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

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

Absent : Ashworth

Others presert: 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; Harcld P. Dayton;
Pete Kelley; Ken O'Conrell; Rcbert K. Beaman; J.W. Dernser, M.D.j
Frederick L. Hill; Clark J. Guild, Jr.; Wallie Warren; Sharon
Greene; J.H. Thompsor; Stephen S. Ablquist; Jchn He Gervin;
Rcbert V. Proeadbent, M.D.; Cruck Crawforcd; Richard Brund;
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 cgreements. 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 1.8% ceiling already ,
set by statute. John Gates, Manager of Penney's and with the Retail Association,
appeared in opposition to this bill. His statement is atbtached 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 Alquist, 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 County 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% 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. OShe stated that the doctors should
band together and pay = nominal fee if the;- can get the premium so cheaply.
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 insurance

cannot be obtained by a medical association. She stated that there is
2L4~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.

AB-7L7 - 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 Renoc Better Business Bureau, explained the need for this

type of legislation. He stated that people 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 prouc-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 ERANCH 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
AB-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 FOK COMMITTEE ON

Date Mare

ASSEMBLY . .

COMMRERCL

&
&
op

10:30
~ o g . LU .
29, 1971 Time a.it. recasRoom 214

Bills or Resoclutions
to be considered

Counsel

Subject reguasted®

IN LIEU OF PREVIOUS ACENDA

AR-747 Prohibits pyramid promotional sales

and "endless chains''.
= AB-=555 Reduces interest rvate for retail
charge agrecuwents

AB-579 Reguires county hospitals to carry

” liability insurance for physicians
treating indicents,

AR~674 Repeals statute declarving firefiohters!
heart diseases as occupational diseases
and compensahle as such.

SB-50 .

Provides that heart dICGP es_of certain
pecace oificexs are occupaticnal diseases,

*please do not

ask for counsel unless necessary.

HERRINGS PENDING

Date Time Room
Subject
Date Time Room
Subject

ReTav4
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. STATEMENT CON”FRNING RF'FCQVI OF RETAIL CREDIT PRACTICES IN NEVATDA 236
: DELIVERED BEFORE THE NEVADA ASSEMBLY CCMMITTEE ON COMMERCE S
BY CHUCK CRAWFORD, PRESIDENT CF "NEVADA CONSUMER'S CCMMITTETR",
CARSON CITY,NEVADA MARCH 29,1971

GENTLEMEN:

I WOULD LIKE TO PREFACE MY REMARKS TODAY BY EXPRESSING
MY APPRECIATION TO YOU FOR ELLCOWIWZ ME THE OPPORTUNITY TO (OME BREFORYE
YOUR COMMITTEE TO RELATE THE VIEWPOINT OF THE "NEVADA CONSUMER'S
COMMITTEE" REGARDING ASSEMBLY BILL &85, -

IT IS OUR CPINION THAT THE AR¥A CF CONSUMER TREDIT
HAS SEEN GREAT REFORM IN THE PAST TWO YEARS---REFCRM IN
THE INSTANCE OF THE FEDERAL "TRUTH IN LENDING" LAW AND IN
THE MANY INSTANCES OF STATES TAKING THE INITIATIVZ CF EXTENDING THE
CONCEPTS OF FAIR ENTERPRISE AND CONSUMER SOVEREIGNTY TO TH¥
AREA OF CONSUMER CREDIT.

BUT THE STATE OF NEVADA, I AM FORCED TO ACKNCWLEDGE, HAS
FAILED TO MEET THE BASIC CHALLENGES OF CONSUMER FPRCTECTICN
IN THIS AREA. 1IN NEVADA IS FOUND ONE CF THE MOST SUSCEPTIEBLE
ENVIRONVMENTS FCR CONSUMER CREDIT ABUSE OF PFRHAPS ANY STATE
. IN THE NATION,

ASSEMBLY BILL E£E&, AS YOU KNCW, ATTEMPTS TO PRCTUCE
A MORE FAVORABLE CLIMATE FOR THOSE CONSUMER'S WHO ELECT TO
BCORROW MONEY CR TO DEFER PAYMENT FOR GOOTDS THEY HAVE CBTAINED
FROM RETAILERS UNZER SO-CALLED "CPEN END" RETAIL CREDIT
AGREEMENTS., IF I MAY PRESUME TO INTERPRET THE INTENT COF THE
BILL'S AUTHORS, MR. BRYAN AND MR. OLSEN, I BRELIEVE THAT THIS
BILL IS NCT SO LITERALLY AIMED AT TH¥ RAW PERCENTAGES INVOLVED
IN RETAIL CREDIT CONTRACTS AS MUCH AS WITH A REDUCTICN CF THE
ACTUAL COSTS THE CONSUMER IN NEVADA IS NOW PAYING FOR THIS
TYPE OF CREDIT EXTENSICN.

WHILE THE FEDERAL TRUTH IN LENDING LAW PREVENTS EBLATANT
FRAUD AGAINST BCRROWERS IT, OF COURSE, CONTAINS VIRTUALLY NO
DEFINITICN OF FAIR RETAIL CREDIT PRACTICES., IT IS THROUGH
THE INTENT OF A .B. 555 THAT W& WISH THE STATE OF NEVADA TO
FOLLOW THE EXAMPLE OF MANY OTHER STATES IN ENACTING LAWS THAT
PROHIBIT AND AVERT EITHEFR EXISTING OR POSSIBLE ABUSE COF THY
RETAIL CREDIT CONCEPT.

SPECIFICALLY, WE WISH TO PROPOSE THE FOLLOWIN STIPULATICNS
TO BE INCLUDED IN A.B. BE55:
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(1) THAT THE MAXIMUM ALLCWABLE INTEREST RATE FOR A RFTAIL
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 ACCOUNT AT THE TIME OF BILLING 4ND WITH CON-
SIDERATION OF PAYMENTS OR OTHER CREDITS MADE TO THE ACCOUNT
PRIOR TC THE BILLING DATE,

(3) THAT, IN NO INSTANCE, SHALL THE RETAIL CREDIT AGREEMENT
INCLUDE PROVISIONS THAT WOULD ALLOW THE LENDOR TO DEDUCT PAYMENTS
FROM THE BORRCWER'S SALARY IN THE EVENT OF DFLINQUENCY OR DEFAULT
WITHOUT_RESORT TO DUF PROCESS OF LAW IN CRDER TO ESTARLISH THE
VALIDITY OR EXTENT OF THE BORROWER'S ORLIGATION TO THF LENDOR
AND IN ORDER TO DETERMINE THE MOST EQUITARLE MEANS OF COLLECTION.

(4) THAT, UNLESS SO-CALLED "REVOLVING CHARGE" ACCOUNTS OR
CPEN END RETAIL CREDIT AGREEMENT MCONTHLY BALANCE STATEMENTS
ARE POSTMARKED WITHIN FIGHT DAYS OF THE STATED RILLING DATE, THE
LENDOR CANNOT ASSESS A FINANCE CHARGE TUE TO DELINQUENT PAYMENT
AS WOULD OTHERWISE BY AUTHORIZETC "UNDFR DISCLOSED PROVISIONS OF THE
AGREEMENT WHICH ALLCWo FOR A RTFASCONAEBLE PFRICD IN WHICH FULL
PAYMENT CAN BE MADE WITHOUT A PENALTY FINANCE CHARGF,

WE FEEL THAT A REDUCTION IN THE MAXIMUM INTERY®ST RATE
FRCM THE PRESZNT RATE OF 1.8% PER MONTH TO 1.5% OR LOWER IS
~ A REASONABLE FIRST STEP IN BALANCING CONSUMER NEEDS WITH
INDUSTRY REQUIREMENTS.

WE RECOGNIZE, OF COURSE, THAT STATUTORY LIMITATICN
OF INTEREST RATES---IN EFF®ECT,PRICE FIXING-~-~- MUST BF
CAUTIOUSLY APPROCACHED AND THAT THE ABILITY CF THF RETAIL
CREDIT INDUSTRY TO MEET THOST LIMITATIONS WITHOUT UNDUE
HARDSHIP SHOULD BE CAREFULLY WEIGHED.

AN OBVIOUS ARGUMENT THAT THE RETAIL CREDIT INDUSTRY
WOULD USE TO DEFEND THE PRESENT LIMITATION IS THAT THE INDUSTRY
IS OFTEN NOT ABLE TO OPERATE PRCFITABLY TVEN AT THE PRESENT
COMPETITIVE RATE OF 1.5%. 1IN FACT, MANY CREDIT OPERATIONS
HAVE NEVER OPFRATED AT A PROFIT DUE TO THE HIGH OVERHEAD COSTS
OF MAINTAINING CREDIT AND.RILLING RECORDS REGARDLESS OF THE
DURATICN CR SIZE OF THE ACCOUNT. 1IN ADDITITICN. THF NATURE
CF MCST RETAIL CREDRIT OPERATIONS MAKE THFM SQLELY. DEPENRENT
UPQON THE VOLUMNE OF WQRK CRFATED EY THE. HQST BUSINESS-~--AND
THUS, IN MOST CASES,THT VOLUMNE OF SIMILAR WORK TO RE DONE
NEVER APPRCACHES THF POINT WHERE MORE EFFICIENT TECHNIQUES
CAN BE USED TC REDUTE.COSTS. YET ANOTHTR ARGUMENT CAN BF
PROJECTED THAT THE INCIDENCE OF DEFAULT AMCUNG RETAIL CREDIT
BORROWERS IS HIGHER THAN IN OTHER PHASES OF THE CREDIT
INDUSTRY. THIS FACT IS CCMPOUNDED RY THE VIRTUALLY UNRECOVERABLE
CHARACTER OF THE MERCHANDISE FOR WHICH THE CREDIT WAS EXTENDED.
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HOWEVER, WITH A BIT OF SCRUITINY, THESE DEFENSES ARE PR
NOT AS VALID AS THEY MIGHT APPEAR AT FIRST. THE PREDCMINANT
WEAKNESS I3 REVEALED WHEN ONE LOOCKS AT THE VERY FUNCTION
OF MOST RETAIL CREDIT OPRRATIONS. WHAT WE FIND IS THAT
MOST HOST BUSINESSES ARE HAPPY TO ABESORR RELATIVELY MINOR
LOSSES IN THIS END OF THTIR BUSINTSS BECAUSE CF THE
VERY GRTAT INCREASE IN THFIR SALES AS A RESULT OF CREDIT
CONVENIENCE, ACCORDING TC ONE RTPCORT IN A CONSUMER CREDIT
TRADE PURLICATION, SEARS RCERUCK HAS FOUND THAT ITS REVCLVING
CHARGE CUSTCMERS SPEND MCRE THAN THREE TIVMES THF AMOUNT THE
AVERAGE CASH CUSTOMER SPENDS. SHELDPON FELDMAN, DEPUTY
DIRECTOR OF THE FTYDERAL TRADE COMMISSICN'S OFFICE OF CONSUMER
PROTECTION CONTENDS THAT THE MULTIPLIER MIGHT EE A4S MUCH AS
4% FOR CREDIT CUSTOMERS.

AS FOR THF INCIDENCE CF DEFAULT OF PAYMENTS AND THY
UNRECOVERABILITY OF THE MFRCHANDISE WHICH WAS OBTAINED ON
CREDIT, FELDMAN ESTIMATZD THAT THE HIGHEST LOAN MORTALITY
RATE EVER REPORTED IN THE RETAIL CREDIT INDUSTRY WAS STILL
UNDER 2% OF THE CREDIT VOLUMNE,

REGARDING THE INHERENT HIGH CVERHEAD COSTS OF THE RETAIL
CREDIT INDUSTRY, IT WQULD SKEEM THAT THERE ARF MANY ALTERNATIVES
TO BE EXPLCRET BY THE INDUSTRY THAT WOULD MOST CERTAINLY REDUCEH
THEIR CO3TS. ONE WCULD RE TC SIMPLY REFFR THY RCUTINE CREDIT
CHECX AND BILLING FUNCTIONS TO BUSINESS®S THAT SPECIALIZT IN
THOSE TASKS AND WHO HAVE THT_UOLUMNE TO WARRANT THY USE OF
CCMPUTERS AND OTHER, MCRF EFFICINET PROCTDURES, YET, IN MCST
CASES THIS ALTERNATIVE HAS BEEN REJECTED, ¥WHY? BECAUSE THY
HOST BUSINTSS, AS I SAID PREVIOUSLY, KNCWS THAT TH® CONVENITNT
IN-HOUSE CREDIT CPFRATICN INTREASES SALES. AND YET THE CONSUMER
IS EXPECTED TC SUBSIDIZ® THIS PROGRAMMNYD INEFFICIENCY THROUGH
EXORBITANT MONTHLY INTEREST RATES,

ANOTHER POINT THAT SHCULD BT BROUGHT TO YOUR ATTENTION,
AND ANOTHER FACTCR CONTRIBUTING TO THY HIGH COVERH¥AD IN THE
RETAIL CREFDIT INDUSTRY, IS THE VERY COMMON PRACTICE OF ALLOWING
UP TO 30 DAYS TC PAY THE FULL AMOUNT DUF ON MERCHANDISE WITHOUT
ANY INTEREST BWING CHARGED, THIS"FREE" COR "GRACE" PTRIOD
IN WHICH DEFERRED PAYMENT IS TRYATRD AS A CASH PAYMENT, HAS TO
BE ABSCREZD BY SCMECNE. IT IS, OF CCURSE, PASSED CN TC THE - 1. 7
PERSONS WHC HAVE ELECTED TO.PAY FOR THEIR MERCHANTISE ON TIME,

AT THIS POINT COMES THE QUESTICN AS TO WHY W® HAVE PRCPCSED
NC REDUCTICN IN RETAIL CREDIT INTEREST RATES B=ZLOW THE PRESENT
CCMPETITIVE RATE, THE ANSWER COMES FRCM THE EXPERIENCES OF
TWC STATES THAT HAVE SHARPLY RFNUIMTN THEIR MAXIMUM ALLOWABLE
INTEREST RATES IN THIS AREA, ARKANSAS WAS THE FIRST STATE
IN THZ NATICN TO LEGISLATE LOWER RATES.TO A MAXIMUM ANNUAL
RATE OF 10%Z. 1IN A STUDY BY GENE LYNCH OF THE UNIVERSITY CF
ARKANSAS WHICH WAS RELFASED IN 1969, A COMPARISON OF PRICES
IN ARKANSAS AND HER ADJACENT STATES SHCWED THAT PRICTS OF CCOMPARARLE
MERCHANDISE IN NEIGHBCRING STATES WAS APPROXIMATELY 47 LOWER,
WHILEZ THE METHODCLOGY OF THIS PARTICULAR STUDY MAK®S THE SPECIFIC
FINDINGS SUSPECT, ROBERT MEADE COF THE NATICNAL CCMMISSION ON
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ARE SUBSTANTIALLY CORRECT.

IN THE STATE OF WASHINGTCN, WHERE THE LIMIT WAS SET AT
A 12% ANNUAL RATE, A SIMILAR AND MCRE RECENT STUDY RY
GUY GORDCN OF THE UNIVERSITY OF WASHINGTON HAS SHOWN THAT
PRICES IN WASHINGTON WFRE NOT SIGNIFICANTLY ALTERED DU¥
TO CCFPETIVE PRFSSURE., HCWEVER, THE COSTS OF THEF RETAIL
CREDIT INDUSTRY WERE PASSED ON TO THE CONSUMER IN THE WAY
OF OTHER CHARGES. . FOR INSTANCE, IN GBOME CASES PARKING---WHICH
WAS FORMERLY NOT CHARGED FCR AT SOME DEPARTMENT STCORES BECAME
A NEW SORCE OF REVENUE, GIFT WRAPPING BECAME A COMMERCIAL
VENTURE RATHER THAN A FREE SERVICE AS IT HAD PREVIQUSLY BEEN
IN STILL OTHER STORES.

WHAT WE FIND, THEN, IS THAT THE CONSUMER WOULT FIND HIMSELF
CONFRONTED WITH THE COSTLY RETAIL CREDIT OPERATIONS ONCE AGAIN
WITH EVEN MORE INGENICUSLY DECEITFUL CHARGES.

WE HAVE THEREFORE ATTEMPTED TC AVOID THE. TRAP.THAT BOTH
WASHINGTCN AND ARKANSAS FOUNLC THEMSELVES IN WHEN THEY MADE
SUCH KARXKED REDUCTICNS IN THY ALLCWABLE INTEREST RATES. INSTEAD,
WE PREFZR TO HOLD IN AREYANCE ANY JUDGEMENT AS TO WHAT A
FAIR RATE CF INTEREST IN THIS INDUSTRY IS, PEREAPS WHEN
WE FIND OUT AROUT THE EFFECTS OF A MCRE MODERATE RECUCTION
IN RATES AS WAS ENACTED BY PETNNSYLVANIA LAST YEAR WE MAY BETTER
UNDERSTAND THE TOLERANCE PCINT OF THE INDUSTRY WHICE WOULD RESULT
IN A TRUE REDUCTION TC THE CONSUMER,

HOWEVER, WHILE WE DO NOT TNCOURAGE ACTICN BY THF LEGISLATURE
IN RATE-SETTING, WE MUST EMPHASIZE THE IMPORTANCE CF REFCRM
IN THE ACCEPTED PRACTICES OF THZ RETAIL CREDIT INDUSTRY.

CUR SECOND PROPOSAL, AS YOU RECALL, WAS TO ELIMINATE
THE SO-CALLED PREVIOUS EALANCE METHCOD OF CCKPUTING MCNTHLY
INTEREST CHARGES. THE CREDIT INDUSTRY IS SIMPLY ABUSING
THE CONSUVMER WITH..THIS TECHNIQUZ., AS IT IS NOW, ALL MAJOR
CHAIN DEPARTMENT STORES, WITH THE EXCEPTION CF J.C. PENNY'S,
USE THIS METHCD OF CCMPUTING INTEST. ~IF I MAY BE INDULGED,
THE METHCD IS MOST EASILY FXPLAINZD BY USING AN EXAMPLE.
IF AN ITEM IS BOUGHT FOR A PURCHASE PRICE CF #100 ON THE
FIRST DAY OF A MONTH AT AN INTEREST RATE OF 1.5% PER MONTH,
AND A #50 PAYMENT IS MADF ON THE 15TH OF THE MONTH, WHEN
THE INTEREST IS COMPUTED ON THE 30TH OF THE MONTH TH®Y BORROWER
PAYS AN INTEREST CHARGE OF #1.50. THE INTEST WAS COMPUTED
WITHOUT TAKING INTC CONSIDERATION THAT HALF CF THE PRINCIPAL
WAS RETURNED BY THE DATE OF BILLING. WE FEXL, AS DO MANY STATF
LEGISLATURES, THAT THIS PRACTICE® IS GROSSLY UNFAIR TO THE CONSUMER,
AND MUST BX PROHIBITED BY LAW.
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~OUR.THIRD PROPOSAL WAS TO ELIMINATE AUTOMATIC
WAGE ATTACHMENT IN THE EVENT THAT A2 BORROWER EECCMES
DELINQUENT IN HIS PAYMENTS OR DEFAULTS. WE CERTAINLY
PO NOT STAND IN DEFENSE OF THOSE CONSUMER'S WHO SHIRK
THEIR CONTRACTUAL RESPONSIBILITIES TO REPAY BORROWED MONEY
OR PAY FOR MERCHANDISE, BUT WX FEYL THAT THE CONSUMER MUST
RETAIN THY¥ RIGHT TO LEGAL RECOURSE IN THE EVENT THAT
HE EITHER DOES NOT COWE THE RETAILTR COR HE DCES NCT OWE
THE AMOUNT CLAIMED BY THE RETAILER. UNDER PRESENT
CIRCUMST/NCES, THE RETAILER COULD PUT-TN EVEN AN CPEN
END CREDIT AGREEMENT-PROVISIONS THAT WOULD ALLOW HIM TO
GARNISH THT CONSUMFR'S WAGES AND TAKY AWAY THE CONSUMFR'S
RIGHT TO CHALLENGE THE ACTION. WHILE THIS PRACTICE ON THE
PART OF RETAILERS IS NOT COMMON, IT SHOULD BE PROHIBITVD
FROM EVER BECOMING A POSSIBLE ABUDE.

OUR FOURTH PROPOSAL, SETTIXG A MAXIMUM TIME PERIOD
ALLOWABLE BETWEEN THE STAT“D DATE OF EBILLING AND THE
DATE OF POSTMARK WAS DESIGNED TCO ELIMINATE THE FAIRLY
FREQUENT CASES CF INTEREST BEING CHARGEFD CCNSUMZTRS WHO
PAY THEIR BILL AFTTR THE "FREE" OR "GRACE" PERICD HAS
EXPIRXD EVEN THOUGH THE CONSUMER MAY NOT HAVE RECEIVED
THE STATEMENT OF CHARGES IN TIME TO AVOID PAYING THE
PENALTY INTEREST RATE,. MANY RETAIL CREDIT OPERATIONS
COMPLY WITH THE TRUTH IN LENDING LAW TC THE EXTENT OF
DISCLOSING THY BILLING DPAT®E, YET DELIBERATY FAIL TO
MAIL THE STATEMENTS FOR AS MUCH AS THREER WEERKS AFTER THE
BILLING PATE. OF COURSE, THE GRACE PERIOD IS COMPUTED
FROM THE DATE OF BILLING.

IF RETAILERS ARF REQUIRED TO MAIL THEIR STATEMENTS
PROMPTLY AFTER THE BILLING DATF, THOSE WHO INTEND TO
PAY THEIR BILL IN FULL AND TAKE ADVANTARE OF THE "GRACE
PERIOD" WILL HAVEZ THE OPPCRTUNITY AND WILL KOT BE
TRAPPED INTO AN INTEREST CHARGE BY A CLEVER MANEUVER.

IN CONCLUSION, I _WOULD ADD ONLY THAT WHAT WE HAVE
ATTEMPTED TO SUGGEST TO YOU WITH THESE PROPCSALS IS THAT
NEVADA MUST NOT BY NEGLIGENT IN ITS RWSPONSIBILITY TO

THE CON3UMER IN THE AREA CF RETAIL CREDIT AGREEMENTS. EECAUSE

OF THE CONFUSING AND TTCHNICAL NATURE OF CREDIT PROCEDURES

THE CONSUMER IS TOO FASILY THE VICTIM HIS OWN HASTE IN SIGNING

CONTRACTS OR MAKING VERBAL AGREEMENTS FOR THE PURCHASE OF

MERCHANDISE OR THE BORROWING OF MONEY ON TIME, IN THE ABSENCE

OF NORMAL COMPETITIVE PRESSURES OF FREE ENTERPRISFE, THE
STATE MUST TAKE THE INITIATIVE TO PREVENT ARUSE,

230
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" 18 peﬂ'cenf interest per year, We do not collect at this rate because

. the way we compute service charges,

-4‘ . N . [
S ) . N

My name is John Gates, -1 am manager of the J. C. Pemney store

~in Reno, I am here today as 5 representative of the J, C. Penney |

Company and the Nevada Retail Association of which the Penney Company
is a member. ; 7' L | |
Wb are opposed to the enactment of Assembly Bi11 555.

; A realistic rate ceiling now exits in Nevada. To the best of
my knowledge major creditors in Nevada now charge 1.5 per cent per month -
service charge as opposed to the’ maximun authorization of 1.8 per cent
monthly. Competition in Nevada has set the rate below the meaximum

If rate ceilinga are fixed below costs incurred by a retailer
to extend credit, he must adjust his credit practises, Thus, credit
would not be as readily available; or to cover costs’theﬁretailer may
raise His prices and4éharge,for incidental services presenﬁly provided
free or below costs  In the latter instance, the cash customer may well
be in the position of subsidizing the credit customer,

t

It has been the policy of the J, C. Pennsy Company < 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 wizz, it is not true that the Penney Company collects .

N

of the options which our charge customers have each month and because of = -
1 [ .
Each month, a charge customer may decide to pay her balance in
full within 30 days of the billing date. If so she does not incur any
service charge, On the other hand, she may decide to spread out her .

~
+

paymernts over two or three months, in which case a service charge is added N

..

e |
2 Y
\
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’ has the benefit of the use of the goods,

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

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

é ¢

to her ﬁext statement, Our method makes it possible for the customer to ‘
take from one to two months to pay‘without,incurriﬁg service charges, Abput
20 per cent of our outstanding balanées is collected eaéh month, a prett& |
clear indication that many customers use their option to pay in full withe

in 30 days, ' ‘ } ’.
The Penney Company sometlme ago computed actual service charges

over one full year and found that for customers who pald service charges -

the annual rate ranged from 0.8 to 17.1 per cent, with an averége of 105

per cent, Our measurements were validated by our auditors, .
| In the course of the deve10pment of credit plans, the revolving
charge account has become a modern way of dealing Wlth credit purchases.

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

Revolving credit is a convenient service to the customer and
providing this service imposes additional cogts upon the retailer,:

Establishing and maintaining credit services is extremely costly to the

up a portion of his capital, Money which might be invested in the business |

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

no small matter,

~ t
\

These costs must ultimately be born by the rétailer's customers,

It seeﬁs only Just to impose fhe cost of the credit system upon creaif.

purchasers, Ih 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, | |

~.
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two years ago has not accomplished its desired purpose., I call to your

- the impact of consumer credit interest limitations in Washington State as

é | o

" In 1968,‘by refefendum, the State of Washington lowered ité ceiling:‘
on retail credit from 1,5 per cent to one per cent per month, About a year
later thr University of Washington made a study of 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 subsidizingfthek

credit customer; (L) 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

-
i

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

has introduced a bill raising the credit rate ceiling., The measure, as I
understand it, has passed the House,is now beforé,the Senate,

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

well as a complete copy of the University of Washington's réport compiled‘
by the graduate school of business administr;tion.

I urge defeat of AB 555. Experience in the retail business has' |
convinced us that more and ﬁore customers want retail credit and are willing - ?
to pay a feir price for this service, The retail industry will only be able -

to continue to extend credit on its present basis if the exdsting 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.,
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Savnag the Cqmsumers

\ In leglslatures around the land a
N -drive is under way to save consumers

~ ™ from the ‘‘excessive’” costs of retail
Vo Ccredit. Like many such campaigns,

‘this one may well do consumers much
more harm than good.

- As a story in this newspaper noted
the other day, the target of the drive is
the 1.5% a month interest rate that
most retailers charge on the unpaid

/

g

states have already dictated a lower
rate, and bills are pending elsewhere
~ to accomplish the same objective.

The lower-rate drive is led by labor
and consumer groups, as well as by
consumer-conscious politicians, The
reasons for their interest are at least
understandable. o

Perhaps the most obvious has been
the general inflation of the cost of liv-

g, a trend that has included higher
credit costs. In addition credit is much

e

’

,
2
7

- more widely used by Americans than it

,§\\ once was, so that the hlgher costs
\\ touch many more people.
NS At the end of 1929 consumer credit

outstanding totaled only $6.4 billion,
equal to only a little more than 13% of
total retail sales for that year. At the
“end of last year, consumer credit out-
standing reached the staggering sum
of $126.8 billion, nearly 20 times the
. earlier figure. Last year’s total, more-

" over, amounted to about 35% of 1970’
retajl sales.

Despite the heavy inroads of mfla-

_ tion, the average American is living a
good deal better than in 1929, and intel-
ligent use of credit accounts for part of
the improvement. The other side of the
coin, of course, is that credit has been
a tremendous help to retailers in ex-
panding sales.

When it comes to financing homes,
automobiles and appliances, credit
long has been on a sort of pay-as-you-
go plan. Rates on mortgages and in-
stalment credit have been adjusted
frequently to reflect changing money
market conditions, and credit in these
areas "has usnally been a profitable
product on its own.

Charge accounts and other types of

P . eame T

balances of charge accounts. Some .

general reta11 credit were another mat- ‘
ter. Most smaller retailers shied away’
. from credit entirely (‘‘In God we trust; '
" all others pay cash’). Larger stores of:.

fered free, open-account credit on the

assumption—or hope—that customers

would pay up at the end of the month. .

Growing competition from larger-

stores and store chains in the 1930s
began to force more and more re-
tailers to offer credit. In those de-
pressed years the struggle for sales
was so bltter that few charged for the
added service. The added cost did put
some upward pressure on prices, but

credit wag so inexpensive that the ad-'

ditional cost was relatively small.

- After World War II, interest ratesk

began rising, along W1th all of the re-
tailers’ other costs. More and more re<
tailers decided that they had to begin

charging for the credit that they once
_ gave away. 3‘
For many retailers credit still 15‘
_anything but profitable. J. C. Penney,

for instance, says it lost.$23 million on
credit operations in 1969 and probably
a similar amount in 1970. Since credit
is often essential to sales, retailers fre-
quently are willing to accept certain
losses, but there has to be a hmit if
they are to remain in business.

For a lot of retailers that hml’c w1H
be exceeded if laws are passed to force

" down their interest charges. In states
.where rates have already been forced

down, retailers have tried to recoup in
various ways—by charging for park-
ing, glft-wrappmg and other formerly
free serv1ces but chiefly by ralsmg
prices.

In effect, part of the cost of prowd-
ing credit Wﬂl be placed on customers
who don’t use it—on those who pay
cash. The numbers of .such people may
be declining, but that hardly excuses
doing them such an injistice,

Success in this drive for laws to
force credit charges down thus will
save few individuals money and will

st many people more. Maybe some-
one should find a way to save consum-

ers from some of their- seIf-appomted

saviors,
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Clash Over Credit:
Consumers, Retailers
Jattle Over Rates

Continucd From First Page
drowning in tears al retailers’ stories
they're losing money,” savs Mr. Davis of
Washington labor council, “I know how you

manipulate numbers to zhow anything
want, and I bet that's whit they're doin
make their costs come out so high. Ane
what if they don’t make any money on ere
Thal's just part of the cost of doing busir
Petaiters would be worse «ff without it,
they know it--that's why they don’t just
giving credit.” :

Retailers concede that credit gener
sales tiey wouldn't othervize get. “A reg
charge customer buys two and a half to t
times more in a year than the average
customer,” says Ddward 8. Lonneil, presi
of Montgomery Ward, *I'd esiimate that ¢
of applinnces, furniture, tives and oth
sive items would drop 337+ w0 807 if o
were suddenly discontinued.”

Like mony other retai , Ward's sale
ceredit have incroosed to raore than half e
totzal volume from about 3047 10 vears ago.

So retailers aven't likely tv give up oo
but they warn that & will to2 b'u‘der 1o getl
prices will be hivier if )
their interest chu
A survey of Woash
that 55¢% of thein
age of 37, unpecif
lower interest ch

“This has the ¢t of raching the casi
tomer pv' far some of the cosls of credis
tomers; we don’t think thots fair,” says
Donneil of Montgomery Vard.

The Washingion study sizo found that s
retaiiers bng“n chrrrging Ior services they
viously had cofferad for ficaz.—such as ch
cashing, gift-wro , lavaway and parki
and others had lowered the price they ol
on trade-ins.
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econontic condz
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A rulzed saices by an ¢
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“¥We use a point system in determining
customer is credit-worthy,” savs Paul T.
mister, manager of the Xlontzomery W
store in Kernosna, Wis, “‘Sinca Qcloler, w
increased the number of poiuts needad to ¢
ify for credit by 157 to 207", I've s2en qui
few people turred down rocently who w
have been given credit card

That's just fine with
rates. AMr. Davis of the W ton labor ¢
cil says, ““The banks and retzilers want
rate high just so they can give credit to .
body who asks for it. Our members are ¢
bill-paying people--why should we be s
with high interest rotes {o subsidize people

don't pay”

In those states where courts have or m
rule intérest rétes usurious, stores have n
to lose than future fees. In the past five mo
in Wisconsin, over 230 individual suits and
eral class actions have boeen filed secking
funds of poat payments. I rewailers lose
suits, they could be forced to pay out mili
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Objectiva of this testimony: v
1, To draw atrentfon to 4o fnequitable poaitfon fn whigh the doetor's of this 00
{ ng; - state arce placed,
S as State 'aw requires doetor's on the staff of county hospitals *o treat
E {ndigent patients without charge.
A ' b, There !s no protectiom of the doctor from malpractice sutt broughe by
an Indigent patient,
ce The doctor has had, up until now, to risk hig parsonal finanectal asgcurity
to treat Indigent patients.
d. The doctrine of charitgble Immunity shiech protected doctors when the
state law was passed has since been fevoked hy the courts,
e, There 1s an fncreasing trend toward more f{reguent malpractfce suits
and toward higher judgements, Indigent patients are suing a8 regdlly
as private, fee-for-service patients,
~ 2+ To encourage the passage of AB 579, .
3, Y tepresent only myself In this testimony, The opinlons e:pres.ed are mine only,
e Pactors Involved in Constidering Passage of the Bill: '
"~ 1, Agalnst passage:
Sl a. The cost to the hospital, : -
1). Since the hospital Is pafd by the coutity for treating Indfgent pztients
this cost could be recovered from the proparly reasponsible source,
be~wsyeThe diffliculty for *he {nsurance company to figure the rates op a
heterogenous population of physiclans.
1), The techniques are available {n the Industry in the same fashion in
which they presently comp:te rates for classes of physicfans baged
on the type of practice in which they are engaged, Y wculd not deny _
2 that there might be difficulties in the computations, o i
¢, Difffculty for the hospital in obtaining the fnsurance coverage.
1), The physicisns face the saue problem, i
ce The fear that the hosppital will lose {ts presaent 118b1lity coverage in -
the carrier {s forced to assume the unwanted 1{ability coverage of ti
physicians on the staff for treating indigent patients, ‘
1). There is nothing In the b111 which forces the hospital to cbtatn all
its {nsurance coverage from the same source (market),
2e¢ Por Passage of AB 579
; as I parsonally believk there 1s an ethical! and moral responsibilfity for t&i
community at large; as opposed to the sclect group of physiclians unlx;'
to assume respongibiflity for the care of indigent patientsg, 1f such
medical care is to be provided for them by povernment,

1), The physicfar i{s faced with the cholee of not practicing in a couaty
hospital, (many times the only one available), or else compulsorily
accepting any indigent patient which s assigned to him, This means
he must either dany his patients the chofce of hospital facilities, or
he must, without recomrse, expose himself to personal financial ruin.

2) .¥hen he 1s already contributing his share bv treating these patients
without charge {t becomes difficult to accept this further burden.

b. Some insurance companfes insuring phvsiciane for profecsional liabflity
" do not cover the phvsicifan for patfents he treats without charge.
Therefors, the phvgician 1s not covered when he treat= these indigents.
In the absence of other protection it f¢ nnlv reussonable t~ 1sgume that
he muet, when the risks become high ennuch, refuse tn tra t thece puitiente,

. With the nassape of time ind the destruction of the rharftobls fmmunfee concent
there 15 an increaced tendencw to sue nhveicifane., Therefrre thie nrotertion
o neaded f r more now than ever in the nzst.

d. The finonrfal szpecte of professinnal 1iability would dictare the conney

c~umrtion of tht: burden, '

1Y, Tn ra.edfng rects 2vre astead{lv ruching urn the rosr of madi- 1 -
%y

re,

< . P et e 205
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~or ve r herinze of =ts Av, unchecked fnfl-rion. gaga
The rocr nf nrofestional l1iability fnsursnce fe skvr~rketine,

Uaine mv otm rracticre < n evamnle T will cita the followine
~ritistice, Tn 1968 -~refa-cionsl 1iabfliry fnsurance coct $977

cev yeor; In 19069-10877 {r cnst S$1563. For the venr 1970-1971 the
~cet will he §5701 .57, (The latter fipure f1e hich hecinuce T hid

hid enregtrzl reanlt which T renorted to mv in~ur-nee romnanv,  No

uit hoe broan filed vetr mv nnlicy wuae not renewed, VWhen T tried to
oet new insur .nee Ath & Aifferent companv T was fared with a very

A fficulr sitn rion. N~ ~omrnany wanted to secent ma, The one that
Fin1ly A4d accert ma A{d cn ~nlv with rather hich rotea. PFven {f
n~ thre-t of i guit were ~reecant my rate for thic veir would hrve
been “narovimitely $7968.) Ac you ecan see the gensr .l riro of fnrrease
fe Imnet Arnuble e-ch va r.

No burfnecoman rxin afford to eriv ¥n businecz unless he pic=es on

hi- inrre~cad cocte to hie customerse or obtrins eovernrent =ubsidv,
The increieine thre t of malnr-ctice cufta from the Indieent ropulzation
will dp~re ce the rogt of rrocticing medicine. The questinon ir.

"MIhe chenld bha v tha crct? the nhvgiciin? the other notiente which the
chyei~i n tre -+ec? o= the community at large?"

(Y. The rhv~i~{.n {g alresdv accentine his share of the rost of
treiting Indigents by rontributine tsxes sa do the reet of the
ropulstfon, snd in 2d4dition by contributing, for free, his
corvice-~,

(? . The nther natiente of the physiclan are alre~dv undergoing
fincncfal difficulty trvine to finance their owvn 1llnecssges,

(Y. The onlv lrofcnl one to accent the incrersed coct f+ the
norulation at l.orge:

i. Thav -~re the ones whn voted to sunnly the care, Therefore
thev chould be the ones to finance 1t,
{f. The inrreiced roct spre-d among manv would be hardly
noticezhle, TWhereza-, "mong the few the cost would be a
he ‘vv burden to be:r,

e

Sincerelv vours, .

Jor:1ld B, Felder, M,D.
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The original document is of poor quality, but is readable upon careful inspection.
Library staff has transcribed the original document, the text of which follows.

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.

¢. 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.

¢. 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-~ Qutlawing Pyramid Promotional Sales 214

Toplc: Most effective means of eliminating the abuses of pyramid
promoticnal sales and "endléss chains®™ is to outlaw
such sales or chains.

I. & ﬁﬁﬁé# Basfc Approaches Have Been Tried in Other States
£Y Arifr4eulds 4444 in dealing with Pyranmid Promotional Sales:

of pyranid promotional marketines plans
A. Requiring registration/under state securities laws

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

Ce. Prosecuting promoters of pyramld schemes engaping in fraud
and mlsrepresentation under Consumer Protection Laws and
Unfalir Trade Practices Acts.

De Outlawing pyramid promotional schemes or endless chalns
by statute,

CORCLUSION: On the# basis of infommation recelived from attorney-
generals, securities commissioners, and public officials in other

‘states, the most effective way to protect the public from the

abuses of nyramid nromotioral sales is to prsohibit the prevarstion,
operation, and promotion of a pyramid ovromotional schene or endless
chain.

otionql schema, {(Note: To be more

II. Definition of a »nyramid nron
speakers. ) Hidt#

X fully explained by nther
A. Involves a program or plan for the merchandisine of propert
Be BUT, in order to wmarticipate in such s plan, a varticipant
PAYs MONEY OR 30OXMT OTHEH CONIIDERATICON FOR THE CHAUCE
RCRIVE ADDITIONAL COMPZNSATION THAN THAT RECEIVED rafil
ALT OPrudnCnAnDISE FOR PROCURING AKOTHER PERS0ON OR
Pua30H3 T0 PARTICIPATE 1IN THE Dﬁué PLAN .

Note: The lmpnortant voint Involved in a pyramid scheme is
that a participant receives g3¥ddidd some reruneration simpl
by persuading another person to come into tne prozram or
after persuading another verson to conme into the program te
racelilva remuneration wnen other persons narticinate in a
program that are introduced to such a program by the person
origlnally sgponsored by the participant.

Examples: A intdpduces B into a pyramld plan. B pays
a sum of money to join# the scheme, of which A recelves
a percentage of the nmoney for "introducing ¥ B to the
program. B then persuades C# and D to buy into the plan,
and both A znd B obtain "commisiong®™ or a share of the mone
of C and D for sponsoring them or bringineg them into the
scheme, C and D then have the same opportunity to #ummke
nopny by ihL;OduCing other peonle into the prosray, dﬁd SO
forthe XO0TT: THE PRINE FOTIVATION FOR JCINING THE PROGRAL
IS NOT THZ ZXPmCTATION OF PHCFITS FROI1 THE SALE CF XEQCL Ne
DISE BUT THE CCMMISZIONS TO BE EARNED BY BRINGING OTHER
PEQPLZ INTO THE CHAIN.
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Inadequacy of other approaches to the control of pyramid pro-
motlional schenes:

A.

Registration of phkramid schemes under securities laws:
tried in-- (Not an exhaustive list)
Indiana, Korth Carolina, lilchigan, Arizona, #id#Ohlo, ani i

1.

2e

3

L,

Tneory behind the scheme: the sale of "disbtiutorships!
or the markXeting plan of a pyramid promotional schecme
18 deemed to be the sale of a "securlty" under the appl!
cable statm #f¢fdfd securities law and theeefore re-
guires recistration with the state securities commicgio:
before a pyramid scheme can be promoted in the state,

Note: HNevada State Attorney General"%s Office has indlc:
no such requirement regardinx pyramid schemes exists in
the securities laws of this State. Thus, no gregistrat:
now required.

Ma jor problem with this approash: Courts are very re-
luctanc to hold that "mar¥eting plans® of a pyranmld sche
fall within the definition of = "=mcurity® sunjest to reg:
stration and thus there is little state authorities can
do to P#éVHtY supervise these schemes for the benefit o
the public.

Other major problem: Bven if a promoter of a pyramid
schene reristers with the securities comniscloner# and
promises to ablde by the laws of the state with respect
to the sale of securities {(i.e. 25reeing not to lssue
false or fraudulent informatlion in connection with the
prombtion of the schene), many states have been frustrat
in correcting abuses arising after reglstration, when

a promotder doecs not ablde by the terms of his agreement
with a securltles commissioner or attorney general.

AXAFPLES OF THE FRUSTRATION Ji OTHER STATIS IH DEALIKG
WITH HULTI-LEVEL DRISTAIBUTORSHIPS ALD PYRAMID SBHIIIERG 1D
OTHER STATES:

&, State Securities Roard of Tervas; A. J. Ellisor,
Directior of Enfercement wrote on Feb. 18%p 1971
thathn Texas g€g¢dr$ Supreme Court upheld a ruling tt
g multi-level chaohhd distributorcshic was rnot & see
curity and not raguilred to register with the Texzas
Securities Commissioner. Ii'r. Elllsor concludes:

"The only effective way to gstop thls type of frauvd:
lent operation ieg to pass a statute which mzkes
multi-level-chaln referral overations 1illezal and
puts felony venslties on viclators. . Sonme
atates; such =2z Tezas, have provosals pending in
the legzislzture prohibiting multi-levels by amendns
of their consumer protection codes; scms wowld aner
the penal codes in the lottery section and cthers
would amend the Securitles Acts.®
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b. Attorney General of Michigan wrote on March 1, 1967
that a multi-level dilstributorship company engaging
in a pyramid promotional scheme had presented a
"revised®™ marketing plan after the Attorney GEneral's
office brought suit for vioclation of the ilichigan
Securlties law, which was approved by a lower court,
He wrote: 4

3-~=AB 747

" "We felt the court erred, and have appealed. e
based our assertlons on general law of lotteries,
fraud and the sale of & security under Michizant®s
Blue Sky Law,.*"

Note: Pendine the avnpeal, the pyramid scheme con
tinues.

Bes Anti-lottery statutes: Louislana end Kentucky have held that
a pyramid selling scheme constitutes a lottéry unde r their
state stauthtes, asg have Texas, Washington, Oree.,; Fla. &No Ca

A
1. Problem:/ Lottery is treated in the fame manner as gamhl
in these states, where gambling is ilieral.

EX: Louisiana Revised Statutes 14:90: “Gambling is the
Intentlicnel conducting, cor direccily assisting in

the conducting, as a business, of any gemne, coil-
test, lottery or contrivance whereby a person risk
the loss of anythinz of value in order tc rexlize
a profit. 4Yhoever cnmmite the crine cf aobling
shall be findd not more than %500 and imprisoned
not more than one year."”

RY YA G g BEG P PG VA4 E9FEY the Attorney Ceneral of
Lhaisianad¢ hase ruled in a formal oplnion that a pyrami
promotional scher2 which has s its »nrirary »ursose

the SALTE OF DISTRIBUTERSHIPS znd 1ts secondary purpose
the SALE OF MREACHANDISE waa a lottery under the above
law,., He states:

YAs we view the matter, since the primary vurpoce
of the sbhject pyramidég selling plan is the seliing of
the product te other investors or members of the orgad-
ization rather thnan to the public at large, a represent:
tion or the creation of sn illusion that the orimary
purpose 1s to =ell the product 4o the public constitute
a felse representation of the purpose of the plan and
is therefore a deceptive business practice.?

2e Nevada's lottery statute does nut annear subisct to this
Interoretation, and the Attor - Zwmeral's offlce nas in-
formed me af £h¥s Wi £¥de ¢t C they do not feel z pyre.
mid promotional scheme would L+ ~utlawed by our ¥s## ant:
lottery law,
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C.

Consumer Protection Laws and Unfalr Trade Practices
Acts: Enacted in most states --gFoép¥ but not in Nevada,

1. Theory: A comprehensive consumer protection act gro-
hibits certain unfalr meithods of competition or
unfair and deceptive acts as defined in the act.

Some of these acts include language that may outlaw
pyramnild promotlonal schemes.

EX: Peznn's Definefs one unfair practlce as:

¥Promisinz or offering to pay, credit or allow
toc any buyer, any compensation or reward for the
produdrement of a contract of purchase with othe
(passed in 1968)

The renne. Attorney Genersl has taken the position tha
a referral sgelling scheme as sppears in & pyramld pro
motional scheme 1s in violaticn of this law.,

2e New York has gone the #f%a8e fsrthest under a general
consumer rauds act to resirict the operation of
a conpany crzasging in & pyramid nromotional schem
and hay entered an arrsnrerient wﬁerebv the company nu
return all noney invested in sucih a gchene to those
defrauded .

Problem: In the absence of a consuner protection Law witl
gove indicstion that pyranld provotional Fschemes ars une
lawful, nothing can be done., Nevada now hag no such lawe

De Laws outlawing pyranid promotlional scheneg:

1.

fnacted in: Iowe, Virsinie, Cali’orniu, Hiscongsin
(Several prosecutions undervay Va. and I0ma2 ).
Pending in¥% hew lkriico and Lzryland

ROTE:  THD LANGUAGE IN A.B. 747 IS TANEN TR0M THZR STATUTE!
CALIFCENIA AND WERFFIFECHEF VIARGINIA AN PINDING IN EHGH

JZT CO.

Theory: Outlaw g#¥ the operation or promotion of a pyram:

scnems by making 1t o wledenennor. ALss, weke 10 possiblc

for those parsons vho have been defrauded by Jjolning a

pyramid scheme to recover their investments Ly vslfding

any contracts made in connection with the oppration of suc
sbhheme,

Qummary: An Iowa Ceurt urneld the valldlty of this ty
of c*qtut“ irn 2=2se vaers e rermanent induwiction wes 2

cred z:ainst the operators of a pyramild schews, The
Court satds 4

"The lézitlmacy of the application of the Statels
pdlice power in such a statute, is bhat referral sales
have been a fertile fleld for fraud. Such has been the
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experétnne with such =ales methods throuchout the nation
inclucding Iowa. To say that such a sthtute is constitution:
is not to say that referral sales intrinsically cannot be
legitimate and honest--doubtless many or some have been or
are--=1t is glmply to say that common experéénce indicates
meny are not and it iz difficult to distinzulish #£ until
after the facte o o « It As sluply &b say that the situat
is an 2nt vehicle for frauvd znd expereince show, unhapplly,
that 1t has been used often for fraud and that the general
good wWill be tetier advanced bty banning the fraud prone
situation altogether although some legltinate dealinzs or
situations sre honned with 1t. Such 1ls the situation with
thils statute wr&éh restricts «+ » « referral type sales.
Accoxrdinzsly, the conastitutional attack on the statute is
rejected." Judgze Jamas Denato, Ninth Judlcial District of
Iowa. Jowa vee. Koscob Intervlianetary, Inc, @t al.

inda



ATTACHMEN Ib

OFFICE OF THE CITY ATTORNEY ' 219
CiITY HALL
. RENO,. NEVADA
: . ROBERT L. VAN WAGONER
cumg: Errc::g?STER March 26, 1971 RICHARD JOSEPH LEGARZA

JOHN AARON WHITE, JR.
ASBISTANT CITY ATTORNEYS

Re: Assembly Bill No. 747
Gentlemen:

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 lelter 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.

Sincerely yo

SN \Am

s ROBERT L. VAN WAGONER fO

RLVW:cd
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‘E TO BE GREAT, INC! @ 350 WYMORE ROAD .TER PARK @ FLORIDA @ (305) 647-7333

Wb Cope Bt oo oot ——

ENROLLMENT FORM

Date MEdlie]

o 2 ¥ ]

PLEASE PRINT AND GIVE COMPLETE INFORMATION

ADMINISTRATOR INTRODUCED BY (ADMINISTRATOR OR MANAGER)
NAME NAME
ADDRESS ADDRESS
CITY CiTY
STATE ZIP STATE zZip
S.S.No. l I ] S.5.No. l : I ]
PHONE { } PHONE { )
| hereby certify that | have interviewed the below named Applicant: I hereby certify that | have interviewed the below named Applicant:
SIGNATURE SIGNATURE
APPLICANT
NAME
ADDRESS
‘ CITY ... )
STATE ZIP
S.S. No. L [ l ]
DATE OF BIRTH

PHONE ( )

DATE

ADVENTUREI

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

ADVENTURE I

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

MANAGER

| have purchased the DARE TO BE GREAT, INC! training courses, SUCCESS ADVENTURES | and I, and now agree 1o purchase
for the sum of $1300., the MANAGER'S SALES COURSE. | understand this course consists of six (6} cassattes and a sales
demonstration kit. In addition | will also be eligible tc attend a two-day sales training seminar.

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

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

v
SIGNATURE OF ADMINISTRATOR APPLICANT'S OK

DTBG-8-24-70






