE 
CONCEPTS OF FAIR ENTErtPRISE AND CONSUMER SOVEREIGNTY TO THF 
AREA OF CONSUMER CREDIT. 

BUT THE STATE OF NEVADA, I AM FORCED TO .ACKNCWLFDGE, HAS 
FAILED TO MEET THE BASIC CHALLENGES OF CONSUMER PRCTECTION 
IN THIS AREA. IN NEVADA IS FOUND ONE OF THE MOST SUSCEPTIBLE 
ENVIRONMENTS FOR CONSUMER CREDIT ABUSE OF PFRHAPS ANY ST.ATE 
IN THE NATION. 

ASSEMBLY BILL 555, AS YOU KNOW, ATTEMPTS TO PROSUCE 
A MORE FAVORABLE CLI¥.t.ATE FOR THOSE CONSUMER'S WHO ELECT TO 
BORROW MONEY OR TO ::JEFER PAYMENT FOR GOODS THEY HAVE OBTAINED 
FROM RETAILERS UNDER SO-CALLED 11 0PFN EN1J 11 ?ET.AIL CRE!)IT 
AGREEMENTS. IF I MAY PRESU¼E TO INTERPRET THE INTENT OF THE 
BILL'S AUTHORS, MR. BRYAN AND MR. OLSEN, I BELIEVE THAT THIS 
BILL IS NOT SO LITERALLY .AIMED AT TH~ RAW PERCFNT.AGES INVOLVED 
IN RETAIL CREDIT CONTRACTS AS_MUCB AS WITH A REDUCTION OF THF 
ACTUAL COSTS THE CONSUM~R IN 11EVADA IS NOW PAYING FOR THIS 
TYPE OF CR~DIT EXTENSION. 

WHILE THE FEDERAL TRUTH IN LENDING LAW PREVENTS ~LAT.ANT 
FRAUD AGAINST BORROWERS IT, OF COURSE, CONTAINS VIRTUALLY NO 
DEFINITION OF FAIR RETAIL CREJIT PRACTICES. IT I3 THROUGH 
THE INTENT OF A.B. 555 THAT WI WISH THE STATE OF NEVADA TO 
FOLLOW THE EXAMPLE OF MANY OTHER STATES IN ENACTING LAWS THAT 
PROHIBIT .AN!) AVERT EITHER E'XISTING OR POSSIBLE ABUSE OF THE 
RETAIL CREDIT CONCEPT. 

SPECIFICALLY, WE WISH TO PROPOSE THE FOLLOWING STIPULATIONS 
TO BE INCLUDED IN A.B. 555: 

dmayabb
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- 1 ( 1} TH.AT THE rtLAXIMUM ALLOWABLE' INTEREST 'RATE FOR A RETA IL 
CHARGE AGREEMENT MAY PROVIDE FOR A TIME PRICE DIFFERENTIAL NOT 
TO EXCEED A RATE OF 1.5% PER MONTH ON THE DEFERRED BALANCE. 

( 2} THAT COMPUTATION OF THE INTEREST TO BE CHARGED THE 
CONSUMER IN SUCH AGREEMENTS SHALL BE BASED UPON THE UNPAID 
BALANCE OF THE ACCOUN'r AT THE TIME OF BILLING AND WITH CON
SIDERATION OF PAYMENTS OR OTHER CREDITS MADE TO THE ACCOUNT 
PRIOR TO THE BILLING DATE. 

(3) THAT, IN NO INSTANCE, SH.ALL THE RETAIL CREDIT AGREEMENT 
INCLUDE PROVISIONS THAT WOULD ALLOW THE LENDOR TO DEDUCT PAYMENTS 
FROM THE BORROWER'S SALARY IN THE EVENT OF DELINQUENCY OR D~FAULT 
WITHOUT_RESORT TO DUE PROCESS OF LAW IN ORDER TO ESTABLISH THE 
VALIDITY OR EXTENT OF THE BORROWER'S OBLIGATION TO THE LE11TIOR 
AND IN ORDER TO DETERMINE THE MOST EQUITABLE MEANS OF COLLECTION. 

( 4) THAT, UI\1LESS SO-CALLED "REVOLVING CHARGE" ACCOUNTS OR 
OPEN END RETAIL CREDIT AGREEMENT MOt:THLY BALANCE STATEMENTS 
ARE POST~~RKED WITHIN FIGHT DAYS OF THE STATED ~ILLING DATE, THE 
LENDOR CANNOT ASSESS A FINANCE CHARGE DUE TO DELINQUENT PAYMENT 
.AS WOULD OTHFRWISF BE A UTHORIZE:C ·-uN!)'?R DISCLOSED PROVISIONS OF THE 
.AGREEMENT' WHICH ALLOW5 FOR A R~.ASONABLE PFRIOD IN WHICH FULL 
PAYMENT CJN BE :MADE WITHOUT A PENALTY FINANCE CHARG~. 

WE FEEL THAT A REDUCTION IN THE .r.:AXIMUM INTEREST RATE 
FROM THE PRESENT RATE OF 1.8% PER MONTH TO 1.5% OR LOWER IS 
A REASON.ABLE FIRST STEP IN BALANCING CONSUMER NEEDS WITH 
INDUSTRY REQUIREMENTS. 

WE RECOGNIZE, OF COURSE, THAT STATUTORY LIMITATION 
OF INTEREST RATES---IN EFFECT,PRICE FIXING--- MUST BE 
CAUTIOUSLY APPROACHED AND THAT THE .ABILITY OF THE RETAIL 
CREDIT INDUSTRY TO MEET THOSE LIMITATIONS WITHOUT UNDUE 
HARDSHIP SHOULD BE CAREFULLY WEIGHED. 

AN OBVIOUS ARGUMENT TH.AT THE RETAIL CREDIT INDUSTRY 
WOULD USE TO DEFEND THE PRESENT LD1ITATION IS TID. T THE INDUSTRY 
IS OFTEN NOT ABLE TO OPERATE PROFITABLY EVEN AT THE PRESENT 
COMPETITIVE RATE OF 1.5%. IN FACT, V..ANY CREDIT OPE~P.TIONS 
HAVE NEVER OPERATED AT A PROFIT DUE TO THE HIGH OVERHEAD COSTS 
OF V~INTAINING CREDIT AND:EILLING RECORDg REGARDLESS OF THE 
DURATION CR SIZE OF THE M'COUNT. IN ADDITITION. _TFli' NATlTRE 
QE !1.Q..Sl' EE.TA IL CR~DJT OJ:~BAT.I..C.NS ~E 'TILFM SQLE.LY. 12.~EED;J'JT 
~ THE VQ,LUtk1¥ QF WQE!'C C'JiE;A~~ J;.X 1'~ li09T BUS:CNES~~:---AND 
THUS' IN MOST CA SES' TH~ VOLUMNE OF snaLAR WORK TO BE DONE 
NEVER .APPRCACHFS THF POINT WHERE ~ORE EFFICIENT TECHNIQUES 
C.AN BE USFD TC REDUCE. COSTS. YET ANOTHTit ARGUMENT CAN BF 
PROJECTED THAT THE INCIDENCE OF DEFAULT AMOUNG RETAIL CREDIT 
BORROWERS IS HIGHER TH.AN IN OTHER PHASES OF THE CREDIT 
INDUSTRY. THIS FACT IS CCMPOUNDFD BY THE VIRTUALLY UNRECOVERABLE 
CHARACTER OF THE MERCHANDISE FOR WHICH THE CREDIT WAS EXTENDED. 
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HOWEVER, WITH A EIT OF SCRUITINY, THESE DEFENSES ARE ~~G 
.NOT AS VALID AS THEY MIGHT APPEAR AT FIRST. THE PREDOMINANT 
WEAKNESS IS REVEALED WHEN ONE LOOKS AT THE VERY FUNCTION 
OF MOST RETAIL CREDIT OP~RATIONS. WPAT WE FIND IS THAT 
MOST HOST BUSINESSES ARE HAPPY TO AE60RB RELATIVELY MINOR 
LOSSES IN THIS END OF TH~IR BUSIN~SS BECAUSE OF THE 
VERY G,R~AT INCREASE IN THEIR SALSS AS A RESULT OF CREDIT 
CONVENIENCE. AC~ORrING TO ONE R~PORT IN A rONSUMER CREDIT 
TRAD::I PUBLICATION, SEARS RCEBUCK HAS FOUND THAT ITS REVOLVING 
CHARGE CUSTOMERS SP~ND MORE TH.AN THREE TIMES THE AMOUNT THE 
AVERAGE: CASH CUSTOMER SPENDS. SHEL'!ON FELI:;MAN, DEPUTY 
DIRECTOR OF THE F'fDER.AL TRADE CQ!,~1ISSION'S OFFICE OF CONSUMER 
PROTECTION CONTENDS THAT THE MULTIPLIER MIGHT BE l!S MUCH AS 
4½ FOR CREDIT CUSTOMERS. 

AS FOR THE' INCIDENCE OF ])~FAULT OF P.AYME'i\TTS A'ND TH~ 
UNRECOVERABILITY OF THE ~RCHANDISE WHICH WAS OBTAINED ON 
CREDIT, FELDl,:.A N ESTIM.AT~D THA1' THE HIGHEST LOAN MORTALITY 
RATE EVER REPORTED IN THE RETA IL CREDIT I1~USTRY Wi,S STILL 
UNDER 2% OF THE CREDIT VOLUMNE. 

REGARDING THE INHERENT HIGH OVERHEAD COSTS OF THE R'9:'TAIL 
CREDIT INDUSTRY, IT WOULD S~E½ TH.AT THERF ARF ~MNY ALT~RNATIVES 
TG-BE EXPLORED EY THE INDUSTRY THAT WOULD KOST CERTAINLY REDUCE 
THEIR COSTS. ONE WOULD BE TO SHCPLY REFER TH~ ROUTIN-g: CREDIT 
CHECK AND BILLING FUNCTIONS TO EUSINFSS~S TH.AT SP~CIALIZ~ IN 
THOSE TASKS AI<:D WHO HAVE ·rH'?~~WLUM?JF TO WARR.ANT THS USE OF 
COMPUTERS AND OTHER, MORE EFFICI~~T PROCEDURES. YFT, IN MOST 
CASES THIS .ALTERNATIVE HAS BEEN qEJECTED. WHY? BECAUSF TH~ 
HOST BUSIN~SS, AS I SAID PRE'VIOUSLY, KNOWS TH.Ar THE CONVr.:"NI'?NT 
IN-HOUSE CREDIT OPERATION INC'REASFS SALES. .~ND YFT THE CONSU::VffR 
IS EXP~CTED TO SUBSIDIZ~ THIS PROGRAt~~FD INEFFICIENCY THROUGH 
EXORBITANT MONTHLY INTEREST RATES. 

ANOTHER POINT THAT SHOULD B~ BROUGHT TO YOUR ATTFNTION, 
AND ANOT:ffR FACTOR CONTRIBUTING TO TH'? HIGH OVERH':<"AD IN THE 
RETAIL CRFDIT INDUSTRY, IS THE V~RY COMMON PRACTICE OF ALLOWING 
UP TO 30 DAYS TO PAY THE FULL AMOUNT DUF-ON MERCHANDISE WITHOUT 
ANY INTEREST BEING CHARGED. THI'.3 "p-;::;;~:5:: 11 CR "GRACE" p,:;-RIOD 
IN WHICH DEFFRR:S:D PAYMENT IS TR~ATED AS A CASH PAYT'iENT, HAS TO 
BE ABSCRc~D BY SO.MEONE. IT IS-, OF COURSE; PP.SS'ZD ON TO THE -
PERSONS WHO HAVE ELECTED.TO.PAY FOR THEIR MERCHANDISE ON TIME. 

AT THIS POINT COME'S THE QUESTION .AS TO WHY WE HAVE PROPOSED 
NO REDUCTION IN RETAIL CREDIT INTEREST RATES BELOW THE FRESE.NT 
COIU>ETITIVE RATE. THE .ANSWER COr{ES FRO.r,i THE EXPERIENCES OF 
TWO STATES TH.AT HAVE SHARPLY R~T)fTrl;'n THEIR MAXIMUM ALLOWABLE 
INTEREST RATES IN THIS AREA. ARKANSAS WAS THE FIRST ST.ATE 
IN TH'S NATION TO LEGISLATE LOWER RATES. TO A Y.AXIMUM ANNUAL 
RATE OF 10%. IN A STUDY BY GENE LYNCH OF THE UNIVFBSITY OF 
ARKANSAS WHICH WAS RELEASED IN 1969, A COMPARISON OF PRI~ES 
IN ARK.ANS.AS AND HER P.DJ.ACFNT STATES SHCWED THAT PRIC~S 05" C'OMPAR!!FLE 
MERCHANDISf IN NEIGHBORING ST.ATES WAS APPROXI!(ATELY a'tc LOWER. 
WHILE THE !ITTHODOLOGY OE' THIS P.AR1'ICULAR STUDY MAKES THE SPECIFIC 
FINDINGS SUSPECT, ROBERT MEADE OF THE NATIONAL CCMMISSION ON 
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CONSUMER CREDIT CONTENDS THAT THE CONCLUSIONS OF THE STUDY 239 

- ARE SUBSTANTIALLY CORRECT. 

IN THE STATE OF WASHINGTON, WHERE THE LIMIT WAS SET AT 
A 12% ANNUAL RATE, A SIMILAR AND MORE RECENT STUDY BY 
GUY GORDON OF THE UNIVERSITY OF WASHINGTON HAS SHOWN THAT 
PRICES IN WJ\SHINGTON WFRE NOT SIG!('IFIC.ANTLY ALTERE'D DU~ 
TO cor-:PETIVF PRESSU~ff. HCWFVFR, THE COSTS OF THF RETAIL 
CREDIT INDUSTRY 'dFRE PASSED ON TO THE CONSUMER IN THE WAY 
OF 0TH ER CHARG:S::S. : FOR INSTANCE, IN 60!-::E CA SES PARKING---WHICH 
WAS FOR!,:ERLY NOT CHARGE::) FOR AT sm.m DEPARTMENT STORES BECAME 
A 1\'EW SORCE OF REVE:NUE. GIFT W:U!PPING BECAME A COiviMERC I.AL 
VENTURE RATHER TH.AN A FREE SERVICE .AS IT HAD PREVIOUSLY BEEN 
IN STILL OTHER STORES. 

WHAT WE FIND, THEN, IS THAT THE CONSUMER VfOUL!: FIND HIMSELF 
CONFRONTED WITH THE COSTLY R~TAIL CREDIT OPERATIONS ONCE AGAIN 
WITH EVE~! MORE INGENIOUSLY DECEITFUL CHARGES. 

WE HAVE THEREFORE .ATTENPTED.YO AVOID THE. TRAP .TEAT BOTH :_ 
WASHINGTON .4ND ARKANSAS FOUNC THE11SELVES IN WHEN THEY MADE 
SUCH KAR...~ED REDTTr'-'rTONS IN .THF .ALLOW.ABLE INTERESr RATES. INSTEAD, 
WE PREF~R TO HOLD IN ABEYANCE ANY JUDGEMENT AS TO WHPT A 
F.AIR RATE OF INTEREST IN THIS INDUSTRY IS. PERHAPS WHEN 
WE FIND OUT .ABOUT THE EFFECTS OF A r-50RE MODERATE RE'CUCTION 
IN RATES AS WAS ENACTED BY PENNSYLVANIA LAST YFPR WF MAY BETTER 
UNDERSTl1ND THE TOLERANCE PODTT OF THE INDUSTRY WHICH WOULD RESULT 
IN .A TRUE REDUCTION TO THE CONSUMER. 

HOWEVER, WHILE WE DO NOT ENCOURAGE ACTION BY THF LEGISLATURE 
IN RATE-S-c;:TTING, WE MUST E~H.~SIZE THE IMPORTANCE OF REFOR1'1 
IN THE ACCEPTED PRACTICES OF T~ RETAIL CREDIT INDUSTRY. 

OUR SECOND PROPOSAL, AS YOU RECALL, WAS TO ELIMINATE 
THE SO-_CALLED PREVIOUS BALANCE 1"..ETHOD OF CO~·'.PUTING MONTHLY 
INTEREST CHARGES. THE CREDIT INDUSTRY IS SIMPLY ABUSING 
THE CONsm,:ER WITH __ THIS TECH!HQUE:. As IT IS NOW' ALL M.AJOR 
CHAIN DEPARTMENT STORES, WITH THE EXCEPTION OF J.C. PENNY'S, 
USE THIS METHOD OF COMPUTING INTEST. .. IF I MAY BE INDULGED, 
THE METHOD IS MOST EASILY EXPLAHJED BY USING AN EXAMPLE. 
IF AN ITEM IS BOUGHT FOR A PURCHASE PRICE CF ~100 ON THE 
FIRST DAY OF A MO}JTH AT AN .INTEREST RATE OF 1.5% PER MONTH, 
AND A tso PAYMENT IS Ml\DE ON THE 15TH OF THE MONTH, WHEN 
THE INTS.qEsT IS COMPUTED ON THE 30TH OF THE 1,!0:rTH THE BORROWER 
PAYS AN INTEREST CHARGE OF ~1.50. THE INTSST WAS COMPUTED 
WITHOUT TAKING INTO CONSIDERATION THAT HALF CF THE PRINCIPAL 
WAS RETURNED BY THE DATE OF BILLING. WE FEEL, AS DO MANY STATE 
LEGISLATURES, THAT THIS PRACTIC~ IS GROSSLY UNFAIR TO THE CONSl~IER, 
AND MUST BE PROHIBITED BY LAW. 
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:~OUR. THIRD PROPOSAL WAS TO ELIMINATE AUTOMATIC 
WAGE ATTACHMENT IN THE EVENT THAT A BORROWER BFCOMFS 
DELINQUENT IN HIS PAYMENTS OR DEFAULTS. WE CERTAINLY 
DO NOT STAND IN DEFENSE OF THOSE CONSUMER'S WHO SHIRK 
THEIR CONTRACTUAL RESPONSIBILITIES TO REPAY BORROWFD MONEY 
OR PAY FOR MERCHANDISE, BUT WE FE~L THAT THE CONSUMER MUST 
RETA IN THF RIGHT TO LEGAL RECOURSE IN THF EiTEt-i'r THAT 
HE EITHER DOES NOT OWE THE RETAILER OR HE DOES NOT OWE 
THE A MOUNT CL.AIMED BY THE RETA ILER. UNDER PRES ENT 
CIRCUMST:'KCES, THE RETAILER COULD PUT_-TN EVEN AN OPEN 
END CREDIT AGREEMENT-PROVISIONS THAT WOULD ALLOW HIM TO 
GARNISH TH~ CONSUMER'S WAGES AND TAKE AWAY THE CONSUMFR 'S 
RIGHT TO CHALLENGE THE ACTION. WHILE THIS PRACTICE ON THE 
PART OF RETAILERS IS NOT COMMON, IT SHOULD BE PROHIBITED 
FROM EVER BECOMING A POSSIBLE ABUSE. 

OUR FOURTH PROPOSAL, SETTHJG A MAXIMLTM TIME PERIOD 
.ALLOWABLE BETWEEN THE STATED DATE OF BILLING Arm THE 
DATE OF POSTYJiRK WAS DESIGNED TO ELIMINATE THE FAIRLY 
FREQUENT CASES OF INTEREST BEING CHARGED CO:t!SUM~RS WHO 
PAY THEIR BILL AFTER THE "FREE" OR "GRACE" PERIOD HAS 
EXPifil:D EVEN THOUGH THE CONSUMER :V..AY NOT F.AVE ~ECEIVED 
THE STATEMENT OF CHARGES IN TIME TO AVOID PAYING THE 
PENALTY INTEREST RATE. MA:NY RETAIL CREDIT OPERATIONS 
COMPLY WITH THE TRUTH IN LENDING LAW TO THE EXTENT OF 
DISCLOsr:rG THE BILLING DATE, YET DELIBERATY FAIL TO 
MAIL THE STATEMENTS FOR AS MUCH AS THREE WEEKS AFTER THE 
BILLING DATE. OF COURSE, THE GB~CE PERIOD IS COMPUTED 
FROI11I THE DA TE OF E ILL ING • 

IF RETAILERS ARE REQUIRED ·To I-iAIL THEIR STATEMENTS 
PROMPTLY AFTER THE BILLING DATE, THOSE WHO INT~ND TO 
PAY THEIR BILL IN FULL AND T.AKE ADV.ANT.ABE OF THE "GR.ACE 
PERIODu WILL HAVE THE OPPORTUNITY AND WILL NOT BE 
TRAPPED INTO AN INTEREST CHARGE BY A CLEVER MANEUVER. 

IN CONCLUSION, !_WOULD ADD ONLY TP..AT WHAT WE HAVE 
ATTEMPTED TO SUGGEST TO YOU WITH THESE PROPOSALS IS THAT 
NEV.AD.A MUST NOT BF NEGLIGENT IN ITS R"TSPONSIBILITY TO 
THE CONSU:1:ER IN THE AREA OF RETA IL CREDIT AGREEMENTS. EEC.A USE 
OF THE COr,;-PUSING AND TECHNICAL NATURE OF CREDIT PROCEDURES 
TH~ CONSffi-1Ert IS TOO EASILY THE VICTIM HIS OWN HASTE IN SIGNING 
CONTRACTS OR MAKING VERBAL AGREEr,!ENTS FOR THE PURCHASE OF 
MERCHANDISE OR THE BOR.~OWING OF I-iONEY ON TIME'. IN THE' ABSENCE 
OF NORI"il!L COMPETITIVE PRESSURES OF FREE ENTERPRISE, THE . 
STATE MUST TAKE THE INITIATIVE TO PREVENT ABUSE. 
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My name i~ John Gates. I am manager of the J. o. Penney store 

in Reno. I am here today as a representative of the J. o. Penney 

Company and the Nevada Retail Association of which the Penne1 Company 

is a member. 

We are opposed to the enactment of Assembly Bill 555. 

. A realistic rate ceiling now exits in Nevada. To the best· of 

my knolf.l.edge major creditors in Nevada now charge 1.5 per cent per·month 

service charge as opposed to the.maximum authorization of l.8 per cent 

monthly-• Competition in Nevada has set the rate below the mexi:mum · 

authorized. 

If rate ceilings are fixed b~low costs incurred by a retailer 

to extend credit, he must adjust his credit practises., Thus, credit 

would not be as readil7 available; or to cover costs· the retailer may 

raise his prices and charge for incidental services presently provided 

free or below cost •. In the latter instance, the cash cµstomer may well 

be in the position of subsidizing the credit customer. 

It has been the policy of the J. c. Penney Compaey • and I feel 

sure this applies to other retailers in Nevada - to use credit plans as 
a service and not as means of obtaining more profit. 

To begin Wj-f, it is not true that the Penney Company collects 

18 pe~ ·cen~~year. We do not collect _at this rate because · . 

of the options which our charge customers have each month and because of 

the way we compute sern:ce charges. 

Each month, a charge customer may decide to pay her balance in 

full within JO days of the billing date. If so she does not incur aey 

service charge. On the other hand, she may decide to spread out her 

pa:yments over two or three months, in which case a service charge is added 

,, ., 

' ' '\. I, 

. ,I 
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to her next statement. Our method makes it possible for the customer to 

take from one to two months to pay without incurring service charges. About 

20 per cent of our outstanding balances is collected each month, a pretty 

clear indication that many customers use their option to pay in full with-
~·, . 

in Jcj'- days. 

The Penney Company sometime ago computed actual service charges 

over one full year and found that for customers who paid,service charges 

the annual rate ranged from o.8 to 17~1 per cent, with an average of 10.5 

per cent. Our measurements were validated by our auditors. 

In the course of the development of credit plans, the revolving 
) 

charge account has become a modern way of dealing with credit purchases. 

The revolving credit system allows a customer to pay for goods while he 

'has the benefit of the use of the goods. 

Revolving credit is a convenient sel'Vice to the customer and 

providing this service imposes additional coeyts upon the retailer. 

Establishing and maintaining credit services is extremely costly to the 

retailer. Furthermore, the retailer who provides benefits of credit ties 

up a portion of his capital. Money 'Which might be invested in the, business 

in other ways is used to finance phe credit system. In addition to which 

interest charged by banks for use'of money to finance charge accounts is 

no small matter. 

These costs must ultimately be born by the retailer's customers. 

It seems only just to impose the cost of the credit system upon credit 

purchasers. In order for all customers to be treated fairly, the revolving 

credit system must attempt to pay its own way. 

Should Nevada's prevailing rate be lowered to one per cent, 'we 

can predict what could happen. 

I 

I 
I 

I. 
I 
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In 1968, by referendum, the State of Washington lowered its ceiling,,... ~ '"-; 

on retail credit from 1.5 per cent to one per cent per month. About a year 

later thr University of Washingto? made a study 0£ the situation and found 

that (1) credit was harder to get and more expensive; (2) prices of retail 
. . 

merchandise went up; (3) cash customers were found to be subsidizing the 

credit customer; (4) marginal credit risk:customers were forced to use other. 

means of financing that were far more expensive than the 1.5 per cent.· 
' ' 

The one per cent rate ceiling passed by the State of Washington 

two years ago has not accomplished its des±red.purpose. I call to your 

attention, that this session of the Legislature in the State of Washington 

has introduced a bill raising the credit rate ceiling. The measure, as I 

understand it, has passed the House-,is now before the Senate. 

If this committee is interested, I have available a summary of 

• the impact of consumer credit interest limitations·in Washington State as 

well as a complete copy of the University of Washington•s report corr.piled 

by the graduate school of business administration. 

I urge defeat of AB 555. Experience in the retail business has 

convinced us that more and more customers want retail credit and are. willing 

to pay a fair price for this service. The retail industry will only be able 

to continue to extend credit on its present basis if the e:x:tsting realistic 

ceiling is maintained. Competition, which now exists in our free enterprise 
\ 

system, will keep the-credit rate in Nevada below the maximum authorized. 

Thank you for your time and consideration. 

:·r 
·I 
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Saving tile Consumers . ' . 

' ' 

~ In legislatures around the land ~- general retail credit were another mat-t'\. -drive is under way to save consumers ter. Mos_t smaller retailers shied away· 
from the "excessive" costs of retail from credit entirely ("In God we trust; 

· \ credit. Like many such campaigns, all others pay cash"). Larger.stores of~ 
this one' may well do consumers much fered free, open-account credit on the 
more harm than good. assumption--or hope--that customers , 

As a story in this newspaper noted would pay up at the end of the month. • 
the other day, the target of the drive is Growing competition from larger-

~ the 1.5% a month interest rate that stores and store chains in the 1930s 
u most retailers charge on the unpaid began to force more and more re-

., balances of charge accounts. Some . tailers to offer credit. In those de-

\ 
states have already dictated a lower pressed years the struggle for sales 

- rate, and bills are pending elsewhere was so _bitter that few charged £or the 
f to accomplish the same objective. added service. The added cost did put 
i The lower-rate drive is led by labor some upward pressure on prices, but 
{ and consumer groups, as well as by ctedit was so inexpensive that the ad
~ consumer-conscious politicians. The' ditional cost was relatively small. 

"•,l reasons for their interest are at le_ ast · After World War II, inter.est rates 
~-•~• understandable. · · · began rising, along with all of the re-

' Perhaps the most obvious has been tailers' other costs. More and more re-
.. , the general inflation of the cost of liv- tailers decided that they had to begin 

JI,. g, a trend that has included higher charging for. the credit that they once 
. credit costs. In addition credit is much gave away. 
more widely used by Americans than it For many retailers credit still is· 

~\ once was, so that the higher costs . anything but profitable. J. C .. Penney, 
~\ touch many more people. for instance, says it lost .$23 million on 

: · \~~.:. At thl: end of 1929 consumer ~r~dit cr~it_ operations i:? 1969 an~ probabl! 
, ~\-o outstandmg totaled only $6.4 billion, a similar amount m 1970. ·Smee credit 
: \.\ equal to only a little more than :l:3% of is often essential to sales, retailers fre-
. total retail sales for that year. At the quently are willing to accept. certain 

end of last year, consumer credit out- losses, but there has to be a limit if 
standing reached the staggering sum they are to remain in business. · 
of $126.8 billion, nearly 20 times the For a lot of retailers that limit will 

. earlier figure. Last year's total, more- be exceeded if laws are passed to force 
· over, amounted to about 35% of 1970's down their interest charges. In states 

retaH sales. · , where rates have already been forced 
Despite the heavy inroads of in£la- down, retailers have tried to recoup in 

tion, the average American is living a various ways-by charging for park
good deal better than in 1929, and intel- ing, gift-wrapping and other formerly 
ligent use of credit accounts for part of free services but chiefly by raising 
the improvement. The other side of the prices. 
coin, of course, is that credit has been In effect, part of the cost of provid
a tremendous help to retailers in ex- ing credit will be placed on customers 
panding sales. who don't use it-on those who pay 

When it comes to financing homes, cash. The numbers of ,such people may 
automobiles and appliances, credit be declining, but that hardly excuses 
long has been on a sort of pay-as-you- doing them such an injustice. 
go plan. Rates on mortgages and in- Success in this drive for laws to 
stalment credit have been adjusted force credit charges down thus will 
frequently to reflect changing money save few individuals money and will 
market conditions, and credit in these d>st many people more. Maybe .some
areas has usllally been a profitable one should find a way to save consum
product on its own. ers from some of their· self-appointed 

Charge accounts and other types of saviors . 
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It 
·~'!::.di (}ver Credit 
_\ >11.'-i ll l ll C L'-i, n C ta i Jc J'S 

1·i.rJ1t ()\·er Did to Cut 
:I ut r.~~·e- ,:\ ccou 11t 1 la tes 

, I . 
1;1 n~l'S Culled E:-:orbit:111 t. 
But Stores Predict Hise 
In Prices If Interest Falls 

,;o Jlillio11 S:1vi11g· 111 a Stale 

Dy J<Jl!X A. P,:: ~T::0 
.'-'•1·li [.'r ,'J'J1·•~ ;• ,,J 'L~1; "\Y.-\.: :. ,...:;T,. :i:T J•Jt·r:~.-.\r, 

C0~.'."'.lln10rs 8nd cnn:.;1_1r.1~!'•C(',t'JS{';.-)llS rol; ~i
,; ns J.r1.." !n1•1:::.1.si.i.: ti·;r:•ir 1:~·:·\..1::s to k!1(,:::~ 
•'.Vn tL,:; Lj' •'.1-rno::th i:~:f~rr·.'< r.:te that 11:c~: 
1t·ti!-._•1·s ri~:: :"':~·f; on t~c u~lp::titl b;J~11H:::s Gl 
'!.-i r-;

1
0 nc,~·{)'~.:~s. 

~~t('.h d1 :\·cs L·:,,~:c St1!·f~1.c.::d off ~::d on fcir t~1 .. ~ 

l 1

:/ \:\:i}iii:r~~:~t~ }~~'.r~:;~x~i:J./{ 
Lu: o~t'._v 1c1··cr:.tly h::.s U:•~ n:01·tr:1vnt v::_::~e i 

t~k)1t•.-,;hic 1:-:t,,r.1c·n~· ... 1n1. Th·:-- ·~1air: ;:~:ur v::'..S n. 
1:!:~~: L~ ti:">: \\'1.:-ct\:Ein ::=ti!)t··:nv·· co 1:r~ L~.< Oc
i:J,:,: :c:.::·i11_:.: u~.1~ . ..:trJrcs t::c!·e ch~~.:·.:;:::c:; ~,~1 :.S'; 
~e \1:?~-· \'j(;1:.ti:1:,~ t/:e ~:Jt•~·:: t::urv c·.:.!.li::~ (k 

; . Si:.11~1!' .<;:;.'.) l1~1.\·•_! .::;:i'::·:c t~: ·-~!l f1~,_:,j !11 a:~r;:J'. 
d,;-;:,•,l (1:(·,(;f ~:'1:-:,:-:, Jll(i ],:,~t<.~~:lJ:1 l',"-"' i:t-'(•~: 

tt",)•.:i.:•.''.'(~ i:1 J ~ i~ 1 0: c-i:"lci:.:._Ji:·.:.; :•;(~',\" Ynr~ ~t:·,: 
Ji:'•':•! ::i~~ -~ : 1) li:-~~~t c:r,_)cLt·C~l\l ii1t:.•t2.:: ~·J 1:::3 

.~1,, 1.:; ~_/ ... ::: y,.-,·;~·. 
Ti-..(: n,,\:1·. (·.S. if 2ll(Cf'S3~·111, cr-,uld :::1vc co::

tn'.~:·;: i -~i'.'.I e::;:;: r~~:.1i11't:-- 1 n1illio!·,3 of dc:::11.:; 
yt_•:;r. 'li~is "h•;1tc.~2nts 0.:-1 cx~r,:·rr:~·'.y· ser~u!..:.:; 

:rc~-:t tr) rr:<~if~ir:.g.'' decl l!'l'3 J;.~L1,--:s Bii~~
'{;2:C:1=1nt o~ lf'.0 :,:.:~:,:i~al R,:.:tail ).1erch1:1!1ts A:~ 4 

i~i.~t:.i 1_•,7. ~~; ~i::y ::~C~'':"3 say rl:-;y lo~e n1or:.ey 01: 

't;~!lt C'-..(:"'.'1 :L~ }.).,.;., :J.r:d ~,!;', :.-:'.'.::::,') 3 Ly:.; if lt:·: 

lo.,.·-~~:~ ri r~::- s·~1v1..>2~<:.;f~:l pl·i.:es \Vi1l ;0 up a!':-.l 
't'(:it ,;·i;l 1.:2 (•:~t-;:1(c-d to fc·~\·c!' !'C!'5,)l1S. 

1.--11e cc,::ct:>r:1ed !'-:•t:1:10:--s ::: r0 cour:U:· r::1-t ... 
.c::i!~~ v.:i::1 a vi-•r:;--~.1.nct•. J;1 se\'t:!·21 St)tc~ 
.ey ;:i r,._• 10'-~byi:1_;- fo-:: Ilf:\'-. cor-sti:110!~•cri:c::.: 
\\"S to r~1is~~ t>.P per:-11:ssibl1~ J~11r,_t~l i:1tcr:•s: t 1) 

. '.;. 0!1 ~icr•)'J:-.ts v::~h c.!!;-'1:tid h:1L1 r.ccs of s.~ .. -·J 
· le.':-_:.:; c:~;d l(i ;:L".'P t;1c Lt~:! ,1t 13r~ on b.1!::nc•:: 
;,)ve $):·11). t·:nl: 2.t~d OkL~:~c,111.1, p~-i_33e,J sue·~ 
~~.-s t\•;o yt.•.:~·~1 <.1:::-1_1, a:1d v.·~:o::11!1~2.' :~;-.d In:i:~:.r.,i 
1r10~.-t~d s:1u 1:(1r :;h'~'J.sures or1ly l:~st n1onth. 

::o 1;n1:on of Credi~ 

T~t'~ :::t ~tP~t-!'j.t:: b 1.tqe ce~:ters o!"l the r•'
il\:~.::; _cr,•<Iit-c:-1r,:~ ::H'C',J1t:1 ts. typic::Hy cxtc-:1.'~l-~·_.i 
IP, .:oi.:-•.zl 2' ·1rL-:, o:l cont:>.i.JH•:s ;n:.d b~tnk-a:i:r·
•. ,J ('t'Pt~it s:1:~it••n-:.3. such as ).Lister Char.~e ot 
;1n;(.\n1t:ric:u-.J. T:1e~t2- c.i:·e !-;O·C<-~ilcd open-cr:.J 
·~r,:.1nts 011 \\ >>·h a ct1sto~:n1"'r c::in ch:-t!'~·c .l!1~.-

.;n1 '1~·. t· 0f p:1:·i:l:·ts 1:s ~is lor-, . .:r :1s h•~ pL1ys a spec
,:d tni;lfdE1P1-'lS li~t!e ;\S '.>l!)---CcLl'il Il10!1t~:. 
(p.:;,.,,l•'"'rd, o:· in.;;;~,1llrn•)nt. crt-dlt, 1bU:d1y t:3,:d 
1 :)uy c·Jt:· .; . .;n·t i:-.vt:lvnl in t!~e di~;~ute. 

I..i. )t :·~',tt'':i rt.:':'1!1 -~·L:,,.~·. t'.:1·(;1,:•.:~; L1~1~nrq,-,. 
-~·:-:, ~-:, :_'~r:ts :.~Hi i'.,!ii'.1 '. :1::111t::-1t1...•d ~(J ,s1·1.::.,., 
-rr:-1:1~. ,\i'f•'_lt. 11:\1~ t:::1 t -\\·.t..; Lt111 1~:1t un crrdit. 
·~; t':,~ln1:<t'fL Ot' th1t i)(ll!'..,'.!t un ('I'r<it. nc;..,rly 
1' ~ •,\.",:.; b{1!!_.,i:t en I t~\'1.o!Yi'.!'; t.:rcdit ;1ccount.-~. 
'.'.::,, I, :n.: n1~ .. -~l"- ;i ~1.1r,'>. :l~·r•,>li: r-.q bili;cn \\":13 

·,:·...,,,d (\·1 l'· ye,!\·;;~:_; c~\:!.r.:.,··• .:i_,•rnt:~1:--;. Thi:• 2,.\· .. 

··:::.._: i·,t:,l'.'l l' in :-t_ .\~ ,nt•",1::1,·r·'-· t\.'·ir·,l ,t.'r ('.1 re,. 

Anrl tl1·1t, ,,r ,·n1irxr,, Iii a 1·0:1:a1mPr's ~:1vln;::
on j1·.·t nt:i• ;t, 1'r,'tnt . .'.1 11 .. t cdddl 1·•1·!•1..:s cnn .. 1i:n• 

('r-;. n·;~11l::rl/ 11.·p :--.•·' ~·r.d r1 1 ''_llt 1, 1nL; .. Jn ,(·ph 
Ji·t,·i :, 111·, :•i• :1; nt :::,· \\;•, '.11~1:~1'111 :--.L,t.: Lll1nr 
,·ottrl''il. fi;_;ut•·.1 th:t~ \\.,L.jn,:;~1 1 ,11 n·: id(~l:L~ ;-a\'~ 
~;,,J :1.i!!:c,:1 \'f•:1c ~·1 , r1 €!:t cL:tr:~,•:--; now tl:·.tt 
\\';,,-liin"l1111 h :··: l,i\1:(•n,1..l it~; ;1tHH1<•l rate to 1:.!',;, 
frorn l .. :,;-. 'TL\· t'lldl:~~f! c,u1;c 111 1~: 1~,). 

1:,·1:iil.-rs' Yii•ws 
J-:, v:ilcrc; c:1\' t!1:1t lowPrin::;- !he lnlen·~l 

c:h.ll';:r,.; i:: ::;tk~·li a c-n,11r,w1Hl d,h' goal, \\ith 
~u .. .;t r.l!lC dr._-,,,\'.·b:H·k: it hrin:-:.-; t1h'll1 l•l-<-'c:J. J.C. 
i 1 , c::,,._. t,:, Co. r.-ccr:t!? d!:-<1·lo:·1·d lh,tt 1t lo::t ~,:.::~ 
:.::!: .. !\ on it.) crv1..:1t <.111,:u,Urn;:i in lD<i'.) :--t1~d 
p"rif- L!,l\· lo<.:t a ~1n:1~;\r :,:11ou:!l in l'.170. }le:nncy 
.. : ': . ..: it ·rc(·r·;vl_'d ~:-~, njllic;a in i!1:·,:1 in "::i•r\·icc 
,·!•.:1:-.~t·,~;·• \tl1,~ r11r1~t·111~.:1;1 (:--,r it:~ • 'lt•:-itJ b1:t li:At 
i:> (•:-:p(,:;:-<•~.; i:1 '.·n;·.nt•(·t~nn \vi:h l-rec1it ~;1:P.~ 

\\'1'•!'!' :~10~ n:illirir;. 1'!11; {.'(i.'·/S v:"rC n1:Ji:1ly ;1,d
;:·, i ..,: :.- '..t':--'~tl\·c- c~q):·•n.-· ) :1 ::rl rll.-n·;:::t.);) frJr GQ)TO\V· 

lr.:, .. \t.~~y ~;;.,~'.r;ai,~;c. '\,,~t ';,•;, Ci!'<·tlln:,t,1 !"'C-; 

'th,'!'.· :.-n't a r,.,Lc:k-:· :,rn,1nrl tlut m:Ll:,.s 1,c-:,ri\' 
th-_• 7',-,turn c~1 i:-:·:, _-=tn.:'.1t fror:1 cr.::-icLt t!;::: 

·1·::,~ ht~ rc<:z,,d l•:: p~ittin:; th·,~ 1~1nn.·~· i1:t•'J 

nU1>::r b;: ... I1>:: · c1~: 0 rp~ i:·f'." :t.--.::(·rL, Go;·~ 

' ;;.1 ;::·,, ~.'· ~;:\.:\. 1:;,'.:':.;.r;;~,;~-~/,~'.:l~:;~.:\'.:,:!~~-:~;t;~:: 
::.: ~:s \\':1nr~ er,,,~:: op,_·r.1!io1:~ \".r~· ''frorn ·1. 

:·:·::/:: :~t p~~f:~:o\~
1ct ~~r:;~,c~'.J~'l;,.~:;:~./~;;~/;~ 

.- .,_, i ~. 

l-":·onnnc::t.s <)f I.:.·.1.·t"'l' ratt•s ~1r,.:- 1~nn10\·ed t ~
i..he ti:'~ta.i!c·r:-' :1 r;::·.'.1nen·~:...;. "1'1(1 no: r:xactlv 

JJ'i.1_"',t's(J TUi'H to J>,,,,c s. cu·,orin 1 

.111Cl Some Interest Rutcs 

. 1 re a .llcrc I 80<,i, u } ~cal' 
.;·; :, a \\ •. \ ~- L ~-:;! ~:: :-:1' .J, ,;: r:.~: .\ r, ,-. • t' ·• le' r ;F/rtr,• 

:;ot o:i:v Co r::.•J:~t r~.:;t,til(•:·s (~i:u:~e 1.::'; 
i~-.~;:•rl'.~l <-1. ~y,:·;:r o~: the 1::-q).::d b·d;:•.t1t cs ct 
t~1.•~r credit•c:"i.rJ ~~•'i.. ( ~11u~~. eon . .:1.!rnPr,:: 

::~:2rcst 0;1 1r:.0l-.,.y i.he ::::::::p1)c:-s 
li'('."C p.dJ b:11:k. 

That':; iJ~•1_ J.~J. 0 r;:o;--,L rt"U't.ilcrs 
··~-..:·eyio:1:.; b:d:{.r.ce·· ~-:;,-;;~.:·n1 of :i::1.::·i:-:.:: i:1-

:\~i:\tt0~~';;; /·:::;~:;~el0~:.~'-~'.;, \:,'.;;'_'.•; :.~-'.l: 
.~·~ ,~,o. etnd c!:.:i·i:::;- t::c 1nt'~::i1 :. ;,u !)"-: id --~·~:,). 
\-,_-'.ur ::t.1~~1:1c·:1: en :;:i!·t~!1 1 \;.·-·1ld s::0\v a 
r .. :~_ \<..nee c.Lje of :,,10. i. ut ;-. n i~1t,:•1·C'~t ,i1,11·se 
L..:.scd on th•.; !l::1 s::Jo balanr:B. v:hic~1 {!~ 

:.::,,-~ a n10nth \1.-T·.:~d ;}e SL,}:·., ... \r,! .. ~rir:g t: ..... :t 
t·l:1r~e to th•~ :)10 C:J~1ace actL:;.,dly <lc.0 
~,,·r:r~~s o~t to on ar.J1:.1al intcr,:.-::t r,~t+.; of 
:~.Y;. 

''I e.::-ti1:·1:-tle F::1t CO!EU!nt;r;-; :1re p:o.yi!\~ 
ri:, c~~tr<.1. s:::1;•·1 1::t!Iiu:-1 a Yt~·~• !" in fi:Lt!H'e 
c:-.Jr~c:; b~catLC o: t}::• ~•!·~:\·10t1.~:-baL1~<·c 
;;:,,_ ~te1n . ., ~n:.::., ~cil. \\'iilu n1 Proxnu~·e 
1 ~). \"\"i"1.!. t"L: 1·.·1." 1ntrndaCt.'J the F,t'.r 
l-::,:dit r-;:11:n~: ~\(~in ~L 1.: Si..'!'.;1L-· to pr0l:lLi: 
tt.~ 'll'CYiou~-,1~tL1 n~e .. :,2--~t1::n ;irid r1..~011in~ 
t:: .. ~ t;~c: cf thC' ··:,cljti:;:ed b:.:L:>~11·~·, 1rt.:~hod 
t.1,1t dc1c.') take r:lrti:11 1,:y:1:.t::~ts in~o ac
cc.•J!ll \v!;cn •~~,:.;e~.::i!1~ iri.Lcr,•5r. 

Of tl:1: t>p fi\-~ !1,~tlc-!1;11 ri.:L~•ilcrs. nnly 
J. C. Pe:'th'Y & Co. :,nd S. S. E:rco6e Co. 
u.,e lhc adjuc;tcd-iJalan,:e sy.'itc·m. 
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Cla.\l 1 0\'(T Cre< Ii t: 
Cons un1crs;· 1 { c tai le rs 
Battle ()ver Ilates 

Co11ti1111cd From Fir.\t l'agc 
drowning- in tear:; at ret:iilf'n;' ~torics 
th~y'rc Jr1.;1ng- monr·y," !'av,; :\!r. D:tvis ol 
\\'n;;hinc;ton labor council. ''I know iY,w you 
manipul:ttc num bPr., to :s:1ov; a:1ything 
want, and I bet tint's wb 1t they're doin 
make their co:,ts c,>mc o,;t ~o hi~h .• \n, 
what lf they d•Jn't make a:1:; money on ere 
That's just part of the co.,, of doi::,s busir 
Rctai!,,r:-; would be worse , if without it, 
they knrJW it--that's why U1~y don't just 

~ givin::; credit." 
Rct.i:lcrs concede that credit gcner 

sales tit(•y woulcln't olherv, i•c get. "A reg 
charge customer b'.ly:; two :,nd a h:1!f to t 
t:mcs rnor,:· in a yc-,r th~n th<' a';(~age , 
custon1er/' ~0.y.s Ed,,v,3.rd S. L 1unn...:·l!, p!·e::i 
of i\Lont::;-01,1cry \Va:·d. ,!I'd 0s~in:~:c H1~t .: 
of appli1.nc:cs. i'urni:urc, tii_·e.:; :it~d 0tI:.·:~ ex 
sive items wo11lcl d!·op 33•'~ ~o 00':: i! c: 
were sudtk:1ly di.,co:1tinul'd." 

Like rn,•ny otl:er ret:Ji:c·:·~. \\'arct·3 saJ,, 
credit have incr,:-:1,.,'d to r.,0:·c tl1;1a !1qlf o 
total volume from ,' bout 30';. 10 yc:us .:igo. 

So retailers ;1 ren't lik~ly t 1 r·ivc t:p c:· 
but they v;ar!1 th 1t !: \vi!l ·t~.: 1•,.~rdcr :,J g~t 
prices wi'.l be h:·.:i,cr if tllc::'re fo!'c1:d to le 
their intC'rc~t c!i:.ir:-d, It L,'t an cl':!:i'.:, ,':1 
.;\ survey of \\'~1st1.·::~1on .s·.:~:e reLti!ers ff. 
tbat 5G\f of trF·1n l;:·~d r:d.-:cr. ~:'l ices by an a 
age of Zi'.i- s,,cc\fk 0 ,1y to c-or,1pen5ate !er 
}o·,ve-r in~(•rc-.;t c}i..:rr:c•:.;. 

'
1Ti1is ha:, :he .:-t;:.:·ct of r:::-.! .. lns the cash 

tomer p::iy for so:·.1e of the cc.<s of credi: 
t0n1crs; 1.vc don't '!.~ink th~::·s fair," s3.ys 
Donne ii of .\lont;;<JL:c·ry hJ: ,i. 

Tf\e \Vashi~1g-U1n -~~udy ~•:.-:o four.d ti1.1.t s 
rctuiiers b0g,1.n c:1:it;in;; i0:· .30r.;ic-2s th0y 
viously h::id ofC-cr~d for L·•:,!--such as c:i 
cashi11~. g-i:t-\'>TC,~'•:Ji~:r, l.:1y~1-.T;:ty ar..d par1:ii 
and othc1·s h:1d 10·.1:ercd th•-:" ptlce they o::, 
on trade-ins. 

\Visccns~n r~taile!'S s2.y t~_cy h-1.Yen't ~-i-: 

ally rai.,ed 1,rkes ::et, bec:i.u3e of depre 
e-conon1jc conditinns and ~~ift c0n1peti' 
They are raising credit s~:.:vJ:triJ3 consi(~ 
bly, hO\':en,r, a trer.d also f.)tmd in the W 
ington surn,y . 

"We use a point system :n d,;terr:-.L,ing 
customer is crcdil-wor~hy," s:,cys P:1::I T. 
mister, m::in~gcr ot the '.·,o;·.r::;-or:1ery ',~ 
store in Kcno.'.-i:1a, ,r1s. "'Si::c~~ O~to'::,er. \\" 
increased the nurnb2: of po:~1~s neeCed to q 
i(y for credit by 15r". to 2W . I';·e s~en qui 
few people tur~1:d d~·-vn r. ('t2:1:ly ~.r::o 9.\-' 

have been given credit ca:·c:., a year ago." 
That's just fine with ~.::\'O,::ltc3 of le 

rates. 1,rr. Davis of the \\'a:"Jn::--,on l.1bor c 
cil says, "The b::1n}:3 and rn~.ilers want 
rate high juft so they can fi·,c c:-~dit to : 
body who asks for ,t. Our 111cr:1bers are l 
bill-paying- p•.:oplo--why sh01:lcl we be s 
\\ilh hi;;h in tere~t r~: tes to subJidize people 
don't p:iy" 

In those states where court,; ha\·e or m 
rule lnterc:st r~.t;,s ufurimi,,. ,tores have n 
to lose th:i.n future frcs. In t::e p:.st five m0 
in Wiscon'.,in, over :-Jv lndi1:,iual 5Ults and 
era! class action;; h.we Vl'c'!1 filed seeking 
funds of p:'.,.,t p:1yaH'1:ts. I: n··t,tilc:s Jo.-,~ 
suits, lhey could be iorced to p:1y out rniU 

dmayabb
Original



. , , ·-----·--·--·-------------

) ' 

J .. the of thh testimony: '• .(, 

,:' t. To draw att:ention to :+n ioe4uitable poait!ot, in wt'l~b the &octot'•~ cf thh 
atate a=e p1~ced. 

a. State 1a;,; requir•• doctor•• on the staff of county h()spitals ~!' treat 
indigent patient• without charge. 

b. There is no proteet;foti (If the dN:t<1r .from ma!pr.-.ctiee au!t br0llght by 
.~ indigent pat!ent. 

c. The doctor haa had, ttp ootil now, to risk hta persor..al finanda1 ucu:dty 
to treat 1n.11gent: pat!ant~. 

d. '!'he doctrine o,f charitable immunity .. -~!f"h pr~te~te1 doctora when the 
state law wa• paaaed has sf.nee been tevoked by the courts. 

e. There is an tnereutng trend tow2.r~ ir.o;:-e fre~uent lll.l1 pract:fee suita 
and toward h1gh~r judgements. Indi.g"'ot patients are suing aa re3-e!ly 
aa pr!va.t•• f"•for-service ~ .. tient s . 

t• To encourage the pa.a.age ot AB 579. 
3. t r~pretent only fflytelf tn this testin:iony. '!"he optrt{ofta e ,q,r-ea .. eil .ire min('? Oftloy. 

--- .. --.-- Factors lnvo1ved in Conatdert-ng Paa,age of the Bill: 
1. Agafost passagP.: 

a. 'Mle coat to the hospital. 
1). Since the hospital !s pa!d h;• the couftty for treating !nd1.gent p,'it'fent• 

thia coat could be recovered from the properly reaponsible sours"e. 
b.-~.-~ difficulty f,yr the insurance company to fig•J r. e th<:! r ates en a 

heteropnou. population of phyeiciana. 
1}. The technlquea are available tn the industry in the aame fashion 1n 

which they ·pr:eaently compute rates for claasee of phyddana b.aa~d 
0:1 the type. of practice fo wh::tcl, the.y ·are en-gaged. l would not clen1 .•. . _ 

.,. that there alght be di ffir-ulties 1n the eomput:atfons. · ;F 
c. Difficult:, for ,the ho•pital in obtafntng the tn.urapee cover.age. • 

l). The phyatcS. fjce the aae problem. . . . 
c. The fear that the hojpt~t will lose ita pre,aat ltat>iUty co,,.&ge , 1.n · 

the carrier ta forc•4 to auuane th~ unwanted liability eover-.e ~ t 
phydciatlf on t• .&eiff for treating indig-ent pat1enta. 

1). Tbere h nothing :la the bUl which forces the hotpital to obtatQ. 
ita 1naurance c~age frca the 1ame 1ouri:-e (aarket). 

For P,1.ss~e of AB· 579: .· .. , . 
•• I pcraonally beliff6 _tbei'e b an ethical and moral reeponai-biltty f<rt tfsj' · 

coaaunitJ at 1.-a•; .as oppoaed to the at:lect group of phy•te~ on1,'~ ,: 
to aaaume rea,on.lW.11ty for the cue of indigent patienta, !f •u.cb 
medical eare 1• to t>,e provided for thesa by government. 

1). 'l'be- phydctan U . faced with the choice of not practicing in a eO\JCltf 
hosp! tal 11 6aany tfat• the only one available) 1 or elae compullJOl!'fty ••- -• 0 

• 

accepting 11t17 ~•nt patient which 1a u•f.gne.d to him. 'nl!a ..._ · '' , 
he '.l'IUSt either dally bl• patients the choice of hoapf.tal facilittea, or ·· 
he muat 1 v!thout recourse, expose himself to per1onal financial rutn. 

2). When he ts alreac.t, contributin~ his share bv tre.:it!ng thege patients 
without char~e it beicome~ difficult t<' ac<'ept th:! s fur th Pr burden. 

b. Some insurance c01'lpan1@s insurin~ phvsicians for profes~icn:11 1 iabfl tty 
do not cover the phvsician for pa tfents he tr,.,, a tci without char p: P . 
Therefor~, the ph"'s1c1an is not co1Jered when he tre.;ts these fnrl'{gents. 
In the a bi::enc<! of other protec tion it 1s 0n1 v rpas on ;:; bl e t" 1~su'!le th Rt 
he must, ,,_,hen thf' risks become high Pn0uP:h, ref u se tn tre , t th.,. ~e p ~r-fpnt s . 

r 1-lfth the ;:ia ssap.e of ti~ and the destru,::tfon of the rhadt ;, b1,. f'ffl'l•m'Jt· ,• c0ncPpt 
th.,,P -f s « n in<.'re:rned tendenc-" to :.:; 11e ;,h•n d .<" i a ns. Th,_r.,.f ,~r,. ,. h;., :-,rot1>r t1nn 
i" nPf'> tlPri f · r rnc-re n 0<..; than ev<>r fn the ? f;s t. 

d. Tht> fi ri :? n r f a l :a s pert~ 0f pr0f,:, _<, <drm ;,; l 1 iabflf tY t.JO ti I<l rl fr r- ·: t P th ~ (' O lltlf'' 

l) . T'"l r p , e-f n 1:1 r0 e t , ,'),rl:' s tp ,::;. rli1 v r, u o:hin~ ll!'' the r·() •c t- o f ""'"'H ,·--: 1 r rP , 

\, !'; ,-,n ,,.,. 1 hu c: inr> s s 0 x oP0 """" r> " t , ke "IO"'r> ~ v rp r i c: i r:,n h c,,1t f,o/., "' !" '!Y.'t""' 
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-or vP r h<>r- ·11c:e <"f ,:,tn rlv. unC'hP<"ked 1:nfl.·, tfon. 
1-i\. ThP r-ne::t- r-f nrofes!Sional liahilttv 1n!<:tt1r.Jnr,::, ic: qkvr 0 ,:-kPtin1>. 

ll<>ino riiv cn:,yi rsra<"t~,..,, ,. n "'Y:Jm'"'le T wf11 rit!' thP fn110~.7inc 
-i-,tistiC'c:, Tn 106R ~r0fo-fd0n:d Hahflitv insurdnC'P ,n<'.t $9111 
or yp-r; in 1060-)07~ it r-nst $1561. For thP VP1r 1970-1971 the 

-n<:'t will ha q~-,ol.5". {T')P latter figure 1c: hiph hPr:upp T h~rl 
h;rl "11r1:dr 1 1 rpc:111 t uhirh T ren0rtPrl to mv fn"'ur:-nra rnnrr,.2-nv. No 
uit h•" hnpn fflorl vet'""" ,;0Jfrv •,12.P not rpnP•-.?ed. WhPn I tried to 

opt nP•.1 in~ur ,n,...P ,rfth ; rtfffprent cn!"lr>anv T •.ras f-:irPrl with a Vf>t'V 

,Hff-i,-11lt ",t., i-ion. N,.,, ,-nm"ciOV w:inted to arC"P">t mf'. The l"OP that 
+'{n·11y rliri ,~C',er-t .,,,,. ,Jirl <>o ~rilv ,.rfth r:1ther hioh r tP<i. Fven if 
.,,~ thrP~t <"f 1 snit •-•<>re ~re.,nnt mv r:1tE> for thi"' ve1r woulrl h,·ve 
hPPO 'nnrovfTTl,tPlv $?968.) /\<: VOi! r!!n see the p;,,ne>r J r.,to of tnrrease 
t~ lmn~t rlnuble p-rh vP r. 

~,. Nn hn,1:nP'"'"'l'"n r,n ;,ff0rrl to c:t·1v fn bu~inP"'!" unl!>ss he p::.;:<'e!'! on 
hi- inr-ro~,,,.d C'<V't" to hi" customPr8 "r obtr1 in" \'.'<'Vern!T',:,nt "nbsidv. 
Th" inrrp,c::fnq thrP ·t of m:11,.,r-rticP <ndt<: frnm thP fn~iRPnt l""''THl1;:;tfon 
wi11 in"rP '"P thP rnqt nf ,.,r,C'ticing mPdfr'fnP. The r,uPstinn 1". 
'"Jhn ·-h-11lrl h,., ,- th,. """t? the "'hvsici;~n? the 0thPr :-·,tientc:: Phfch the 
-hv"'i"i n trp,t-c,? r-r the rom,mmitv at ],<;r!?e?" 

( 1). "f11p :·l-iv~id-n is alrP::dv .,rcPntinl": hi.• c:hare ,:,f thP rost of 
trn 1 ting 1nrligPnts bv rnntributine t~XPS ~q do the reAt of the 
:-onnl·0 tfon, ,nd in .7r'ditfon bv contributing, for frE>e, his 
""'rvfr,,.~. 

("'. The other natiPnt• of the physician are alre 1 1v under2oing 
fin.:ncial r!iffiC'11l tv trving to finance t~ir O'!."tl iJlnesses. 

(1). The onlv Jrp--lcc,_1 nnn to ;,C'CP:>t the fru--re"sPd coct f .. the 
~onu1Jtinn ~t 1.rge: 

i, ..,...,,.v ~r.,. the onps Ph"' voteii to suor,lv the cari>. Therefore 
th'°v .-houl~ hP the on,os to finance it. 

ii. 'T'l-,p inr-rp,c.,od rnrt snre-rl ~roong manv woul~ be h~rdlv 
notfr-p.c;blP. r,!'hf>r"'':", -mong thP few the cost would be a 
hP vv hur<lPn to bP,r. 

~tncPrelv vours, 

~t11hh,M4 tr, ld •· Peld,r, M.l>. 
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COMMENTS ON AB 579 

Objectives of this testimony: 
1. To draw attention to an inequitable position in which the doctors of this state are placed. 

a. State law requires doctors on the staff of county hospitals to treat indigent 
patients without charge. 

b. There is no protection of the doctor from malpractice suit brought by an 
indigent patient. 

c. The doctor has had, up until now, to risk his personal financial security to 
treat indigent patients. 

d. The doctrine of charitable immunity which protected doctors when the state 
law was passed has since been revoked by the courts. 

e. There is an increasing trend toward more frequent malpractice suits and 
toward higher judgments. Indigent patients are suing as readily as private, fee-for-service 
patients. 

2. To encourage the passage of AB 579. 
3. I represent only myself in this testimony. The opinions expresses are mine only. 

Some Factors Involved in Considering Passage of the Bill: 
1. Against passage: 

a. The cost to the hospital. 
1.) Since the hospital is paid by the county for treating indigent patients, this cost could be 

recovered from the properly responsible source. 
b. -----The difficulty for the insurance company to figure the rates on a 

heterogeneous population of physicians. 
1.) The techniques are available in the industry in the same fashion in which they presently 
compute rates for classes of physicians based on the type of practice in which they are 
engaged. I would not deny that there might be difficulties in the computations. 

c. Difficulty for the hospital in obtaining the insurance coverage. 
1.) The physicians face the same problem. 

c. The fear that the hospital will lose its present liability coverage in the carrier is forced to 
assume the unwanted liability coverage of the physicians on staff for treating indigent patients. 

1.) There is nothing in the bill which forces the hospital to obtain all its insurance coverage 
from the same source (market). 

2. For Passage of AB 579: 
a. I personally believe there is an ethical and moral responsibility for the community at large, as 

opposed to the select group of physicians only, to assume responsibility for the care of indigent 
patients, if such medical care is to be provided for them by government. 

1.) The physician is faced with the choice of not practicing in a county hospital, (many times 
the only one available), or else compulsorily accepting any indigent patient which is 
assigned to him. This means he must either deny his patients the choice of hospital 
facilities, or he must, without recourse, expose himself to personal financial ruin. 

2.) When he is already contributing his share by treating these patients without charge it 
becomes difficult to accept this further burden. 

b. Some insurance companies insuring the physicians for professional liability do not cover the 
physician for patients he treats without charge. Therefore, the physician is not covered when 
he treats these indigents. In the absence of other protection it is only reasonable to assume that 
he must, when the risks become high enough, refuse to treat these patients. 

c. With the passage of time and the destruction of the charitable immunity concept there is an 
increased tendency to sue physicians. Therefore this protections is needed far more now than 
ever in the past. 

d. The financial aspects of professional liability would dictate the county assumption of this 
burden. 

1.) Increasing costs are steadily pushing up the cost of medical care. 
a.) General business expenses and take home pay are rising about 6% or more 
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per year because of steady, unchecked inflation. 
b. The cost of professional liability insurance is skyrocketing. Using my own practice as 

an example I will cite the following statistics. In 1968 professional liability insurance 
cost $903 per year; in 1969-1970 it cost $1563. For the year 1970-1971 the cost will 
be $5291.52. (The latter figure is high because I had a bad surgical result which I 
reported to my insurance company. No suit has been filed, yet my policy was not 
renewed. When I tried to get new insurance with a different company I was faced with 
a very difficult situation. No company wanted to accept me. The one that finally did 
accept me did so only with rather high rates. Even if no threat of a suit were present 
my rate for this year would have been approximately $2968.) As you can see the 
general rate of increase is almost double each year. 

c. No businessman can afford to stay in business unless he passes on his increased costs to 
his customers or obtains government subsidy. The increasing threat of malpractice 
suits from the indigent population will increase the cost of practicing medicine. The 
question is, "Who should bear the cost? the physician? the other patients which the 
physician treats? or the community at large?" 

(1). The physician is already accepting his share of the cost of treating indigents by 
contributing taxes as do the rest of the population, and in addition by 
contributing, for free, his services. 

(2). The other patients of the physician are already undergoing financial difficulty 
trying to finance their own illnesses. 

(3). The only logical one to accept the increased cost is the population at large: 
i. They are the ones who voted to supply the care. Therefore they should be 
the ones to finance it. 
ii. The increased costs spread among many would be hardly noticeable. 
Whereas, among the few the cost would be a heavy burden to bear. 

Sincerely yours, 

Jerald B. Felder, M.D. 
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• • A.B. 747-- Outlawing Pyramid Promotional Sales 214 

Topic: Most effective menns of eliminatin~ the abuses of pyramid 
promotional sales and "endl&ss chains" is to outlaw 
such sales or chains. 

I~ 4 ~tti#i Baste Approaches Have Been Tried in Other States 
,;ij ¥ri:fffi##,~1#t£¥if.11/tJ# in dealinFX with P ranid Promotional Sales: 

of pyrao d promotional marketing plans 
A. Requiring registration/under state sedurities laws 

B. Outlawing pyramid selling schemes under anti-lottery statute: 

c. Prosecuting promoters of pyramid schemes engaging in fraud 
and m1srepresenta,tion under Consumer Protection Laws and 
Unfair Trade Practices Acts. 

D. Outlfl.Wins pyramid promotional schemes or endless chains 
by st9,tute. 

CONCLUSION: On tha# basis of 1nfonmat1on recelved from attorney-
1;renerals, securities conun5.ss1oners, ancl public officials in other 
·states, the ~ost effective way to protect t~A public from the 
abuses of pyrqmid nromotional sales is to nrohibit th~ prenaration, 
operation, And pro~otion of a pyramid pro~otional scheCTe or endless 
chaino 

II~ 
X 

Definition of a nyramid pro~otinn~l 
ful lY e::plained by other spe8-1ter~3. ) 

~chstn""• 
}'r'id t;if 

(Note: To be more 

A. Involves n program or plru1 for the nerchandisln11: of propert 

B. BUT, in or0.8r to ;}9-1'.'ticipate in such a pl~~n, ,q narticipant 
l/.(.1:i7: PAYs :-!ONEY 09. SCH'::: OTiIEH COlJ31D2.2A..TION F01 TBS CHALICE 
'TO n3C~IV8 ADDITIONAL COI•;P&iSATIO~: 'I'H/ .. N 'i'HAT RECEIVED ~'C18i·I 
'IHE SALE OF 1,rnaC.rlAi~DISE FOH PHOCUflL;G A!W 1fHER PEH30N OR 
PH:tiSONS 'TO ?ARTICIPA'r.E IN rr:-IS SA:',:3'. PL!-,J\i • .... 
Note: The lrr:portant potY1t 1nv·ol ved in a pyra:nid scheme is 
that a particip~nt receives jf,#jij# eo • e re~uneration simpl 
by persuad in"?,'. another porson to come in to the prosrarr1 or 
after persua1 inr~ "",nother 08:CSO"l to co,ne in to the program tc 
receive re:nunerst tion whsn ot•H~r persons part ic i;'.)a te in a 
progra~ that are introduced to such a program by the person 
ori6 1nally spGns0red 'by the p2_rticip~l::1 t .. 

Examole;. A intitmduces B into a pyramid plan. B pays 
a sum of :noney to join(/, the scheme, of 1:hich A receives 
a percentage of the money for "introducing " B to the 
program. B then persuades Cd and !) to buy into the ple.n, 
and both A and B obt!:li:n °commislons" or a share of the mone 
of C and D for sponsorinr; thAm or brirn:i;ins them into the 
scheme.. C fJ,nd D then have the same opportunity to •12;Qke 
monny by int.c·oJ1.tei!1;,~ oth~r peonlA into the prosn:-;;•s and so 
forth. :wT:~: --r::-::E PRii;E J:iOTIVATIOH FOR JOLHW} Ti-IE PR.OG?Jo..L 
IS lJOT TH::: r:XF ECTA TION OF PROFITS FROI-1 THE SALE OF lIERCHAN
DISE BUT TJiE C0!0U"lIS$IONS TO BE EARNED BY BRINGING OTHER -
PEOPLE INTO THE CHAIN• 
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III. Inadequacy of other approaches to the control of pyramid. pro
motional schemes: 

A. Registration of ppramid schemes under securities laws: 
tried in-- (Not an exhaustive 11st) 
Indiana, North Carolina, tiichigan, Arizona, t.tdt:l#Oh1o 9 an:~ Ti 

1. 'lheory behind the scheme: the sale of "disbrii:r:ltor~hips 1 

or the marketing plan of a pyramid promotional scheme 
is deemed to be the sale of a "security" under the appl'. 
cable state ~##ju&~ securities law P....nd thFBefore re
quires re~!stration with the state securities com~iLtio2 
before a pyramid scheme can be promoted in the state. 

Note: Newica State Attorney Gew~raJ. 11 s Office has indicf 
no such requirement regardin~ pyramid schemes exists in 
the securities laws of this State. Tnus, no iregistrat: 
now required. 

2. Major problP-m with this approach: Courts are -very re
luctant to hold that ".nar1:etln:_::-; plmwn of a P?ramid sch, 
fal}. t1i'chin the definition of a "'2teuritv 0 Bubj:-et to reg: 
stration and thus there ls little stat~ authorities can 
do to P#?V~I~ su~erv1sc these schewes for the benefit 01 
the public. 

). Other major problem: E'.ron if a promoter of a pyramid 
Acheme rer:isters with the nccuri ties co1~nis21o::i8r;l cu1d. 
promises to ab1de by the la~·rn of the state i1i th respect 
to the sale of securities ( i.e. a;~reeinr; not to lssue 
fe.lse or fro..udulent lnforn.1ation in connection ui th the 
pror:tmt1on of the scheme), raany states haYe been frustJ:.'7ti 
1n correcting abuses arising after l'flgistratlon, when 
a proruotQer docs not abide by the terms of his agreemeni 
with a securities commissioner or attorney generalo 

4- • EXAHPLES OF TEE FliUSTr1ATIOi·J I~J OIBE}{ S'£A'!'23 II{ DLP-.LING 
WI'rfI I!ULTI-LEVEL DIST:.1IBU'I011SfEPS Al-ID PYF:AViID smE;;::ss 11 
O'JJ!ER STA TrE"s: 

State Securities Board of Texas; A. J. Ellisor, 
Direc~or of 2nfcrccr:-\C-nt -.;•:ro'.::e on Feb. 18iy 1971 
thatho Texas Cdirt Supremo Court upheld a ruling tr 
a mtl_ti-level ~ha?iti.d distr1butor£'!";.tD W9.~ r.ot e. sec~ 
curity and not required to register with the Texas 
Securities Commissioner. Pr. Ellisor concludes: 

"'Ihe only effective way to stop this type of fraudt 
lent operation 1e to p~ss a ~tatut~ 'tfh1ch m.'3.kes 
multi-level-chain referral operations illegal 8nJ 
putf' felony ?enr-.lttes on violators. • • Sone 
states 9 Emch as TcZ<:"ls, have proposals pending 1:n 
the legislature prohibitin,::; multi-level:::' by amend.:r.f 
of their consumer protection codes; some Aouil.d a.mer: 
the penal codes in the lottery section and others 
would amend the Seeurities Ac.ts." 
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b. Attorney General of Michigan wrote on March 1, 1967 
that a multi-level distributorship company engaging 
in a pyramid promotional scheme had presented a 
"revised 11 marketing plan after the Attorney GEneral'::: 
office brought suit for violation of the N1chigan 
Securities law, which was approved by a lower court. 
He wrote: 

"We felt the court erred, and have A-ppealed. :;e 
based our assertions on general law of lotteries, 
fraud and the snle of a security under Michiga~•s 
Blue Sky r.,,s.w. 0 

Note:. Pending the appeal, the pyra~ld scheme cori 
tinues. 

B. Anti-lottery statutes: Louisi~nA and KentucJ-,cy have held that 
a pyramid selling soheme constitutes a. lottery under their 
state stautnees, as have Texas, Washington, Ore., t"'la. &J\Io Ca 

A 
1.,, Problem:/ Lottery is treated in the same manner as gambl 

in these states, where g<1mbli!1g is ille,~al. 

EX: Louisiana Revise~ Statutes 14:90: ttGambling is the 
1nter:tic~s.l conductin:?:, or1 ~lircctly·· ~ssisting in 
the conductin~, as a business, of any game, con
test, lottery or oontrivn.ncc whereby a p8rson risk 
the loss of anything cf val:..i.e in order tc re.il1ze 
a profit., Whoever c011;r~i ts the cr:ln:.e of :;,;s-bling 
shall be findd not rnore than 1500 a~d imprisoned 
not m.ore th:=m one -:f P,A.r. 0 

fl;#fff/Jf.;f;$i/1/iJvififr!,1t{f:(j-i-/f/]!/!J'1'!t'/ 'Che Attornf;y Ge~eral of 
Lbuis1anaii h,::t~ ruled in a formal opini:m t~at a pyrarn1 
promotional sche~~ whtch has 0.s its nri::c.arv pur::,ose 
the SALS CF DIS 1I'HIBU<rQ:1SHIP8 and its se~ondary purpose 
the SALE Oii' f1'.88CHANDI8E wiia a lottery under the above 
la:;•1. :-re s ta. tes: 

11 As we view thP. mq, tter, · 8 ince the r,ri~:'try purpose 
of the 1'11lbject pyramid,# sell.in~ plr.:.i.n is the selling of 
the product to other investors or members of the orga~-
1zat1on r8,ther tr:.an to the p 11."blic q,t 1s.rge, a represent: 
tion or the crention of en tllusion ths.t the prim8:r:--",;T 
purpose is to sell the product to th~ '9Ubl 10 cons ti tuto, 
a fe.lse representation of the purpose of the plan ~"1d 
is therefore a deceptive business prnctice.V 

2 • Nevadn's lottery statute does !',)t ?..Dn~Rr 8Ub.icct to this 
interpretation, ~nd the Attor : ~~neral's office h~s 1n• 
formed me fi; thfr;f t/1',}aft t;frJ!'i t · , c they do not feel 8. py:r·2.• 
mid promotional scheme would t,. ,utlawed by our 1Hk## ant: 
lottery law. 
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D. 

c. Consumer Protection Laws and Unfair Trade Practices 
Acts: Enacted in most states --##.f)/Jp;ft but not 1n Nevada. 

1. Theory: A comprehensive consumer protection aot pro
h1bit3 certain unfalr mechods of competition or 
unfair and deceotive acts as defined in the act. 
Some of these acts include language that may outlaw 
pyramid p.:-omottonal schc~mes. 

EX: Ferill. 1 s Define#s one un€air practice as: 

GPromising or offering to pay, credit or allow 
to any b~1:rer, any compensation or reward for the 
prod.u~rement of a contract of purchase with othe 
(passed in 1968) 

The Penn. Attorney General has taken the position tha 
a referral selling scheme as appears in a pyrar.:t1d pro 
motional scheme 1s in violation of t:-iis law. 

2. ;~ew Yo~~k has gone the tfii~[,{i1 farthest un,1er a general 
const:mcr fr,:1uds act to re2triet the operation of 
a corcp9.ny cEgr-udn~ in R pyrartid pron::.otional sch~me 
ana ha8 entered an arran.;i;eri.ent 11hereby the company mu. 
retu:r.-n all tloney invested in such a scher,1e to those 
defrauded • 

Problem: In the abRence of a consumer 1J!'Otectio.n law witl 
soi:te ind icntlo:u th8.t pyraTJicJ pr:::>r;ot 10...-m.l J~-; che:2os E~re un
lawful, nothin[~ can be done. Nevada now has no such lav:. 

Laws outlawing- pyr9,mid p1·omotional schemes: 

EnJ1cted in: Im-;a., Vir;rinia, California, ti1sconnin 
(Several prosecutiorn 1.rnde:cmy Va. r1.:rd IonR). 

Fending in'.' l~ew l:in~±ico and :•,r,rylG.nd 

'Iheory: Outlaw (,fr/# tho operation or pror:1ot1on of a pyra.T:j'. 
scheu1e by makin~; it ~• :.r:isder:.teaaor. /1ls0, •,:.-:,~rn tt poss1cl( 
for those persons t.•:ho have been defrauded by jo1n1n:;,; a 
pyramid scheme to recover their ir:vest:ncnts ty v~1:(iding 
any contracts made in connection wlth the oppration of sue 
a shheme. 

l. Summary: An Io.-,a Court upheld the val1di ty of this typt 
of etatutc: iY: -:1;:_sr3 1,"~1t.!r'"1 Et pe1~r??rLl'"!.e21t ir~.:;.~ ... ction -c·10_-~; "2,nt• 
ered &iJli:rnt th~: o;;i0rators of a pyrrn:;id. sc:1e,Ltc-. The 
Court said; b;f 

"llie llgitim.acy of the application of the State's 
piblice power in such a statute, is bhat referral sales 
have been a fertile field for fraud. Such has been the 
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expert.inns with such ~ale~ metho<ls throughout the nation 
incl uc ing Iowa. To say that such a stdltute is cons ti tut ion, 
1s not to Sa'"J' that referral sales intrinsically cannot be 
legitimate and honest--doubtless JTA.ny or some have been or 
are---it 1~ oimply to say that co,nmon exper~a:nce indicates 
rnrmy a.re not and 1 t is d1fficul t to distinguish 1/:P until 
a.fter the fe.ote • • • It ls simply ttb nay that the si tuat 
is an e:pt vehicle for frRud and experAince show, u..nhapp1ly, 
that 1 t has beE-m used often for fraud and that the gen~ral 
good w!ll be cctte:r. advtmced cy banning the fraud prone 
si tu8.t1on al together al though some lesi timate dealings or 
slt~tions e.:::e br,:n1_1e,1 with it. Such is the situation 1-iith 
this stntute ,·rh~fth r0.stricts • .. • referral type sales. 
Accoz-d1n.:~ly~ Lh,~ constitutional attack on the statute i~ 
rejected." Judge Ja:nes Dena.to, Ninth Judicial District of 
Im~m.. J~ vc. ~~ot J:Dtt~l:-,Pl,f£1.:zte.ry .l-~~ et A.1. 

End. 



-

-

·CLINTON E. WOOSTER 
CITY ATTORNEY 

O~FICE • •. OF THE CITY ATTORNEY 
CITY HAU. 

RENO. NEVADA 

March 26, 1971 

Re: Assembly Bill No. 747 

Gentlemen: 

ROBERT L VAN WAGONER 
RICHARD JOSEPH LEGARZA 

JOHN AARON WHITE. JR. 
All616TANT CITY ATTORNEYS 

Unfortunately, because of a trial commitment, I am 
unable to attend the hearing concerning Assembly Bill No. 747. 
I have authorized Mr. Robert K. Beaman, of the Reno Business 
License Department to present this letter to the Committee. 

I feel strongly that legislation is needed in the 
area of consumer protection for the prevention of "pryamid" 
selling schemes, namely, the selling of distributorships for 
a consideration, with a commission to the person obtaining the 
new distributorship. Basically, it is my belief, that such 
selling schemes unless strictly regulated, amount to no more 
than a chain letter scheme. Unless such promotions are 
controlled and regulated by our State, injustices are bound 
to occur to the members of the general public who are solicited. 

Many other states throughout the country have been 
confronted with this problem and have taken steps to outlaw 
such promotions. It is my belief that Nevada, likewise, should 
provide legislation in this area for the protection of the 

. general public. 

RLVW:cd 

..~~., Sincerely ~o~, 

~(L\to.~\jj ~-o,...-r.._, 
_.=· ROBERT L. VAN WAGONER 0 
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.E TO BE GREAT, INC!_ e 350 WYMORE ROAD .TER PARK e FLORIDA e (305) 647-7333 

la tlut8dl6t¼a8&11 
ENROLLMENT FORM 

Date ~--------.... ,..,..,,_,.;'.,,>~"-:> - "'A.-U 

PLEASE PRINT AND GIVE COMPLETE INFORMATION 

ADMINISTRATOR INTRODUCED BY (ADrJIINISTRATOR OR MANAGER) 

NAME 

ADDRESS 

CITY 

NAME----------------------

ADDRESS 

CITY----------------------

ZIP STATE-_-_-_-_-_-,:_-_-_-_-~---_-_-_-_-_-_-_...,.... ___ __, STATE 

S.S.No. 

PHONE 

ZIP 

S.S.No. 

PHONE 

I hereby certify that I have interviewed the below named Applicant: I hereby certify that I have interviewed the below named Applicant: 

• 
• 
• 

SIGNATURE 

APPLICANT 

NAME 

ADDRESS 

STATE 

S.S. No. 

DA TE OF Bl RTH 

PHONE 

ZIP 

DATE-----------------

ADVENTURE I 

SIGNATURE 

I hereby agree to enroll in the DARE TO BE GREAT, INC! training course for a total sum of $300. I understand I will receive 
SUCCESS ADVENTURE I, consisting of: Briefcase, cassette tape recorder, motivational tape cassettes and motivational material in 
notebook form. I further understand that by enrolling in this course, I shall have the opportunity to attend a two-day training 
seminar. 

ADVENTURE II 

I have enrolled in the DARE TO BE GREAT, INC! training course, SUCCESS ADVENTURE I, ;and now agree to enroll in SUCCESS 
ADVENTURE II for the sum of $400. I understand this course consists of 12 additional motivational cassettes and motivational 
material in notebook form. In addition I will also be eligible to attend 12 advanced two-day training seminars. 

MANAGER 

I have purchased the DARE TO BE GREAT, INC! training courses, SUCCESS ADVENTURES I and 11, and now agree to purchase 
for the sum of $1300., the MANAGER'S SALES COURSE. I understand this course consists of six (6) cassettes and a sales 
demonstration kit. In addition I will also be eligible to attend a two-day sales training seminar. 

NOTE: MAKE CASHIER'S CHECK PAYABLE TO DARE TO BE GREAT, INCi 

I hereby certify th3t the above application is correct to the best of 
my knowledge: 

SIGNATURE OF ADMINISTRATOR 

✓ 

APPLICANT'S OK 
DTBG-8-24-70 




