
Anti-consumer FDA Bill Stalls in Senate 
Despite breezing through committee 

with bipartisan support, an anti- 
consumer bill to overhaul the Food and 
Drug Administration was not brought to 
the Senate floor for a vote as planned 
before Congress adjourned for its 
August recess. 

Consumer advocates have strongly 
opposed the bill - S. 830, the "FDA 
Modernization and Accountability Act" — 
on the grounds that it is an industry-dri- 
ven, anti-consumer package that would 
lower the standards for health and 
safety for drugs, medical devices, and 
food. 

"The drug and medical device indus- 
tries have pushed provisions that would 
undermine the authority of the Food and 
Drug Administration," CFA Chairman 
retired Sen. Howard Metzenbaum said at 
a July 7 press conference. 

"The industry has not made the case 
that this bill is needed, because it cannot," 
he added. "In fact, there is nothing in this 
bill that improves safety or provides fur- 
ther protections for patients." 

Before talks broke down at the end of 
July, Sen. Edward M. Kennedy ID-MA), 
ranking minority member of the Health 
and Human Services Committee, had 
been in intensive negotiations with bill 
sponsor and Committee Chairman James 
M. Jeffords (R-VT) to rewrite some of the 
more controversial sections of the bill. 

Ultimately, however, they were 
unable to reach an acceptable compro- 
mise, and Sen. Kennedy refused his sup- 
port. The administration has also 
expressed concern about several of the 
bill's provisions. 

Essential Protections 
Compromised 

The bill's most controversial provi- 
sions would: 

• allow medical device manufacturers 
to select, hire, and pay for-profit compa- 
nies to review and approve their products; 

• lower the standards for the approval 
of new drugs and medical devices as safe 
and effective; 

• give drug and medical device compa- 
nies the right to make certain economic 
claims about the costs and health care 
consequences of their products to HMOs 
and other large volume purchasers 
without subjecting those claims to clini- 
cal trials; 

• repeal mandatory tracking and post- 
market surveillance of implantable, life 
sustaining, and life supporting medical 
devices; 

• allow drug companies to promote 
their drugs for uses other than those for 
which they have been approved by the 
FDA ("off-label" usage); 

• permit companies to make health 

claims about foods without FDA 
approval and without those claims' 
being supported by "significant scientific 
agreement;" and 

• preempt stronger state consumer 
protection laws covering over-the- 
counter drugs and cosmetics. 

Consumer groups, including CFA, 
have also criticized the bill for what it 
doesn't do, in particular its failure to pro- 
vide the FDA with adequate enforce- 
ment powers. 

"With the stepped up pace of both 
drug and medical device review, the 
need for FDA enforcement authority is 
greater than ever before," said CFA 
Legislative Director Mary Rouleau. 

In an effort to rush through the bill's 
controversial provisions, supporters 
have attached them to reauthorization 
of the Prescription Drug User Fee Act 
(PDUFA), a measure with widespread 
support among industry, consumer 
groups, and the FDA. 

Under PDUFA, drug manufacturers 

pay fees when they submit a product for 
approval to underwrite the costs of fed- 
eral safety and efficacy reviews of those 
products. 

PDUFA is scheduled to expire 
September 30. If it is allowed to expire, 
approximately 600 FDA employees con- 
ducting these reviews would be laid off. 

"All parties consider PDUFA a success 
story," Sen. Metzenbaum said. "Approval 
times have decreased while product 
safety has remained intact." 

Controversial Reforms 
Tied To Popular 
Legislation 

FDA reform measures were too con- 
troversial to win passage in the last 
Congress, he noted, "so now industry has 
found an attractive legislative vehicle at 
its disposal, and these provisions are on 
the fast-track because they have been 
tied to PDUFA reauthorization." 

Working with both Sen. Kennedy and 

the administration, consumer groups 
have sought to have only those provi- 
sions on which there is widespread 
consensus attached to PDUFA reautho- 
rization. 

"We have been unhappy with the 
Senate process," Rouleau said. "Patient 
and consumer groups were frozen out 
from the start, and we have been try- 
ing to play catch-up ever since. We 
think the tide is turning, however, as 
more negative publicity is being given 
to the legislation." 

In the House, Commerce Committee 
Chairman Thomas J. Bliley (R-VA) is 
said to favor an approach similar to 
that in the Jeffords bill, tying PDUFA to 
a comprehensive overhaul bill. 
However, the House is expected to pre- 
sent two bills, one covering drugs and 
one covering medical devices. 

Patient and consumer groups had 
met several times with House staff, but 
no bill had yet been introduced when 
Congress left for its August recess. 

Life Insurance Reform Sought 
Because rates of return on cash value 

life insurance policies — whole life 
and universal life — vary widely from 
year to year and from policy to policy, 
consumers lose billions of dollars annu- 
ally by purchasing the wrong policies or 
failing to hold on to existing policies, 
according to a new CFA study released in 
July. 

"For all practical purposes, consumers 
cannot evaluate cash value life insur- 
ance policies without expert, disinter- 
ested assistance," said CFA Life Insurance 
Actuary James H. Hunt, author of the 
report. 

The report analyzes more than 100 
representative policies. Hunt, who is a 
former Vermont Commissioner of 
Banking and Insurance, has evaluated 
more than 4,000 cash value policies for 
individual consumers since 1984. 

"These policies are too complex, and 
many agents are either unwilling or 
unable to help consumers sort through 
this complexity," he said. 

Based on the report's findings, CFA has 
advocated new protections for con- 
sumers of cash value life insurance poli- 
cies, including: 

• disclosure of commissions, as is 
required in the United Kingdom and 
Australia, to help reveal the high cost of 
early terminations; and 

• suitability laws to protect buyers 
against sellers pushing unsuitable poli- 
cies, in particular frequent replacements 
of existing policies. This protection now 
exists only on variable life purchases. 

CFA plans to contact state insurance 
regulators and legislators to encourage 
them to consider these reforms. 

Insurance Regulators 
Urged To Promote 
Reforms 

"Consumers misspend more dollars on 
cash value life insurance policies than 
on almost any other financial services 
product," said CFA Executive Director 
Stephen Brobeck. "As well as advocating 
reforms, insurance regulators should 
aggressively inform consumers about 
how to purchase and how not to 
purchase life insurance." 

The current report is a follow-up to a 
1995 CFA report, also prepared by Hunt, 
which estimated that buyers of cash 
value life insurance lose $6 billion annu- 
ally by terminating their policies prema- 
turely. Through its analysis of more 
than 100 policies, the new study shows 
why these losses occur. 

Because commissions are front-loaded, 
with most being paid to agents in the 
first year of the policy, the average esti- 
mated investment returns in the first 
several years of these policies are nega- 
tive: -87.9 percent in year one; -54.9 per- 
cent in year two; -18.9 percent in year 
three, and 0.0 percent in year four. 

Thus, most buyers who terminated 
their policies during this time period not 
only received no yield on their cash 
value investment, but actually lost some 
or most of this investment. In fact, for 
many of these policies, consumers who 

terminated the policy in the first two 
years lost all of their investment. 

"Only when these cash value policies 
are held for at least 15 years do rates of 
return begin to become at all attractive," 
Hunt said. 

The average rate of return for 15 years 
is 5.1 percent, while the average rate for 
return for 20 years is 6.1 percent. 
Because cash value policies offer tax 
advantages that are not available on 
many other investments, these rates of 
return may compare to yields of six to 
eight percent on these other invest- 
ments, Hunt explained. 

One small group of policies — "low- 
load" policies, which pay no agent com- 
missions — offer higher rates of return, 
especially in the early years of the poli- 
cies. After five years, these low-load poli- 
cies paid an average annual rate of 
return of 6.7 percent, while policies sold 
by commissioned agents had a negative 
rate of return of -14.5 percent. 

Furthermore, even after 20 years, the 
study found, rates of return on many 
policies examined varied considerably. 
The lowest rate of return for the entire 
period was 3.0 percent, while a number 
had rates of return above 7.0 percent. 

Even within a single company, the 
rates of return of different policies could 
vary significantly. For example, the 20- 
year average rates of return for five 
Metropolitan Life policies analyzed were 
5.2 percent, 5.6 percent, 6.0 percent, 6.3 
percent, and 7.1 percent. 

(Continued on page 2) 
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Investor Protection Update: 

Fund Profile Rule Undermines Disclosure 
The Securities and Exchange Com- 

mission has issued conflicting rule 
proposals on mutual fund disclosure 
thai would simultaneously make il eas- 
ier for Investors to use prospectuses to 
compare funds and less likely that they 
will do so. 

in comments tiled with the agency In 
June, CFA strongly endorsed SECs pro- 
posed rules to locus mutual fund 
prospectus disclosure on essential infor- 
mation about a fund thai would assist 
investors In deciding whether to invest 
in that fund. 

CFA warned, however, thai a compan- 
ion proposal to allow investment compa- 
nies to sell their products from a fund 
profile would undermine use of the lull 
prospectus and give the SEC's stamp of 
approval to impulsive, ill-considered 
mutual fund purchase decisions." 

CFA also noted that, 'once investors 
are accustomed to purchasing funds by 
clipping a coupon in a dired mail liver 
Or by tilling out an application on a weh 
site, the fund profiles can also he 
expected to become a popular new vehi- 
cle Tor fraud. 

"The SEC is giving with one hand and 
taking away wit 11 the other," said CFA 
Director of Investor Protection Barbara 
Roper. "The commission proposal to 
allow fund sales from a profile threatens 
to undermine use of the full prospectus 
at the very time when it Is being made 
more useful" 

Mutual funds have become the 
investment of choice for parents saving 
to put their children through college 
and workers saving for a comfortable 
retirement,' she added. "Do we really 
want to encourages people to make those 
crucial investment decisions based on a 
one or two paragraph description of the 
fund's   investment   strategies   and 

another one or two paragraphs on the 
fund's risks?" 

A major reason cited by the commis- 
sion in justifying the fund profile pro- 
posal is that it promotes investor choice, 
but this is an inadequate basis for adopt- 
ing such a radical |X)licy, Roper said. 

Adequacy of Profile 
Disclosure Questioned 

"It shun Id come as no surprise that 
many investors would respond favor- 
ably to the fund profiles, since they pro- 
vide the illusion of simplicity and of 
informed decision-making," she said. 
"Investment decisions are rarely simple, 
however." 

It is not clear that investors who use 
profiles have an adequate understand- 
ing of the funds these profiles describe, 
she said. In particular, they may fail to 
understand such key issues as how the 
fund risks relate to their particular 
investment goals, she said. 

Instead of allowing fund sales from 
profiles, the agency could better provide 
the same degree of investor choice by 
allowing the use of profiles as a supple- 
ment to the prospectus, but still requir- 
ing investors to receive the prospectus 
for a direct-marketed fund in advance of 
thi! sale, she said. 

Such an approach "would provide 
those investors who want to base in- 
vestment decisions on summary in- 
formation with easy access to such 
information without creating the 
impression that all relevant informa- 
tion is contained in the summary," she 
said. 

Because of these concerns, CFA urged 
the commission to withdraw its proposal 
to permit the sale of mutual funds from 
a coupon in a fund profile. 

Credit Card Bill Introduced 
Rep. Joseph I'. Kennedy ll (D-MA) Intro- 

duced legislation in June designed to 
prated consumers from predatory and 
unfair credit card marketing strategies. 

CFA endorsed the bill, ll.H. 1975, the 
"Credit Card Consumer Protection Act of 
1!)!)7,  at a Capitol Hill press conference 
held by Hep. Kennedy to Introduce the 
hill. 

Noting that increasing numbers of 
low- and middle-income households are 
burdened by credit card debt, CFA 
Executive Director Stephen Brobeck said, 
Consumers now paying more than $60 
billion a year in credit card interest and 
fees IHHKI relief from abusive practices of 
credit card issuers." 

Brobeck, author of the CFA report, 
"Consumer Impacts of Expanding Credit 
('ard Debt, released earlier this year, 
noted that ll.H. 1975 targets such abusive 
practices by credit card issuers as: not dis- 
closing the real costs of Credit; discourag- 
ing consumers from canceling or paying 
off balances in full; and escalating costs 
on those who carry balances. 

To address these abuses, key provisions 
of the bill would 

• require clear disclosure of permanent 
rates and the effective date for extensions 
of credit when the credit card company 
offers a "teaser rate; 

• prohibit charges for on-time pay- 
ments; and 

• allow cardholders to cancel a card and 
pay it off under current interest rates and 
terms if the company raises interest rates 
oi' other lees and require the company to 
notify cardholders of the right to cancel 
before raising rates or imposing new fees. 

At the press conference, CFA released 
the results of a national public opinion 
survey which showed that consumers 
support the recommended protections. 

For example, the survey found that 73 
percent of those surveyed strongly agree 
that credit card issuers are not ade- 
quately disclosing "teaser" or introduc- 
tory interest rates; 83 percent disagree 
strongly that credit card issuers should 
be allowed to charge penalty fees to card- 
holders who pay off the entire balance 
each month; and 75 percent agree 
strongly that cardholders should be 
allowed to cancel a card and pay off the 
unpaid balance at the existing fixed or 
variable rate of interest. 

The Credit Card Consumer Protection 
Act will not end all abuses or solve all 
problems. That will only occur if issuers 
exercise much more restraint in their 
extension of credit and the prices they 
charge," Brobeck said. 

"But, Congressman Kennedy's bill 
establishes important protections that 
would give millions of low - and moder- 
ate- income households much relief," he 
added. 

Action Sought on Financial 
Planner Disclosure 
Practices 

CFA wrote to the SEC and to state secu- 
rities regulators in April asking them to 
work together to address misleading 
compensation disclosure by financial 
planners. 

In letters to SEC Chairman Arthur 
Levitt and North American Securities 
Administrators Association President 
Mark Griffin, CFA asked the securities 
regulators to look into disclosure prac- 
tices by fee-and-commission planners 
that obscure the commission-related 
source of their compensation. 

Specifically, CFA asked the regulators to: 
• clarify that planners have an obliga- 

tion to provide a full and clear oral expla- 
nation of their disclosure practices when 
potential clients raise questions about 
compensation or express a preference for 
a particular compensation method; 

• require fee-and-commission plan- 
ners, when they offer "fee-only" services 
to clients, to make a binding commit- 
ment not to accept any commissions or 
other third-party compensation of any 
kind in relation to that client account 
and not to exert any pressure on the 
client to implement the plan's recom- 
mendations through the planner or an 
affiliated firm; 

• set standards for improved written 
compensation disclosure; and 

• develop a plain English disclosure 
document for investment advisers. 

"Consumers who are interested in 
learning how their financial planner is 
compensated shouldn't have to jump 
through a series of hoops to get relevant 
information," Roper said. 

"Unless they happen to know exactly 
what questions to ask and exactly where 
to look for relevant information, unso- 
phisticated consumers can be left with 
the false impression that they are deal- 
ing with a fee-only financial planner 
when that is not the case," she added. 

The letters follow up on a "mystery 
shopper" survey released earlier this year 
by CFA and the National Association of 
Personal Financial Advisers, which 
found that the majority of planners who 
told callers they offer fee-only services 
were fee-and-commission planners. 

"While some of these planners may be 
willing to work with certain clients on a 
fee-only basis, they failed to provide 
what most would consider highly rele- 
vant information — that they are not 
strictly fee-only financial planners, but 
instead offer fee-only services as an 
option within a fee-and-commission 
practice," Roper said. 

"Consumers should not have to follow 
a carefully worded script to get clear and 
complete information about compensa- 
tion from a financial planner," she added. 
"The poor quality of oral disclosure is 
particularly important, since we suspect 
many consumers will never follow up 
by reading written disclosure docu- 
ments that describe compensation 
arrangements in more detail." 

"Even those who do take the extra step 
of studying written disclosure documents 
could find it extremely difficult to find the 
pertinent information," she added, since 
that information is often buried in the 
fine print of the disclosure document 

Roper said regulatory action was nec- 

essary in light of the inadequate indus- 
try response to these issues. 

"Compensation is an important factor 
for consumers to take into account 
when looking for an objective financial 
adviser. Federal and state securities reg- 
ulators could do consumers an impor- 
tant service by improving compensation 
disclosure practices," she said. 

Roth the SEC and NASAA have said 
they will give the issue further study 
and report back to CFA on their findings. 

Decimal Stock Pricing 
Advances 

The New York Stock Exchange 
announced in June that it would begin 
quoting stock prices in dollars and cents 
"as soon as the essential systems are in 
place in the securities industry." 

The NASDAQ market is also studying 
whether to adopt decimal pricing of 
stocks, and other markets are expected 
to follow the NYSE's lead. 

Currently, most U.S. exchanges require 
stock prices to be quoted in eighths of a 
dollar, creating an automatic 12.5 cent 
minimum spread between the price at 
which brokers will sell a stock and the 
price at which they buy it. 

NYSE, which has long resisted the 
move to decimal pricing, changed its posi- 
tion after the House Finance Subcommit- 
tee approved legislation, H.R. 1053, in May 
that would have mandated the change. 

CFA and other consumer groups had 
endorsed the legislation on the grounds 
that it would "remove artificial regula- 
tory restraints on price competition i" 
our nation's equity markets" and make it 
easier for investors to compute the prof- 
its or losses on their stock trades. 

In the wake of the NYSE action, spon- 
sors of the bill agreed to drop it, allowing 
the industry to move to decimal pricing 
voluntarily. 

"While we are pleased to see voluntary 
action on the part of industry, we hope 
Congress will continue to monitor the 
situation to ensure that the change 
occurs in a timely fashion," Roper said. 

Cash Value Life Insurance 
(Continued from page 1) 

Hunt's analysis also uncovered specific 
abuses. 

For example, Metropolitan Life penalizes 
whole life policy holders with high "interest 
charges" when they pay premiums 
throughout the year, rather than at the 
beginning of the year. The "annual percent- 
age rates" on two policies where payments 
were made semi-annually were 255 percent 
and 34.8 percent, compared to 17 percent for 
the many policy holders who paid premi- 
ums monthly through automatic deduc- 
tions from checking accounts. 

The report also found sales of very high 
cost accidental death benefit riders. In a 
number of instances, the study found rates 
for this coverage that were higher than 
those for full coverage term insurance. 

Similarly, the report found sale of very 
high cost children's riders. While the mor- 
tality cost for children under 14, according 
to one study, averages less than $.10 per 
$1,000 per child, the typical charge for this 
coverage is $5 per $1,000 for all children. 

The report is available for $10 prepaid 
from CFA ROR Report, 1424 16th Street, 
N.W, Washington, D.C 20036. 
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Product Safety Update: 

CPSC Urged To Expand ATV Protections 
With the consent decree governing 

the sale of all-terrain vehicles due 
to expire in April 1998, consumer groups 
are urging the Consumer Product Safety 
Commission to do more to reduce ATV- 
related deaths and injuries, particularly 
to children. 

"Despite the provisions of the consent 
decree, approximately 240 people die 
every year and an additional 62,000 are 
injured riding ATVs," said CFA Product 
Safety Director Mary Ellen Fise. 

"ATVs are particularly dangerous for 
children - about 40 percent of the 
deaths and injuries are to children under 
16," she added. "Thus, even though a 
major goal of the consent decree was to 
reduce deaths and injuries to children, 
more than 80 children die and 22,000 are 
injured every year riding ATVs." 

CFA has called on the agency to begin 
proceedings to ban the sale of ATVs for 
use by children, to codify the ban of 
three-wheel ATVs, and recall ATVs sold 
for use by children. Because these rules 
will take time to develop, CFA has also 
called on the agency to begin negotia- 
tions for a new consent agreement, or an 
extension of the current agreement, for 
an additional ten-year period. 

"It is critical that the agency act expe- 
ditiously to assure that ATV fatalities 
and injuries do not increase any more," 
Fise said. 

To help decide what action to take 
when the consent decree expires, the 
CPSC has proposed to conduct a survey 
to determine consumer exposure to the 
hazards associated with the use of ATVs. 

CFA, Public Citizen, and the U.S. Public 
Interest Research Group submitted com- 
ments to the CPSC in support of the com- 
mission's proposal to conduct a survey, 
but urged substantial redrafting to pro- 
vide more information on "why children 
continue to be killed and injured on 
ATVs in spite of the provisions of the 
consent decree." 

In addition to providing specific sug- 
gestions on how to accomplish this goal, 
the comments urge the commission to 
use the survey to gather evidence on 
whether a ban on the sale of ATVs for 
use by children and a recall of ATVs sold 
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for use by children would be more effec- 
tive than the consent decree in prevent- 
ing ATV-related deaths and injuries to 
children. 

"While the Commission has consid- 
ered both regulatory options, it rejected 
these additional protections because, in 
large part, it said it lacked the evidence to 
show that these steps would provide an 
additional level of protection above and 
beyond the consent decree," Fise said. 
"The ATV exposure study provides the 

all new initiatives planned for 1998." 
CFA had written to the Senate in July 

seeking an appropriation of at least $45 
million for the agency, which it ulti- 
mately approved. 

"CPSC is one of the most important 
government agencies for the average 
American citizen," Fise wrote. "CPSC is a 
bargain for the consumer tax dollar," she 
added. "It accomplishes much on a shoe- 
string budget. But every dollar counts." 

CFA will continue to work with con- 

Product Liability Battle Renewed 
Congress has once again taken up legislation that would restrict the ability of con- 

sumers injured by dangerous products to receive reasonable compensation for 
their injuries. 

In May, the Senate Commerce Committee reported out legislation, S. 648, on a party 
line vote that is similar to legislation vetoed by President Clinton last year on the 
grounds that it would "endanger the health and safety of the entire American public* 
by undermining the "ability of courts to provide relief to victims of harmful products." 

This time around, however, the president has established an interagency task 
force on product liability with the apparent intent of determining whether the 
Senate bill can be revised to accommodate both the objections of the president and 
the views of the business community. 

In June, CFA Chairman retired Sen. Howard M. Metzenbaum wrote to the presi- 
dent urging him to "stand tough against efforts to compromise the rights of 
American consumers in product liability actions." 

Noting the many objections the president had raised when he vetoed last year's 
bill, Sen. Metzenbaum urged the president not to reverse his position on such key 
issues as limiting recoveries of non-economic damages, capping punitive damages, 
and limiting the statute of repose. 

"Nothing has changed — consumers still deserve to recover fully for their injuries, 
and wrongdoers must still be held accountable," he wrote. 

CFA also joined with a broad-based coalition in writing to Vice President Al Gore and 
White House Chief of Staff Erskine Bowles in July expressing concern over the compo- 
sition of the interagency task force established to study the product liability issue. 

The task force includes "important departments and agencies more likely to reflect 
the concerns of industry," while agencies "more likely to reflect of the concerns of those 
who are wrongfully injured" have generally not been included, the groups noted. 

"We want to ensure that the president receives a balanced perspective and that 
adequate attention is given to the interests of consumers, workers, and others who 
may be wrongfully injured," they wrote. 

ideal opportunity for the commission to 
gather such evidence." 

The groups also emphasized that the 
survey should be used, not to determine 
whether additional regulatory action is 
needed, but what action is needed. 

"The death and injury statistics, partic- 
ularly to children, make clear that regu- 
latory action is imperative," the 
comments state. "An ATV exposure sur- 
vey can provide the commission with 
important data to assist in its delibera- 
tions about which regulatory actions 
will be most effective." 

CPSC Budget Heads To 
Conference Committee 

Both the House and Senate have voted 
to give the Consumer Product Safety 
Commission a budget increase for fiscal 
year 1998, but the House increase is 
insufficient to allow the agency to con- 
tinue with important safety programs. 

The House approved a $44 million 
budget, and the Senate approved a $45 
million budget for the agency, up from 
its 1997 funding level of $42.5 million. 

"While we are pleased to see that both 
the House and Senate favor increasing 
the CPSC's budget, it is essential that the 
Senate's higher funding level be 
adopted," Fise said. 

"A $44 million budget would just 
barely fund CPSC's mandated increases 
in salaries, benefits, and rent costs," she 
explained. "As a result, it would force the 
agency to cut at least $500,000 from cur- 
rent product safety work and eliminate 

ferees, when Congress reconvenes after 
Labor Day, urging them to support the 
$45 million appropriation. 

Priorities, Plan for CPSC 
Discussed 

CFA submitted comments to the CPSC 
in May on the agency's draft strategic 
plan and priority projects for fiscal year 
1999. 

The comments praise the agency for 
choosing "a good mix of results-oriented 
strategic goals addressing significant risks 
faced by the American public" and for 
selecting "service quality and customer 
satisfaction goals that will help assure 
that consumers are served efficiently and 
effectively and that will improve the 
delivery of important safety information, 
thereby enhancing the agency's ability to 
reduce deaths and injuries." 

In the comments, however, Fise 
expressed concern that "given the cur- 
rent amount of resources, the compre- 
hensive risk reduction envisioned by 
this plan will prove difficult." 

"In the future, CFA hopes that the 
Commission will utilize the Strategic 
Plan to make the case for additional 
appropriations to cover staff and bud- 
get," the comments state. 

The comments also listed a number of 
projects deserving CPSC attention in FY 
1999, including playground safety and a 
number of juvenile products. In addi- 
tion, CFA stressed the importance of 
assuring that ongoing rulemakings have 
adequate resources, of having a strong 

enforcement program, and of maintain- 
ing strong ongoing efforts to monitor 
compliance with voluntary standards. 

Weak Gun Safety Lock Bills 
Introduced 

Weak bills have been introduced in 
both the House and the Senate to require 
gun dealers to provide safety locks with 
every handgun sold. CFA has worked 
with a coalition of gun control, physi- 
cian, and consumer organizations to 
draft stronger alternative legislation. 

"The main problem with the current 
bills is that they do not require child 
safety locks to meet any minimum safety 
standards to ensure that the safety locks 
sold with handguns will work effec- 
tively," Fise said. "We've seen cheap plastic 
safety locks that shatter when hit once 
with a hammer. Such locks do not pro- 
vide adequate protection." 

The alternative bill would require child 
safety locks to be subject to the same stan- 
dard-setting procedures used to develop 
safety standards for such products as toys, 
bicycle helmets, child-resistant medicine 
bottles, and cigarette lighters. 

In addition, it: provides for clearer, 
more effective warnings; contains an 
anti-preemption clause preserving 
strong state safety lock provisions and 
child access prevention laws; preserves 
the rights of individuals injured by 
defective handguns or ineffective safety 
locks to bring lawsuits; and requires 
manufacturers and dealers to report to 
the federal government incidents in 
which a child was killed or seriously 
injured by a handgun sold after the child 
safety lock law goes into effect. 

"This information will help policy- 
makers gauge how well the law is work- 
ing," Fise said. 

The coalition is working with spon- 
sors of the existing bills to get them 
strengthened and is seeking co-sponsors 
for their alternative legislation. 

Online Privacy 
(Continued from page 4) 

enforceable guidelines or regulations to 
deal with the companies who do not vol- 
untarily adopt good practices," she said. 
"Voluntary self-regulation is a start, but it 
is not sufficient." 

Fox also noted that "this is a public pol- 
icy issue, not a technology issue. Tech- 
nology is a tool to solve the problem, but 
not the solution in and of itself," she said 

Fox followed up by providing the 
agency with supplemental comments on 
unsolicited commercial e-mail, based on 
the e-mail received by one consumer 
during a six-week period. 

The 91 messages received during that 
period included ten "x-rated" messages, 
three e-mails offering private investiga- 
tion services, and 77 messages pitching a 
wide variety of get rich quick schemes, 
products and services of dubious value, 
and ways to make money marketing on 
the World Wide Web. 

Some messages not only ask consumers 
to send their credit card numbers and 
identification, but also request consumers 
to fax a copy of a check so that the seller 
can access the consumer's bank account 

"Consumers are bombarded with e-mail 
that wastes time, money, and Internet 
resources while exposing consumers to 
rip-offs and offensive messages," Fox said 
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Online Children's Privacy Standards Issued 
Responding to a petition from the 

Center for Media Education (CME), the 
staff of the Federal Trade Commission 
issued a letter in July outlining principles 
for the collection of personally identifi- 
able information from children online. 

In the letter, the staff concludes that: 
• it is a deceptive practice to represent 

that a Web site is collecting personally 
identifiable information from a child for 
one purpose, when the information also 
will be used for another purpose, without 
providing a clear and prominent notice 
to a parent regarding the practice; and 

• a Web site that has collected identifi- 
able information about children must 
obtain parental consent before releas- 
ing that identifiable information to 
third parties. 

"This letter represents a very signifi- 
cant step forward in protecting the 
rights of children in cyberspace," said 
CFA General Counsel Mary Ellen Fise. 

The CME petition had requested the 
agency to investigate the KidsCom site 
for soliciting information from children 
in a deceptive manner and for failing to 
provide full and fair disclosure of the 
purpose for which the information was 
being collected. 

The FTC staff found that certain prac- 
tices of KidsCom were likely to be unfair 
or deceptive but did not recommend 
enforcement action by the Commission, 
primarily because the site has modified 
its conduct in a manner that addresses 
the staff's concerns. 

While the letter relates specifically to 
the CME petition regarding the KidsCom 

site, the staff emphasized that the princi- 
ples outlined in the letter are intended to 
apply generally to sites that collect per- 
sonally identifiable information from 
children. 

"The FTC has sent a clear signal to 
marketers that it will not tolerate prac- 
tices that violate children's and families' 
privacy," Fise said. 

Targeting of Children 
Increasing 

The letter addresses several points 
raised by CME and CFA over the last two 
years, during which time the two groups 
have presented documentation of elec- 
tronic information collection and market- 
ing practices targeting children through a 
series of research reports and FTC filings. 

In June, as part of an FTC workshop 
on information privacy, and in a follow- 
up letter to the agency in July, CFA and 
CME again called on the agency to adopt 
enforceable guidelines "designed to 
ensure that children's privacy will be 
protected in the growing online market." 

At the workshop, the groups pre- 
sented new evidence of increasingly 
widespread information collection prac- 
tices by companies targeting children on 
the Internet. 

For example, the groups found that a 
growing number of children's Web sites 
use surveys, contests, and offers of free 
gifts in order to get children to give up 
such personal data as their e-mail 
address, street address, purchasing 
behavior, and product preferences. 

Often, children's sites use "product 

Controversy Surrounds 
EFT '99 Implementation 
Amid increasing controversy over the effects of a requirement that 

all federal benefits payments be made electronically, the Treasury 
Department in July delayed for the second time releasing its proposed 
rules to implement the new law. 

Known as EFT '99 because it is scheduled to take effect January 1,1999, 
the new law was enacted by Congress as part of the Debt Collection 
Improvement Act of 1996. The question being raised by some members 
of Congress and by consumer and community groups is how the pro- 
gram can be implemented so that it does not place new burdens on the 
approximately ten million households that receive federal payments 
but do not have bank accounts into which these payments can be elec- 
tronically deposited. 

"The Federal government estimates that it will save SlOO million per 
year by using direct deposit instead of printing and mailing checks," said 
CFA Director of Consumer Protection Jean Ann Fox. "To ensure that this 
cost is not shifted from the government to the consumers who can least 
afford it, the 10 million benefit recipients who do not have bank 
accounts should be provided with a bank account at a reasonable cost 
and with the same protections as other bank accounts. 

"If the proposed regulation does not make a bank account a viable 
alternative for the unbanked, they will be pushed further into the arms 
of unregulated alternative financial providers and fringe bankers, such 
as check cashing outlets and finance companies," she warned. 

In testimony before a House subcommittee and in letters to Treasury 
Secretary Rubin, a coalition of consumer and community groups has 
outlined the following principles for implementation of the new law: 

• only federally regulated and insured depository institutions should 
be permitted to be the conduits for federal payments; 

• the use of "authorized agents" as alternative conduits of federal pay- 
ments should be limited to those individuals and entities who have a 
fiduciary duty to the recipient; 

• those who do not have a relationship with a mainstream financial 
institution should be provided with essential banking services that are 
affordable, accessible, and include basic consumer protections; and 

• hardship waivers to this requirement should be granted liberally for 
people who do not have access to a bank, such as those in rural areas. 

"EFT '99 provides an opportunity to draw the unbanked into the 
financial mainstream, but it must be done in a manner that improves 
the lives of benefit recipients, not makes them harder," Fox said. 

spokescharacters" to solicit the informa- 
tion. And more and more sites are using 
this kind of information to begin an 
ongoing correspondence with children 
through the use of unsolicited e-mail. 

"Such practices take unfair advantage 
of a child's trust and openness," Fise said. 

The report also criticized children's 
web sites for not obtaining verifiable 
parental permission before asking for 
personal information and for not ade- 
quately informing children and their 
parents of their rights regarding data 
collection and use. 

"Attempts by the industry at self-regu- 
lation have been inadequate," Fise said. 
"While we are pleased that the industry 
has finally begun to address the issue, 
the steps they have taken to date are not 
sufficient to effectively protect chil- 
dren's and families' privacy." 

In particular, she noted that, "by not 
requiring meaningful parental consent, 
direct marketers have created a huge 
electronic loophole that puts children's 
privacy at risk." 

In their comments at the June work- 
shop CFA and CME reiterated their call for 
the agency to require that online compa- 
nies obtain permission in writing from 
parents before collecting any personally 
identifiable information from children. 

Based on the information in their new 
report, the groups also made several 
new suggestions for guidelines, includ- 
ing: banning the sending of unsolicited 
e-mail to children; prohibiting the use of 
product and other fictional figures to 
solicit personally identifiable infor- 

mation from children; and prohibiting 
companies from promising free mer- 
chandise (or the chance to receive free 
merchandise) in exchange for personally 
identifiable information. 

"While the FTC staff letter provides 
much needed agency guidance on these 
issues, CFA still urges the commission to 
issue formal guidelines," Fise said. 

Adult Online Privacy Also 
A Concern 

CFA Director of Consumer Protection 
Jean Ann Fox also participated in the 
FTC workshop as a consumer respon- 
dent on issues related to self-regulation 
and technology. 

Fox emphasized that "consumers have 
a right to control individually identifi- 
able transaction information," which 
means that they "should be able to 
decide to whom and for what purposes 
that information may go." 

Furthermore, in order to "shift the bal- 
ance of power to consumers," she said, 
this should have to be an affirmative 
choice by consumers, or "opt-in," forcing 
companies to persuade them "that it is 
worth their while to allow any informa- 
tion to be collected and used." 

"The problem is that information col- 
lection in cyberspace is invisible to most 
consumers," Fox said. "If the same prac- 
tices were carried out off-line, we would 
never put up with it." 

Fox also dismissed the idea that volun- 
tary guidelines were sufficient to deal 
with abusive practices. "We need 

(Continued on page 3) 
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