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INTRODUCTION
The Concept of Truth in Lending

In 1960 the Consumer Credit Labeling Bill was introduced in Congress
by Senator Paul H. Douglas. This bill, based on the principle that the
consumer was entitled to know the truth about the credit he used, required
that the following information be disclosed to the borrower: the total
cash price of the goods or service, the down payment, the difference
between the down payment and the total cash price, all charges not directly
resulting from the extension of credit, the total finance charges, and the
finance costs expressed as a simple annual interest rate calculated on the
basis of the unpaid balance of the debt through time,

The bill was vocifercusly opposed. Opposition from the financial and
mercantile interests was based on the fear that the disclosure of a true
rate of interest would alienzte consumers, The pubiicly stated position
was that consumers were not concerned about rates of interest (Douglas,
1968, p. 107).

Year after year the truth in lending concept was debated and then
defeated in the face of forceful opposition. FHowever, the use of credit by
consumers continued to grow during the 1960's as did concern with consumer's
interests and with this growth peopular opinion developed in favor of truth
in lending.

On March 14, 1962, President John F. Kennedy issued 2 special message
to the Congress on consumer protection (Document 364). This was the first

message ever delivered by a president on the topic of consumer interests.



President Kennedy noted the important role of consumers in the American
economy and that the well being of most families could be improved if these
families were helped to make the best possible use of their incomes. With
regard to the use of consumer credit President Kennedy said:

Excessive and untimely use of credit arising out of ignorance

of its true cost is harmful both to the stability of the eccn-

omy and to the welfare of the public. Legislation should

therefore be enacted requiring lenders and vendors to disclose

to borrowers in advance the actual amounts and rates which they

will be paying for credit (Document 364, p. 8).

He pointed to the increasing complexity of the choices facing con-
sumers in the marketplace. In addition he recognized that consumers are
affected eilther directly or indirectly by all administrative programs and
pledged that his administration would recognize the rights of the consumer
which he enumerated: the right to safety; the right to choose; the right
to be heard; and the right to be informed which is the ethical basis for
the so-called truth legislation including truth in lending.

In this same message President Kennedy directed the Council of
Economic Advisers to create a Consumers' Advisory Council:

To examine and provide advice to the Government on issues of
broad economic policy, on governmental programs protecting con~

sumer needs, and on needed improvements in the flow of consumer
research material to the publie,

Consumer Advisory Coungil

In July 1962, Walter W, Heller, Chairman of the Council of Economic
Advisors, appointed the first Consumer Advisory Council. ThelCouncil
established four committees. Dr, Richard L. D. Morse was chairman of the
conmittee on Consumer Credit and Economic Welfare. .This committee studied

the effect of consumer credit on the family and on the national economy.



The committee evaluated consumer credit terms as they facilitate or inhibit

efficient and intelligent use of credit, and appraised the procedures used

with consumers making excessive use of credit (Consumer Advisory Council

First

Report, 1963, pp. 6-7, 62-63).

The Consumer Advisory Council recommended support for the principles

and purposes of the Douglas Truth-in-Lending Bill (S. 750) stating that it

would:

Promote the right of consumers to have the facts they need to
make rational, Informed choices regarding credit usage;

Protect the ethical and efficient businessman who wishes to
fully disclose credit charges from those competitors whose
charges are deceptively concealed;

Reinvigorate price competition in the consumer credit market,
and thereby contribute to the free enterprise system;

Introduce a stabilizing, countercyclical element into the
Nation's economy by making consumers aware of rising credit
costs in boom times and declining credit costs during
recessions; and

Encourage consumers to shop for cheaper credit, thereby
releasing funds for purchasing goods and services, thus
buttressing the economy and consumer purchasing power (First
Report, 1963, p. 13).

The committee also gave specific content to the phrase '"Full Dis-

closure of Credit" by setting forth in detail what they thought were the

essentizl components for both closed-end and open-end credit contracts.

1.

. » » credit . . . contracts shall include:

8. . . o the cash or delivered prices of goods . . . and
all additional charges assessed . . . ,

b. . . . down paymenﬁ, amount to be financed, amounts and
times of payments . . . ,

c¢. the rate at which the finance charge is ., . . imposed on
the amount financed, such rate to be in standardized terms
« « « (a simple annual nominal percentage rate) . . . ,



d. the cost of credit . . ., expressed in dollars and cents,

e. the terms of credits or charges imposed in the event of
advanced or delayed payments . . . .

2. Vhen credit is extended on . . . open-end credit, . . . each
contract shall include;

a. a clear statement in writing, prior to any agreement . . .
setting forth the simple annual nominal percentage rate . . . ,

b. a clear statement in writing, at the end of each month . . .
setting forth;

(1) the outstanding balance . . . as of the beginning of
the month,

(2) the amount of each extension of credit . . . with the
date thereof and brief identification of any
property . . ., acquired,

{(3) the total amount credited to the account during the
period,

(4) the amount . . . on which the finance charge will be
based . . . , :

(5) the simple nominal annual percentage rate at which the
finance charge is imposed, which rate shall be the
periodic rate multiplied by the number of periods in
one year,

(6) the finance charge in dollars and cents . . . ,

(7) the outstanding balance . . . at the end of the month
(First Report, 1963, pp. 63-64).

Consumer representation

President Johnson elevated the status of the consumer in January 1964
by issuing Executive Order 11136 which establigshed at the Executive level
the President's Committee on Consumer Interests (PCCI) and the Consumer
Advisory Council. The President also gave public recognition to the need
for preater concern for consumer interests within the Federal Government by

establishing the Office of Special Assistant to the President on Consumer



Affairs to which he appointed Esther Peterson. The members of the Consumer
Advisory Council together with representatives of various Federal depart-
ments made up the PCCI. Esther Peterson was appointed Chairman (Congresio-
nal Quarterly, 1964, p. 253),

In continued support of and emphasis on the American consumer,
President Johnson delivered a special message to Congress on February 5,
1964. 1In this statement Johnson reaffirmed his support of President
Kennedy's policies on consumer problems and recommended additional legisla-
tion. With regard to consumer credit, the President said:

I recommend enactment of legislation requiring all lenders and
extenders of credit to disclose to borrowers in advance the
actual amount of their commitment and the annual rate of inter-
est they will be required to pay (Document 220, p. 5).

President Johnson continued to support full disclosure of credit, but he

did not consistently include the annual percentage rate requirement.
Status of Consumer Credit Legislation

Legal provisions for consumer credit were historically the exclﬁsive
pfovince of state law with the exception of those banks, savings and loan
.associations and credit unions which were Federally chartered or regulatad,
Finance companies and businesses offering retail credit as well as non-
Federally regulated financial institutions wére essentially free of Federal
control, These institutions resisted uniform credit disclosufa legisla-
tion. They objected not only to the imposition of Federal centrol where .
State regulation had prevailed, but also to the creation of order where

chaos and confusion for the consumer had been the rule,



Provisions of consumer credit laws diffe?ed greatly from state to
state. And even within the states the specific disclosures to be made and
the forms in which they were made differed for each class of consumer
credit. The provisions of these various State laws have been conclusively
documented, analyzed, and compared by Curran (1965). Interest rates were
varlously stated by the monthly system, the add-on system and the discount
system, Each of these systems of computation could of course be modified
into infinits combinations. The complex mathematical computations neces-
sary to compare rates quoted by various lenders presented a confusing
picture to consumers. A further abuse of consumer credit developed in the
1960's, the avoidance of quoting any price at all on many consumer durables
and instead stating only the amount of the monthly payment due and the
number of months of the contract. In this instance the lender concealed
both the cash price and the rate of interest (Douglas, 1968, pp. 105-107).

Federal legislation to require the full disclosure of credit terms was
kept alive through the persistent efforts of Senator Paul H., Douglas who
held hearings on this matter in 1960, 1961, 1962, 1963, and 1965. A
sunmary and comparison of the disclosure provisions of the various bills
which were introduced is included in Appendix A.

During this period the use of consumer credit increased dramatically.
In 1960 the amount of consumer credit outstanding exceeded $56 billion.

By 1966 this amount had increased to $97 billion (Federal Reserve Bulletin,

1970, p. 54).



Congressional Interest in Abusive Credit Practices
Involving Military Personnel

Servicemen were as much caught up in the growth of consumer credit as
were civilian consumers. Historically and legally they are subject to
greater protection as well as to more direct governmental control than
civilian consumers. Therefore when abusive credit practices against
military personnel became known, the matter was brought to the attention
of Congress.

In 1965 the Domestic Finance Subcommitiee of the House Committee on
Banking and Currency held hearings iunvestigating the abusive credit
practices of the Federal Services Finance Corporation. This Corporation, a
lending institution having offices around the world, dealt primarily in
personal and automobile loans to members of the Armed Forces. During the
hearings, the Subcommittee uncovered numerous abusive practices in which
Federal Services Finance Corporation engaged. The company had been found
to charge interest rates which amounted to as much as 100 percent on a 2
year loan. Military customers were charged for automobile insurance, but
were not notified that the insurance had been purchased.

In other instances servicemen were charged for insurance when in
fact no insurance was placed on their automobile, In some instances where
a serviceman had already purchased insurance on his automobile, he was
forced to pay for an additional policy, supposediy purchased by Federal
Services. In other cases, Federal Services would not supply the serviceman
with copies of the policy that the company purchased on the automobile.

A $30 charge was levied against cars purchased overseas without the

serviceman's knowledge. In many instances it was supposedly for insurance



coverage on vehicles being shipped back to the United States. This
insurance was not needed as automobiles being shipped at Government expense
were already covered by Government insurance,

When servicemen attempted to prepay loan cobligations on automobiles,
they were quoted a price by Federal Services, then aftér making a payment
in that amount, were notified that unexplained and undocumented charges
were still due.

When cars were repossessed, Federal Services used phony bids at
auctions to insure that the company itself obtained the car. The cars were
then resold from used car lots owned by Federal Services. Often in
instances of repossession and.resale where the car was sold from the

- Federal Services used car lot, the serviceman was not given credit for the
retail price of the vehicle and was served x'nrith a deceptively high defi~-
ciency balance. Federal Services also often failed to credit payments to
the debtors account (Congressional Records, 1965, pp. 24996-25000).

In September, 1965, complaints were issued against 11 companies,
Federal Services Finance Corporation being one of the worst offenders, who
had engaged in unfair practices in credit transactions with servicemen.

In an address before Congress on September 23, 1965, Honorable Frank
Annunzio, a member of the Domestic Finance Subcommittee,-reported on the
activities of Federzl Services and called for action by the Department of
Defense to protect the welfare of the serviceman. He acknowledged that a
recently published Department of Defense Directive endorsing credit unions
for military establishments in the United States was a step in the right
direction, He also noted that the problems surrounding overseas financing

remained to be resolved (Congressional Record, 1965, pp. 24996-25000).



History of Department of Defense Directive Number 1344.7,
Subject: Personal Commercial Affairs

The Department of Defense in an #ttempt to provide guidance to
servicemen in use of credit and also to assure a source of credit on and
near military bases other than loan shark operations issued a directive on
August 27, 1965, encouraging the establishment of credit unions on military

bases in the United States,

September 29, 1965 Directive

In a further effort to provide guidance to military personnel in
financial matters, the Department of Defense, on September 29, 1965, issued
a Directive which established standards for use in credit transactions
involving military persomnnel. This Directive was philosophically based on
President Johnson's message "The American Consumer." The stated purpose of
this Directive was:

« + « to prescribe uniform Defense policy governing perscnal com~
mercial transactions and related matters involving members of the
Armed Forces; to safeguard and promote the welfare and interests

of such personnel as consumers; and to observe the policies stated

in the President's Message to the Congress, February 5, 1964, '"The

American Consumer" with special emphasis to be given to the service-

man in his ", . . rights to safety . . . to be informed . . . to
14

choose (and) toc be heard, . .

The strength of this Directive, which did not carry the force of law,
lay in Section VI, Parts B and C, which stated that the Armed Forces would
not provide assistance to creditors in the location of delinquent debtors
unless the creditor met the full disclosure requirements and agbided by the
standards of fairness as set forth in the Directive. These were to have
been set forth prior to the time that tﬁe debtor signed a contract or

deposited money or property which he might stand to forfeit. These
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disclosure requirements were set forth in the directive as Part I of the

Appendices A, B, and C,

Classes of creditors. Appendix A of the Directive was to be used in

credit sales transactions by (1) sellers who financed their own sales, and
(2) creditors who might have a financial tie with the seller or might have

a right of recourse against the seller. Appendix B was for use by (1) lend-
ing Institutions haviﬁg no financial tie with the seller and no right of
recourse against the seller, or (2) creditors in an obligation in which the
debtor pladged as security property which he had owned for less than 60 days
prior to the loan. Appendix C was to be useé in eredit loan transactions
by lenders (1) making unsecured loans not intended for the purchase of
goods, (2) loans secured by property which the borrower had owned for more
than 60 days, and which was not purchased from a seller having any financial
ties to the lender, or (3) any loan secured bj a lien on real property.

This differentiation in the types of credit transactions for which
specific disclosures were required conformed to the traditional distinction
between vendor and lender credit (A and C, respectively) and Appendix B
recognized the blending of the two in a manner which could obscure the true
identity of the creditor. The creditor had to declare his relationship to
the seller both in his use of forms A or B and his answer to question

number 4 on these forms.

Credit disclosures. Part I of Appendix A and Appendix B (see pp. 11

and 12) was designed for sales credit and provided for disclosure of

(a) cash price less (b) discounts for paying cash resulting in (c) the net
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Sept 29, 65
. : 1344.7 (Encl 1)
ro. APPENDIX A
To be used by:
1. Sellers financing theif own sales.

2. lending institutions having Any financial ties with, or right of recourse
ugainst the seller of the service or goods to which the contract relates.

PART I
Y. Description Ef property or service ascquired or to be acquired:
2. Seller's name and address:

3. Name and eddress of creditor to vhom the note or obligationis or will be
payable if other than the seller:

k. Does the creditor have any financiml tles with the seller or eny right of
recourse against the seller in event of default on the obligation
(yes) (no)
5. (&) Quoted cash price of goods or services . &

(v) 1less discount customarily allowed cash purchases

(c) Net cash price of goods or services (a minus b) $

(d) .Add ancillary charges, such as taxes and auto license fees,
-from which the seller or creditor receives no bernefit and
vhich are not releted to the extension of credit, If
insurance premiums are included here, exclude any commission
or fece earned on the insurance by the seller, creditor or any
insurer in which seller or creditor have a financial interest.
Itenize ancillary charges:

) $
$
- v
Total ancillary charges: $ $
(e) Cash delivered price (e plus d) $
(t) Less trade-in allowance $
{g) Net cash price to be financed (e minus f) ' $
{(h) Add finance charges, includé here all charges including
commissions which lnure to the benefit of the seller or
creditor or entities in which either have a financial
interest and 8ll other charges which would not be made
if this were a cash purchase:
Charge for Amount
$
$
. $
Total finunce charges $ $

(1) Total time price (g plus h) $




. f ' Sept 29, 65 12
' 1354.7 (Enmcl 2)

r APPENDIX B

To be used by:

l. Iending institutlons having no finaneial ties with, or right of recourse
ggoinst the seller of the service or goods to whieh the coatract relates.

2. lending institutions on an obligation secured by property which the debtor
has owned and posscssed for less than 60 days prior to the loan.

PART I
Description of property or service aequired or to be acquired:
Seller's name and address:

Name end eddress of creditor to whom the note or obligation is or will be
peyable if other than the seller:

Does the creditol have eny financial ties with the seller or any right of
recourse agalnst the seller in event of default on the obligation

Yes) (No
(a) Quoted cash price of goods or services $
(b) ILess discount customarily allowed cash purchases 3
(c) Net cash price of goods or services (a minus b) $

(d) Add ancillary charges, such as taxes and auto license fees,
from which the seller or creditor receives no benefit and
which arc not related to the extension of credit. If
insurance premiums are included here, exclude any commission
or fee earned on the insurance by the seller, creditor or any
insurer in which seller or creditor have a financial interest.
Itemize ancillary charges: '

2 $
: .
$ : .
Total ancillary charges: $ i M
(e) Cesh delivered price (¢ plus d) : TE .4
(£} Lless trade-in allowance - '$
(g) Net cesh price to be financed (e minus r) $

|

(h) Add finence charges, include here all charges including
commiscions which inure to the benefit of the seller or
ereditor or entities in which either have & firancial
interest and all other charges which would not be made
if this were a cash purchase; -

-

Charge for Amount
$
$
$
Total finance charges $__ $
(1) Total time price (g plus h) &
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cash price (a minus b)., Itemized under (d) were charges ancillary to the
acquisition of the property or services which included all charges not
related to the extension of credit, and all fees and charges from which the
seller/creditor or an entity in which either the creditor/seller had a
financial interest received no benefit. Ewven if insurance premiums were
included in the amount financed, any commissions earned on the insurance by
the seller were to be ekcluded from the ancillary charges; they were to be
included and listed under finance charges (h). From the cash delivered
price {ct+d) was subtracted the trade-in allowance (f) to obtain the net
.cash price to be financed (g). The total time price (i) was the net cash
price plus the finance charge (gt+h).

The critical elements of this disclosure form were: (1) required
disclosure of the relationship of seller to creditor, (2) treatment of
insurance premium if the creditor/seller réceived any commission or bene-
fited from the sale of the insurance and (3) definition of the finance
charge so as to include not only charges which benefited the creditor/
seller, but more inclusively, all charges fhat would not be required if the
consumer were purchasing the item for cash.

Part I of Appeﬂdix C was designed for use in loan transactions (see
p. 14) and provided for disclosure of (a) the total amount to be repaid,
including interest; (b) the total éharges (cost of loan; (c) any deductions
from the net proceeds which were to be applied to pay off any other obliga-
tions; and (d) the net proceeds to the borrower.

These disclosure forms (A, B, and C) had four major deficiencies:

(1) There was uo provision for disclosure of the Annual Percentage Rate or
Periodic Percentage Rate in the case of open end credit; (2) Cpen-end

credit was totally ignored; (3) The term finance charge was used only with



sopt 29, B
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APPENDIX €

To be used by: f

Lenders making: (1) unsecured loans not intended for the purchase of goods
or services, or (2) loans securcd Ly property wiilch the borrower hes owned
and possessed for more than 60 days, and which was not purchased from a seller
having eny finaneial interest ln the lender or viee versae, or (3) any lomn
secured ty a lien on real property.

PART 1
1; Date of loan:
2, lender's name and ad&ress: .
‘3. Borrower's nama and address:
bk, ©Purpose of Loan: ’
5. Sccurity for the loan:
6. (a) Total amount to be repaid, including interest, if this $

loan is pald according to its terus.

(b) Charges which w1l be made egainst the debtor if loan
is repaid according to its terms are: (Itemize)

Charge Amount
$
$
$
Total charges (cost of loan) $ . . $
Net proéeeds of loan .
(c) Deductions from net proceeds to be applied to payoff )
3 of other cbligations @
Iten | Anount :
— ¥ :
— $
$
Total deductions other than $ $

charges
(d) Net proceeds to borrower . . $
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respect to sales credit and no such term was used with respect to loan
credit; and (4) Loan credit was not subjected to the same standard of
disclosures as set forth under sale credit, particularly with respect to

provisions for credit insuranmce,

Standards of fairness. Section VI. Part D. of the Directive provided

that a contractual obligation would be considered fair by the DoD if all

of the standards of fairness as set forth in Part II of Appendix A, B, or C
were complied with (see pp. 16, 17, 18). The standards of fairness varied
to conform to the type of credit for which each appendix applied and are
summarized in Table 1, p. 19. Because the standards were more numerous for

Appendix A which concerned sales credit it is used as the reference.

Excepted transactions. The requirement that a creditor comply with

the terms of the directive in order to receive debt collection assistance
could be waived by the commanding officer on the basis of these conditicns:
if the total unpaid claim was for $50 or less, if the complaint was not
predicated upon an installment note or contract, or if the complaint
involved an open or revolving charge account. This last exception, whiﬁh
exempted creditors who extended open end credit from the requirement to make
any form of disclosure to a serviceman, underscored the intent of the

directive to ignore open-end credit.

Additional provisiens. The directive also dealt with solicitation

privileges or military installations (Section I, Part B), limitation of

franchises and concessions on bases (Section I, Part C), educational



PART II - ETANDARDS OF FALRNESS
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APPENDIX A (Continued)

-
-
Lo

The ltems set forth in Column I are limitntions which the Depar%mc

nt of

1)

Defense considers desirable to insure feirness in contracts of this type obligating
military members for the payment of money. Column II signifies the c
willing:cse, or lack thercof, to héve such limitotions apply to the subject

contrnct.

reditors

Thesq_limitatioqg_ﬁo not extend any provision of the contract.

Colunm I Column I
Provicions Deairable to Insure Fairness

1

Complete by filling in "shall
apply” or "shall not apply”

.1, No finance charge made shall be in excess of the cherge which 1.

6'

.7:

8.

could be mede under the law of the place in which this contract
i1s gigned by the serviceman.

Ho cloim shall be made for an attorney's fee unless sult is 2.
filed and decided in favor of the creditor in wvhich event such
fee shall not exceed 10% of the obligation found due.

No deficlency shall be claimsd {f the security'for the debt is 3.
repossessed and sold for an amount dess than the balence due
on the contract.

Defenses which the debtor may have egainst the originallender k.
or against the seller of the goods or any agent of either shell
be good egainst any subsequent holder of the obligetion.

The debtor shall have the right to remove any security for the 5.
obligation beyond state or nutional boundaries if he or his
family moves beyond such boundaries and notifies the creditor

of the new address where the securlty is located and removal

of the security shall not accelerate payment of the obligation.

No late charge in excess of 5% of the late payment shall be 6.
made . :

There shall be no penelty for prepeyment and in the event of T
prepayment that portion of the finance charges which have

dnured to the benefit of the seller or ereditor shall be

prorated on the basls of the charges which would have been
ratably paysble had financé charges been calculated and payable
as equal periodic payxents over the term of the contract and

only the prorated amount to the date of prepayment shall be due.

This contract mey be terminated at any time prior to delivery &,
to the debtor of the goods or services vwhich were consideration’
.for the contract. llowever, if goods of special manufacture or
made to size to meeit specifications of the purchaser, are the
subject of this contract then the contract may be terpinated
only if such goods are not delivered to the debtor within 30
days after the date of the contract. If this contract provides
for the delivery of gobds or services at future intervals of
time then termination shall apply with regard to undelivered
goods or services and the debtor shall pay no greater part of
the total contract price than the froction which goods or
services delivered to the time of termination bears to, total
goods or services called for by the contract.

No charge shall be made as a part of the cash delivered price. 9.
or finance charges for an Insurance prexfum unless satisfactory
evidence of a policy reflecting such coversgs 1s delivered to

the debtor within 15 dayc after the contract is signed.
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APPENDIX B (Continuea)d -7 (Encl 2)

PART II - STANDARDS OF FATRNESS:

Tire items set forth in Column I are limitations which the Department of
Defense considers d:xsirable to insure fuirness in contracte of thic type
obligating military weabers for the payment of money.” Column II signifies the
creditors willingness, or lack thereof, to have such limitations apply to the
subJect contract. These limltations do not extend any provision of the contract.

COLRET I COLUIN 11
Provisions Desirable to Insure Falrness : Cozplete by filling in "shall
apply" or "shall not epoly”

l. No fin&nce'charge wade shall be in excess of the charge which 1.
could be made under the law of the place in which this contract
is signed by the s=rviceman.

2. TNo claim shall Ye mede for an attorney's fee unless suit is filed 2.
and decided in Imvor of the creditor in which event such fee shell
not exceed 10% of the obligation found due.

3. No deficiency shall be claimed if the rfecurity for the debt is 3.
repossessed and sold for an amount less than the balance due on
the contract.

—— e

0

k. The debtor shall have the right to remove eny security for the A,
obligation beyord siate or naticanal boundaries if he or his
family moves bteyond such boundaries and notifies the creditor
of the new address where the security is located and removal of
the securlty shall not accelerate payment of the obligetion.

5. No late charge in excess of 5% of the late peyment shall be made. 5.

6. There shall be no penalty for prepeyment and in the event of 6.
prepayment that portion of the finance charges which heve inured

to the berefit of the seller or creditor shall bte prorated on the
basis of the charges which would have been rataobly payable had
finance charges been calculated and payable as equal pericdic
payments over the term of the contract and only the prorated

emount to the date of prepeyment shﬁll be due.

7. No charge shall be made as a part of the cash delivered price T,
or finance charges for an insurance premium unless sztisfactory
evidence of & policy reflecting such coverage is delivered to
the debtor within 15 days after the contract is signed.

——— e
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APPENDIX € (Continued)

(

PART IT - STﬂHPﬂRDo COF FAIRUESSG:

Def
obl

The items set forth in Column I ere limitations which the Department of
ense’ conalders desirable to insure fairness in contracts of this type
igating nilitary meombers for the paywent of meney. Column II signifies

the creditors willinzness, or lack thereof, to huve such limitations apply
to the subject contract. These limitatlons do not extend any provision
of the contract.
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Provisions Desiruble to Insure Fairaess

et

1.

1".

&,

Column I Column 11

Completc by rilling in "shall

apoly” or "shall not apply”

No finance cherge made shall be in excess of the 1.
chiarge which could be made under the law of the place
in vhich this contract is signed by the serviceman.

No claim shall be wade for an attorney's fee unless sult 2.
is filed and decided in fovor of the ereditor in which
event such fee shall not excesd 10% of the obligation found

due.

-

Tne debtor shell have the right to remove any personal 3.
property which is security for the obligation beyond state

or netional boundaries if he or his family moves beyond

such boundaries and notifies the creditor of the new

address where the security 1s located end removal of the
.gecurity shall not accelerate payment of the obligation.

No late charge in excess of 5% of the late payment shall L,
be made.,

There shall be no penalty for prepayment and in the event 5.
of prepayment that portion of the finance chergas which

have inured to the benefit of the celler or creditor chall

be prorated on the basis of the charges wiieh would have

been ratebly payable had finance charges been caleulated

and payable as equal periodic payments over the ¥3rm of

the contract and cnly the prorated smount to the date of
prepayment shall be due.

No charge shall be made as a part of the cash delivered ' 6.
price or finance charges for an insurance premium

unless satisfactory evidence of a policy reflecting such
coverage is delivered to the debtor within 15 days after

the contract is signed.




19

Table 1. Standards of Fairness compared
DoD Di ti )
o rective, September, 1965 DoD Directive,
Appendix AT Appendix BY  Appendix cl May, 1966

1. Finance charge not to Same Same Same
exceed state law

2. Attorney's fees not Same Same Same; also no fee
to exceed 107% if salaried by

creditor

3, No deficiency judg- Same Not Greatly expanded
ment if security applicable
repossessed and sold
for less than balance
due

4, Prohibition of Not Not Same (no. 3)
Holder in Due Course included applicable

5. Removal of security Same Seme Same {no. 4)
from state boundary {no. 4) (no. 3)

6. No late charge in Same Same 5% or $5, whichever
excess of 5% (no. 5) (no, 4) less (no. 5)

7. No prepayment Same Same Same with "Rule of
penalty; finance (no. 6) (no. 5) 78" added (no. 6)
charge rebatn
prorated

8, Termination anytime Not Not . Same; payment
prior to delivery; included applicable required for
special orders only if special order
arrive 30 days after extras (no. 10)
contract sgigned; future
delivery

9. Delivery of insurance Same Same 30 days (no. 7)
policy in 15 days or (no. 7) {no, 5)
no charge or finance
charge
Not included Not Not Payments ¢f equal

included included amount and duration
(no. 8)
1

respectively.

Full text of the standards as numbered appears on pp. 16, 17, and 18,



20

programs (Section I, Part H), and advertisements appearing in unofficial
military publications sold or distributed on defense installations (Part

V). These provisions have not been considered by the guthor in this thesis.

Reaqtions to the September 29, 1965 Directive

Richard L. D. Morse, Professor of Family Economics at Kansas State

University, read the directive as published in the Consumer Firance News
‘(December, 1965, pp. 23-30), and noted that no provisiﬁn was made for the
disclosure of the annual percentage rate. He wrote to the Department of
Defense concerning this omission saying that although the Directive made
reference to the rights of the consumer, particularly the right to be
informed, it failed to require disclosure of the annual percentage rate
(see p. 21). He was assured that the Directive was being revised and
reissued in an amended form.

Undoubtedly many further comments were made on this'inn;vative docu~
ment., However, the author was denied access to the Department of Defense
history files and therefore is limited to personal interviews, published
documents, and congressional hearings. A copy of Lieutenant General

Benade's letter of May 28, 1974 appears on p. 22,

May 2, 1966 Directive

In April, 1966 while serving as consultant to the United States
Treasury Department, Dr. Morse assisted the_Department of Defense in revis-
ing the DoD Directive: (1) to include disclosure of the Annual Percentage
Rate, (2) to establish the actuarial method for computing the annual per-

centage rate, (3) to recognize and include open-end credit, (4) to simplify
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pepartment of Fomily Economics 8 December 28, 1967
Justin Hall : §

]

Mr, Cyrus Vance
Deputy Secretary of Defense
Department of Defense
Washington, D, C,
Re: DoD Directive #1344,7
Dear Mr. Vance:

I am greatly heartened by your directive and pleased that you have taken
. leadership in regularizing consumer credit practices as they affect members of the
' armed forces,

I am concemed, however, that some of the words used in the doctrine,
"let the seller make fuil disclosure" are not fully implemented. It seems some-
what indiscrete to use such language -as "Full disclosure is intended to insure
tnath-in-lending p'ractic:e...“ when in f{act such 'practices are not required,

. *Trth-in-Lending" originated with Senator Douglass and is identified with
) his efforts to obtain full disclosure information., The most critical feature of his
proposal is disclosure of the simple annual rate, Yet I do not find such disclosure
to be required, If it is, Ishould like to be corrected.

Undoubtedly, you have unknowingly misconstnied the Senator's concept
of Truth-in-Lending, Or pediaps, you are convinced that you have stayed within
‘. limits of practicality and have auained as much of the full disclosure concept as
is possible, In any case, Iam not convinced that you have fully implemented the
* full disclosure concept. Ido believe it entirely practical to insist on disclosure
of the simple nominal annual rate, The omission is serious,

My convictions about this are based on an extensive study of consumer

eredit as chainnan of the Consumer Credit Committec of President Kennedy's

* Consumer Advisory Council. Qur concept of full disclosure is given on pages
63-64 of the "Fint Report" issued October, 1963,

1 trust it will be possible for you to amend this directive to include insertion
of the simple nominal annual rate as an aspect of full disclosure,

Sincerely yours,
1".
Richard L. D, Morsz
Professor and Head

RLDM: js

CC: Scnator Paul Douglas
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON, D. C. 2030]1

MANPOWER AND ) vis
RESERVE AFFAIRS 2 B b

(Military Personnel Policy)

Miss Cynthia Sprague Lamb
2205 42nd St., N, W. (Apt. 301)
Washington, D, C. 20007

Dear Miss Lamb;

This is in reply to your letter of Mayj 13, 1974, concernind your_ request
for background information files on Department of Defense Directive
1344, 7,

Although we have not interpreted your request to be for the Directive
itself, we are enclosing for you a copy of the original 1344, 7 dated
September 29, 1965, a subsequent replacement dated May 2, 1966, and

the current edition dated July 1, 1969. In 1969 the indebtedness coverage
in 1344, 7 was established as a new and separate Directive numbered
1344,9, This Directive now contains DoD policy with regard to Truth in
Lending and the Standards of Fairness., A copy of 1344.9 is also enclosed.

I am sorry that we are not able to make available to you the memorandums,
letters and other inter-office working files on this Directive. The rcasons
for this prohibition were explained in my letter to Mr, Leslie V, Dix on
your behalf on March 5, 1974, We are invoking the exemption provided in
Title 5, Section 552, Subsection (b) of the U, S, Code dealing with public
information and records which states that '"This section does not apply to
matters that are . . . ., (5) inter-agency or intra-agency memorandums
or letters which would not be available by law to a party other than an
agency in litigation with the agency; . . . ."

I hope the enclosed material will be of assistance to you.
Sincerely,

”EM

Leo }.u Benade
Lieutenant General, USA
Deputy Assistant Secretary of Defense

Enclosures
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the full disclosure provisions, eliminating the distinction between sale
and loan credit,

The revised Directive, issued May 2, 1966 was implemented by the
Secretaries of the military departments within thirty (30) days of the date
of issuance. The full text appears in Appendix B, Only those portions
pertaining to its classification of creditors, full disclosure, standards

of fairness, and exemptions are discussed.

Classes of creditors. For purposes of disclosure of credit terms,

all creditors, other than those extending open-end credit, used a single
form., This form was used regardless of whether credit was extended for a
.cash loan or for purchases, The traditional distinction between loan and
sales credit was removed for the purpose of disclosure of credit terms,
Nevertheless, the necessity to disclose the relationship of the creditor to
the seller for purposes of determining finance charges was recognized and
provided for on the forms., The differences between lenders and vendors of
credit relating fo the security interest of the parties was addressed and

integrated in the standards of fairness statements.

. Credit disclosures, Open-end credit, which had been excluded from

the previous Directive, was recognized in this May 1966 Directive. The
Directive provided conditions whereby the creditor extending open-end

credit would be considered to have complied with the terms of the Directive.
These conditions, as set forth in Section X, E. were that the creditor
disclose (1) the periodic rate, (2) its annual rate equivalent, and (3) the

balance on which the periodic rate was applied in order to compute the
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finance charge. This essentially conformed with the recommendations of the
Consumer Advisory Council (1963).

Disclosure requirements for credit other than open-end were set forth
in Part II of Attachment A to the Directive (see pp. 25, 26), It provides
three sections: A, Identification; B, Contract Terms; and C, Calculation of
Approximate Annual Percentage Rate.

As previcusly mentioned, the creditor was required to declare whether
he had any financial ties or had right of recourse against the seller in
the event of default. This together with spaces for the names and
addresses of the parties were in the Identification section,

The Contract Terms section provided for disclosure of (1) the quoted
cash price of the goods or services or total amount of cash advances. To

this amount was added (2) ancillary charges. These were charges such as
taxes, auto license fees, filing or %ecording fees paid to a public
official which would have been paid if there had been a cash purchase. It
also included other charges from which the seller or lender received no
benefit. The sum of these amounts less the down payment or trade-in
allowance gave the unpaid cash balance or the amcunt of the loan to be
financed (5). The remainder of the form provided for determining the finance
charges to be itemized under (6). These were all charges which would not
have been made if this had been z cash purchase, as well as all charges
which would benefit the seller or creditor, or entities in which either had
an interest, These included credit~related fees such as for recording.
financial papers and fees for credit investigation. Also,_all charges for
credit insurance {life, disability, accident, health, and other) were

included as finance charges. This was a departure from the September



1344.7, Moy 2, 1966
Attachment A

PART II - FULL DISCLOSURE

A copy of this lorm or its equivaleat should be provided to the serviceman in advonce
of executing the contract, and must be submitred with requests for debt processing assistance.

-~ A, IDENTIFICATION Dote:

1. Purpose of loan or purchose

2, Security for loon

3. Borrower's ncme and address

4, Creditor's nome and address .

5. Name ond address of creditor (if known)
to whom the obligation is ar will be
poyable, if ather than above,

&. Has creditor any finoncial ties with, or
right of recourse ogsinst seller in event
of defoult?

YesD No[:]

B. CONTRACT TERMS

V. Quoted cash price of goods or services, or total amount of cash odvanced. $
2. Ancillary charges from which seller or lender receives no benefit, ond which
would be paid if this were a cash purchase: taxes; auto license fees; filing or
recording fees paid or poysble o o public afficial, etc.
6. —
b,
c.
Totel oncillary chorges ) $
3. Totol cash delivered price, or total amount of credit extended { 1+ 2} S
4. Less dc 'n payment or trode=~in-allowence. (i }
5. Unpoid cash balance to be financed {3 - 4)
é. Finance chorges which benefit the seller or sreditar, or entities in which
either hos on interest, These are chorges which would not be made if this
were a cosh purchase: ’
a. Official fees for {iling or recording eredit instrument
b. Charges for investigating credit worthiness of bomower
¢. lnsurance premiums (life, discbility, accident, health, other)
d. All other charges fot extending credit
Total finonce charges y___
7. Total amount to be repaid, in accordance with terms of agreement { 5+ 69 b3
8, To—b.c"repuid in monthly instellments, of §. each, with the first
payment to be made on {date).
9. The finance charges expressed in approximate annual percentage rate (see

reverse side and Attachment B.) All lenders and oll sellers who regularly
engoge in credit sales must complete this item,

*® Explain on reverse side if amount is to be repoid in other than Jevel wmonthiy payments. ,

5



1524.7, Moy Z, 1966
fttochrent A

PART I - FULL DISCLOSURE {cont'd.)

" C. CALCULATION OF APPROXIMATE ANNUAL
PERCENTAGE RATE *

Totol finonce charges (Bu 8) « v cv o v v s e v corsaasved
Total emount o be financed (8. ) PP |

Finonce charges per $100 financed = 4 w v v v v v 0w v v = ow ¥
(Divide 1 cbove by 2 above ond
multiply the result by 5100)

Number of monthly paymems (B, 8) . T % 0 B B
Detemine annual percentege rate by using either:

a. DoD Annual Rote Table (Attachment B). This table will
give on opproximaie onnual percentage rate based on the
actuarial methed. These appioximote rotes will differ from
precise calcuiasions by no more than 1/4% at the left end
of the table and not mare than 1-1/2% ot the right end of
ihe soble. Read down the left column of the lable to the
number of monthly payments (4 obove), Read acros to {ind
belween which poit of columns the finance charge per

. hundred {3 ohove) falls. Reod up end find the epproximate
annual percentage rote ot the head of the pair of columns, .. 4

-Or -

b. A More Piocise Actuorial Coleulation based on standard
DnIIuE:Y'ObICS- .--l-.-l--;.h-t----ll-

%

* For purposes of this calculation, it is necessary to determine the number of
equal monthly payments which would be required during the nerind of the
contract, regardless of the actual repayment tems specified.

REPAYMENT TERMS IF OTHER THAN LEVEL MONTHLY PAYMENTS

26
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Pirective., The total amount to be repaid and the time and amounts of pay-
ments were to be disclosed in (7) and (8). The finance charge, expressed
as an approximate annual percentage rate, was to be disclosed as (9), using
Part II of Attachment A (see p. 26) and the rate table included in Attach-
ment B (see p. 28) for computing the approximate annual percentage rate,

The values in the DoD annual Rate Table were computed by the actuarial
method, as noted in the footnote to the table., The instructions permitted
the creditor to use either the table or more precise actuarial calculations.,

Significantly, the terms "actuarial,” "annuity,” and "United States
Rule" appear to be synonymous, and their multiple use reflects the confu-
sion in precise terminclogy which existed at the time.

Perhaps of even greater significance was the publication of such a
Table for this represented the first official table for use in determining
the annual percentage rate by the actuarial method as applied to consumer

credit rates and methods of payment.

Standards of fairness. Part I of the May Directive specified the

standards of fairness (pp. 29, 30), A comparison of the standards with
those included in the September Directive is presented in Table 1. These
standards conform to those included in the September Directive with some
exceptions: attorney's fees could not be aésessed if the attorney were
salaried by the creditor; late charges could not exceed 57 of the delinquent
payment or $5, whichever was less; the "Rule of 78" was recognized for use
in the cowputation of finance charges to be rebated in instances of prepay-
ment; creditors were allowed thirty (30) days in which to deliver insurance

policies to debtors. The most significant change made was with respect to
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1344.7, May 2, 66
. Attachment A

PART I - STANDARDS OF FAIRNESS

1. No finance charge contracted for, made, or received under
any contract shall be in excess of the charge which could be made for such
.contract under the law of the place in which the contract is signed by the
serviceman. In the event a contract is signed with a U. S. company in a
foreign country the lowest interest rate of the state or states in which the
company is chartered or does business shall apply.

2. No contract or loan agreement shall provide for an attorney's
fee in the event of default unless suit is filed in which event the fee pro-
vided in the contract shall not exceed 10% of the obligation found due. No
attorney fees shall be authorized if he is a salaried employee of the holder.

3. In loan transactions, defenses which the debtor may have
against the original lender or its agent shall be good against any sub-
sequent holder of the obligation. In credit transactions, defenses against
the seller or its agent shall be good against any subsequent holder of the
obligation provided that the holder had actual knowledge of the defense or
under conditions where reasonable inquiry would have apprised him of this
fact.

4. The debtor shall have the right to remove any security for the
oblipation beyond state or national boundaries if he or his family moves
beyond such boundaries under military orders and notifies the creditor
in advance of the removal, of the new address where the security will be
located., Removal of the security shall not accelerate payment of the
obligation.

5. No late charge shall be made in excess of 5% of the late pay-
ment, or $5., whichever is the lesser amount. Only one late charge may
be made for any tardy installment.

6. The obligation may be paid in full at any time or through ac-
celerated payments of any amount. There shall be no penalty for prepay-
ment and in the event of prepayment that portion of the finance charges
which have inured to the benefit of the seller or creditor shall be pro-
rated on the basis of the charges which would have been ratably payable
had finance charges been calculated and payable as equal periodic pay-
ments over the terms of the contract and only the prorated amount to the
date of prepayment shall be due. As an alternative the "Rule of 78" may
be applied, in which case its operation shall be explained in the contract.
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7. No charge shall be made for an insurance premium or for
finance charges for such’premium unless satisfactory evidence of a
policy, or insurance certificate where state insurance laws or regula-
tions permit such certificates to be issued in lieu of a policy, reflect-
ing such coverage has becen delivered to the debtor within 30 days after
the specified date of delivery of the item purchase or the signing of a
cash loan agreement,

8. If the loan or contract agreement provides for payments
in installments, each payment, other than the down payment, shall
be in equal or substantially equal amounts, and installments shall be
successive and of equal or substantially equal duration.

9, 1If the security for the debt is repossessed and sold in order
to satisfy or reduce the debt, the repossession and resale will mect the
following conditions: (a) the defauliing purchaser will be given advance
written notice of the intention to repossess; (b) following repossession,
the defaulting purchaser will be served a complete statement of his ob-
ligations and adequate advance notice of the sale; {c) he will be per-
mitted to redeem the item by payment of the amount due before the sale,
or in lieu thereof submit a bid at the sale; {d) there will be a solicita-
tion for a minimum of three sealed bids unless sold at auction; (e) the
party holding the security, and all agents thereof, are ineligible to
" bid; {f} the defaulting purchaser will be charged only those charges
which are reasonably necessary for storage, reconditioning and re-
"sale and {g) he shall be provided a written detailed statement of his
obligations, if any, following the resale and promptly refunded any
credit balance due him, if any.

10, The contract may be terminated at any time before delivery
of the goods or services without charge to the purchaser. However, if
goods made to the special order of the purchaser result in pre-produc-.
tion costs, or require preparation for delivery, such additional costs will
be listed in the order form or contract, No termination charge will be
made in excess of this amount. Contracts for delivery at future inter-
vals may be terminated as to the undelivered portion, and the purchaser
shall be chargeable only for that proportion of the total cost which the
goods or services delivered bear to the total goods and services called
for by the contract. 5
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provisions for the repossession of secured property, addressing the right
to due process for the military consumer, as well as other abuses which had

prevailed in instances of repossession.

Excepted transactions., Unlike the September Directive, the May

Directive did provide that the creditor could execute the required forms
not only before the credit was extended,.but could file a certificate after
the credit had been e#tended provided he state that he had complied with
the terms of the Diréctive. This is Part III of Attachment A (p. 32). As
discovered by Leonard (1967) in a study of the effect of the Directive on
creditors, this provision proved to be a sigﬁificant loop-hole, permitting
creditors to complete credit transactions, without making the proper dis-
closures to the military consumers. A request to receive debt collection
assistance could be made by completing the disclosure forms and the
certificate of compliance at the time of the fequest. This meant that
military persounel could enter into credit tranmsactions withcout the benefit
of full disclesure, and the creditor could still'request and receive
assistance in the collection of the debt., Thus, this vitiated the spirit
of the Directive.

Additional excepticns were made in Section X, E. of the Directive,
Complaints which were not subject to the processing requirements of the
Directive included: claims by accommedation endorsers, co-makers, or
lenders against the party primarily liable where this accommodating party
was to receive no benefit; contracts for the purchase, sale or rental of
real estate; claims in which the total unpaid amount did not excead $50;

claims for support of dependents; purchase money liens on real property,
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134h.7, May 2, 66
Attachment A

PART III - Certificate of Compliance

(If Attachment A is executed before the obligation is incurred)

I certify that (1) the Standards of Fairness {Part I} have been
applied to the loan or credit obligation to which this form refers, (2)
a full disclosure of the terms of the obligation has been made by
execution of Part II or its equivalent, and (3) that a copy of this dis-
closure was furnished to the borrower (or debtor), whose signature
is also indicated below, before the obligation was incurred.

Signature of borrower Signature of creditor

(Date)
(If Attachment A is not executed before the obligation was incurred)}

I certify that (1) the Standards of Fairness (Part I) have been applied
to the loan or credit obligation to which this form refers and that the unpaid
balance owing has been adjusted in accordance therewith as reflected in an
executed copy of Part II, or (2) that the Standards of Fairness were applied
at the time the loan was made and no adjustment is required in the trans-
action as indicated by the executed copy of Part II,

Name of borrower Signature of creditor

(Date)
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not including liens representing obligations for improvement or repair;
and finally, open-end credit transaction in which the periodic rate, its
annual rate equivalent, and the balance on which the periodic rate was

applied to compute the finance charge, as previously discussed,

Reactions to the May, 1966 Directive. The provisions set forth in

the DoD Directive were controversial., Records of the Defense Department,
which might indicate in detail the attitude of the pri#ate business com-
munity toward specific provisions of the Directive, were unévailable to the
author (see p. 22). However, Dr. Carl F. Hawver, Executive Vice President
of the National Consumer Finance Association, and Archie K. Davis, Fresi-
.dent of the American Bankers Association did publish statements which are
summarized.

Accusations were made that the provisions of the Directive violated
existing State laws, that the Department of Defense had atteméted to
regulate consumer credit practices to an extent which Congress had not
seen fit to make the subject of legislation. In addition, some critics
stated that an Annual Percentage Rate could not be quoted accurately aﬁd
that such subject matter could be better enforced by State governments than
by the Federal government. Critics also stated that provisions of the
Directive gave preferential treatment to credit unions at the expense of
banks and consumer finance companies. It was also stated that the neces-
sity of printing disclosure statements to comply with the Directive would
cause unnecessary expense for the finance industry.

Hawver (1966, p. 130) referred to a natlionwide on-base consumer

counseling program conducted by the National Consumer Finance Associlation
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as "the most effective consumer program the serviceman had." Section VI(a)
of the Directive, subject: "Educational Programs and Advertising Policies,"
however, specifically prohibits commercial agents, including loan or
finance companies and their assoclations from conducting such educational
programs. This section of the Directive did permit the use of informative
material prepared by such commercial agents, provided the material was
entirely educational in nature and contained no advertisements. Davis
(1966, p. 132) took exception to Section VI of the Diréctive on the grounds
that preferential treatment was given to credit unions and their associa-
tions by permitting them to conduct educational programs, In addition,
Davis stated that he believed that commercial banks should be utilized for
educational programs on the same basis as credit unions.

Hawver (1966, p. 131) in speaking of the required disclosure of an
Annual Fercentage Réte, referred to the Department of Defense Rate Table-
for computing an approximate Annual Percentage Rate as the "Rube Goldberg
chart.”" Hawver stated that the output from the chart would be a figure
which represented neither interest nor principal, and which would be mean-
ingless in terms of any real value to the serviceman consumer. Hawver
believed that the requirément in the Directive for a statement of simple
annual interest was added in an apparent attempt to circumvent the proce-
dures of law and to accomplish by Directive what Congress had refused to do
by legislation. Davis (1966, p. 133) observed that the table ignored the
requirements of consumer 1oans‘having variable payment schedﬁles; further
he stated that such variable payment schedules would render a rate approxi-

mation relatively meaningless.
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The method used in computing finance charges specified in the Direc-
tive was also contested. Davis (1966, p. 132) noted that the definition of
finance charges and the disclosure requirements of the laws of a number of
States differed substantially from the requirements set forth in Part II B.
6 of the Full Disclosure Contract. Davis also called for the elimination of
such items as official fees for filing or recording, credit investigation
fees, and insurance premiums from the definition of finance charges on the
érounds that such fees had nothing to do with the traditional legal concept
of finance charges. Davis suggested that the finance charge be stated
separately from other charges enumerated and that only the finance charge
as such be converted to an Annual Percentage Rate equivalent. Davis con-
tinued, stating that the requirements of the Full Disclosure Contract
relating to finance charges would seriously'distort the over-all concept of
finance charges and would render disclosure of such charges virtually mean-
ingless to a borrower or credit purchaser,

Hawver (1966, p. 130) also questioned the definition of finance
charges adopted by the Department of Defense., He cited in particular his
disagreement with the inclusion of charges for insurance in the finance
charge. Hawver stated that the calculation called for in the Directive
produced an "approximate annual percentage rate" and not an "interest
rate," and that this would be difficult for everyone involved to under-
stand, bringing confusion instead of clarity.

Both Hawver and Davis noted that great expense for printing would
necessarily be incurred by the finance industry if use of the Full Dis-
closure Contract was required. Hawver stated that he believed existing

centract forms in use by the finance industry at the time contained most of
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the required information. Davie, however, noted that the terminoclogy
employed varied in considerable degree from similar terms in contract or
loan agreement forms generally used by commercial consumer lending and
financing agencies. He suggested amending the Disclosure Contract to agree
as closely as possible with the terminology contained in contract forms in
general commercial use at the time.

The provisions of the Standards of Fairness were also questioned.
Davis (1966, p. 133) in observing the provisions of St;ndard Number 3
which prohibited the waiver of defenses by the debtor against the original
lender, stated that the Standard was extremely inequitable for third
parties who would be denied rights under State law which may have permitted
a debtor to waive defenses in an action where a note was discounted to a
third party, known as the "holder in due course doctrine.'" Davis alleged
that the provision would abrogate substantial rights given by State law
under the provisions of the Uniform Commercial Code and the Ugiform
Negotiable Instruments Act,

Davis objected to the provisions of Standard Number 4 on the grounds
that permitting a debtor to remove a chattel or other security for an
obligation beyond State on national boundaries would be in direct conflict
with many State laws which required the permission of a lender before
property subject to a conditional sales contract or a chattel mortgage
could be removed from the State. He alleged that such removal of security
would generally have the effect of terminating physical damage insurance.

Hawver (1966, p. 131) noted that the provisions of Standard Number 5
concerning late charges might prove a problem under scme precompute con-

tracts where interest was precomputed in the anticipation that payments
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would be made on time. If they were not, additional "late charges,"
according to Hawver, should be made to cover interest due on money used for
a longer period of time than computed.

Standard Number 6 authorized the use of the "Rule of 78" provided the
Rule was explained in the contract. Hawver objected to this provision on
the basis that an explanation of the Rule was seldom written in existing
contracts, therefore, reprinting of contracts at considerable expense would
5& necessary. In addition he noted that in most instances an oral explana-
tion of the Rule would be far easier to understand than a written defini-
tion.

Davis further objected to the provisions of Standard Number 8 which
required that a loan agreement or contract provide for monthly installments
in equal or substantially equal amounts. He observed that lenders often
accommodated borrowers by arranging installment payments to accommodate
unusual needs of individual borrowefs and suggested that brovision be made
for permissible exceptioﬁs to the equal payment requirement.

In analyziﬁg the provisions of Standard Number 9 relating to repos-
session and sale in the event of default, Davis contended that the Standard
could conceivably work to the disadvantage of the debtor as well as the
lender. He raised the question of the debter's responsibility for possible
deficienciles resulting where there were no bids at a sale and the holder of
the security was forbidden to bid at the sale under the terms of the
Standard. Davis aiso maintained that advance written notice of a creditor's
intention to repossess was unreasonable, impractical, and would substantially
hinder collection efforts because years of experience showed that when
given prior notice, a debtor often woulﬂ attempt to conceal the secured

property.
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A brief review of the Directive by W. H. Blake, Executive Vice Presi-

dent of International Consumer Credit Association, appeared in the June,

1966, issue of The Credit World. He noted that the May issue of the Direc-
tive contained less "red tape" than did the original version for those
doing business "on-base" or those who seek DoD cooperation in collection
accounts. In addition he commented that the language of the May version
had been improved, making the Directive somewhat easier to understand.

Blake questioned the provision of the Directive %hich stated that the
DoD expected credit granters to make full disclosure of the costs of credit
before a loan, credit agreement or contract was executed. He felt the
meaning of the words "expects" and "full disclosure in advance" to be
-unclear.

He alsc noted that compliance with the provisions of the Directive by
credit granters operating outside of military installations was voluntary.
He questioned the disclosure procedures for revolving credit, declaring the
need for a public interpretation of the Directive by the DoD on this matter.

. Finally, Blake noted that compliance with the Directive would be
hampered by Senator Douglas' efforts to extend the same provisions to credit
transactions with all Federal Government employees,.and asked the members
of his organization whether their obligation to the military outweighed the
"incalculable legal and other risks inherent in the DoD rate disclosure
formula."

The only study made to determine the effect of the DoD Directive on
creditors was that made by Leonard (1967). She found that the majority of
the creditors interviewed felt that the Standards of Fairness would have

little or no effect on them. A notable exception was Standard four which
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pernmitted servicemen to move secufity beyond state and national boundaries;
objections to this Standard were raised specifically by banks and car
dealers,

With regard to completion of the Full Disclosure Contract most of the
creditors interviewed thought that completing the Contract would not be
difficult. Creditors did question the inclusion of filing fees, investigat-
ing fees, and insurance as part of the finance charge because present cen-
tracts did not inciudé these amounts., In addition they indicated that it
would be difficult to supply the approximate annual percentage rate as they
were unaccustomed to expressing such a figure. However more than half of
the creditors reported that the DoD Rate Table was not difficult to under-
stand, This study was made of a random sample of creditors in communities

bordering Fort Riley in Kansas.
Subsequent Credit Proposals

The Department of Defense Directive 1344.7 of May 2, 1966, which
required full disclosure in credit transactions was the first national
standard for truth in lending. Congressional hearings on Truth in Lending
which were held in 1965 and in 1867 began to receive wide publicity. In
addition a consumer movement was developing and growing just as was the use
of consumer credit. The prevailing climate began to shift in favor of a
Federal law setting forth uniform disclosures for consumer credit trans-
actions. The issuance of the ﬁoD Directive was a part of the movement which

led to the passage of the Federal Truth in Lending Act.
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At this time the merits of full disclosure legislation were also
being debated In various State legislatures. In 1966 the State of Massa~
chusetts passed such a full disclosure 1egislation,.however this law did not
require thé quotation of an annual percentage rate based on actuarial cal-
culations. The Canadian province of Nova Scotia also passed a law in 1966,

Similar legislation had been proposed in the State of Califormia.

Truth-in-Lending Act aﬁd Dol Directive of July 1, 1969

When the Federal Truth in Lending Act was passed on May 29, 1968,
uniform disclosure in consumer credit transactions was made the law with
regard to all consumers. The DoD Directive, which had been a forerunner in
the concept of full disclosure of credit, was revised as of July 1, 1969, to
require full disclosure and other provisions of the Truth in Lending Act,

and cancelled the May 2, 1966, Directive.

Uniform Consumer Credit Code (UCCC)

During the time that the Truth in Lending Act was being debated in
Congress, authors of the UCCC were attempting to complete the Code. Thelr
intent, according to Morse and Fasse (1970), was to have the Code ready for
consideration by State legislatures prior to any decisive action on Truth
in Lending by the Congress. The debate surrounding the two statutes cen-
tered on the rate of interest to be disclosed. Truth in Lending called fqr
the quotation of an annual percentage rate and the UCCC advocated a dollar-
add-on rate type of disclosure. Passage of the Truth in Lending Act by the
Senate in 1967 settled the controversy surrounding the form of disclosure.

However, states were pressured to adopt the UCCC with a promise that it
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would protect the states from federal intervention when the federal Truth
in Lending Act became effgctive in 1969.

The UCCC, which has been adopted by several states since 1970,
attempts to coordinate and simplify the proliferation of state credit laws.
Its major contribution is in the limitation of abusive credit practices.
Additionally the Code provides rate ceilings for consumer credit., For
purposes of this thesis, the 1968 draft of the UCCC was used, although

subsequent revisions of the Code have been issued.

Model Consumer Credit Act

In the midst of the controversy surrounding the UCCC, a grant was
awvarded the National Consumer Law Center, Inc. of the Boston College Law
School by the Office of Economic Opportunity for an extensive study of the
Code and to address the requirements of desirable consumer credit legisla-
tion. The National Consumer Act, drafted by the National Consumer Law
Center, Inc. in 1970, attempted to simplify and clarify provisions for
legislation in the area of consumer credit in a context which would ensure
adequate private remedies for consumers. The 1973 draft of the Act,-

titled the Model Consumer Credit Act, is referred to in this thesis.

MNational Commission on Consumer Finance

Title IV of the Truth in Lending Act called for the establishment qf
a bipartisan Comuission to study consumer credit in this country. This
Commission from 1969 to 1972 studied the functioning and the structure of
the consumer finance industry, as well as consumer credit transactions

generally. The findings of this Commission address many of the provisions
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which were contained in the Standards of Fairness of the May, 1966 Directive.
The recommendations of the Commission, based in large part on conclusions
drawn from the results of extensive technical studies and reviews, were

published in a 1972 Report, titled Consumer Credit in the United States.

OBJECTIVES

The purpose of ﬁhis study was to consider the merits of the Depart-
ment of Defense Directive 1344.7 of May 2, 1966 as a precursor to the Truth
in Lending Act of 1968, The specific objectives of the study were:

To evaluate the provisions for full disclosure of the DoD Directlve
relative to the recommendations for full disclosure of credit established

by the Consumer Advisory Council in its First Report (1963), and to

evaluate the extent to which the full disclosure provisions of the DoD
Directive were a precursor, to those‘in the Truth in Lending Act.

To evaluate the provisions of the Standards of Fairness by comparing
them to the standards implicit in the Uniform Consumer Credit Code, the
Model Consumer Credit Act drafted by the National Consumer Law Center,

Inc., and the Report of the National Commission on Congumer Finance.
PROCEDURES
To facilitate study of the provisions of the full disclosure contract

of the May, 1946 Directive, tabular comparisons were developed to illustrate

specific poirts considered particularly significant by the author. Table 2
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shows comparisons between the recommendations gf the Consumer Advisory
Council for full disclosure and the provisions of the DoD Directive., Table
3 notes comparative points between the provisions of the Directive and the
Truth in Lending Act, The full disclosure provisions of the Directive were
evaluated in terms of the standards for full disclosure in credit estab-
lished by the Consumer Advisory Council and in terms of the provisions of
the Truth in Lending Act.

The Standards of Fairness were tabulated along with applicable provi-
sions of the Uniform Consumer Credit Code, the Model ConsumerICredit Act of
the Natilonal Consumer Law Center, and the Report of the National Commission
on Consumer Finance, This tabulation, presented in Table 4, provided the
basis for making a comparative analysis and evaluation of the provisions of

the Standards of Fairness.
RESULTS AND DISCUSSICN
Provisions of the Full Disclosure Contract

Specific provisions of the May Directive relating to the full dis-
closure of credit terms have been compared to the recommendations of the
Consumer Advisory Council and to appropriate sections of the Truth in
Lending Act. These comparisons appear in Tables 2 and 3. The extent to
which the provisions of the Directive follow the recommendations of the
Consumer Advisory Council will be discussed and evaluated on'the basis of
the comparisons previously mentioned. Additionally comparisons between

the provisions of the Directive and the Truth in Lending Act will be
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Standards of Fairness Compared to Subsequent Credit Proposals

Dol Standard

UCCC1

Model Acf2

Nat'l Commission
Report3

3.

S

. 8.

9.

10.

Finance charge;
neot to exceed
state law

Attorney's fees;
10%

Holder-in-
Due-Course;
limited

Removal of
security;
{peculiar to
military)

Late charges;
5% or $5, which-
ever less

Prepayment; no
penalty

Rebate; "Rule of
78" or prorate

. Imsurance policy

delivery; in 30
days or no charge

Terms of payment;
equal amounts and
due dates

Repossession

Termination; can
terminate any
sale

Sets maximum
rate

15% or no
liability

Applicable but
limited

Not
included
$2 ~ $5, not

to exceed 5%

No penalty

No requirement

Balloon
payments
limited

Included under
deficiency
judgment

Home solicita-
tion sales
only

Reference to
state statutes

Abolishes

Applicable but
limited

Not
included

1%, no more
than $3

Ne penalty
Actuarial method

30 days

Balloon
payments
limited

Repeossession and
judgment
decisions

Door-to-door
sales

Not included

15% or creditor
pays if consumer
wins suit

Abolishes

HNot
included

Not
included

No penalty
"Rule of 78" or
Actuarial method

Not
included

Balloon
payments
limited

Repossession and
judgment deci-
sions

Extended TIL
provisions re.
principal

‘residence

lUniform Consumer Credit Code (1968)

2
3

A Model Consumer Credit Act (1973), National Consumer Law Center, Inc.

Report of the National Commission on Consumer Finance (1972)
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analyzed to determine the extent to which the Directive was a precursor
to Truth in Lending. The points will be discussed in the sequence in which

they appear in Table 3,

Classes of Creditors

The Consumer Advisory Council (First Report, 19563, pp. 63-64) in its
recommendations ignored the traditional distinction between loan and sale
credit which exists in the body of state consumer credit law. The Council's
recommendations for full disclosure of credit applied to all credit trans-
actions.

The Directive provided a uniform disclosure document for use in both
loan and sales credit. However, it recognized the potential tie-in
relationship between lenders and vendors and required that the existence of
any such relationship be declared.

The Truth in Lending Act recognized a distinction between the two
types of credit and made separate provision for open-end consumer sales,
sales other than open-end, and consumer loans.

In summary, the historic distinction between sales and loan credit
persisted in Truth in Lending in spite of the advances made in the DoD
Directive., As a result, Truth in Lending requires three separate sections

to accommodate this distinction.

Types of Credit

The Consumer Advisory Council made separate recommendations for
contract credit and for open-end credit, The DoD recognized the distinc-

tion between open-end credit and contract credit (other than open-end). It
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required the completion of the Full Disclosure Contract only in contract
credit transactions. Its recognition of open-end credit was inferential,
in that it declared in Section X.E. the type of disclosures that were to be
made for open-end credit by creditors in open-end credit transactions in
crder to comply with the Directive. The Truth in Lending Act provides
separate and distinct disclosure requirements for three separate types of
credit: consumer loans, open-end credit, and sales other than open-end.

In summary, the distinction between open-end credit and credit other
than open~end (contract credit) as recommended by the Consumer Advisory
Council, was instituted by the Directive and persisted in Truth in Lending.
However, Truth in Lending did retreat by allowing for a distinction between

loan and sales credit.

Quoted Rate or Rates

The Consumer Advisory Council in its definition of full disclosure
of credit (First Report, 1963, pp. 63-64) had specified that when credit
was to be extended on the basis of separate contracts, the contract should
include ". , . the rate at which a finance charge is to be imposed . . . to
.be in standardized terms . . . (a simple annual nominal percentage rate).

"

& W This rate was what is known as the actuarial rate but was not

declared as such (see Morse's reply to Bradford in Consumer Credit Computa-

tions, 1966, pp. 48-53). With regard to open-end credit the Council

specified that each Contract should include ".

. + prior tc any agreement
to extend . . . credit ., . . the simple annual nominal percentage
rate. . . ." In addition, written statements at the end of each month were

to include "the simple, nominal annual percentage rate at which the finance
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charge is imposed, which rate shall be the periodic rate multiplied by the
number of periods in one year, . . ."

The DoD followed the recommendation of the Consumer Advisory Council
and required these disclosures as a single rate. Truth in Lending deviated
from the single rate by allowing disclosure of the rate or rates. This

"step rates."

allowed for continued use of multiple rates, sometimes called
In summary, the standard of a single rate set by the Consumer Advisory
Council was first adopted in the Directive, however, this standard was

relinquished by passage of Truth in Lending.

Calculation of the Annual Percentage Rate

The Consumer Advisory Council in its Report noted in regard to credic
extended on the basis of separate contracts that a simple annual nominal
percentage rate should be disclosed. No means for arriving at this rate
was specified other than to refer to it as the same rate as used for savings
accounts. Concerning open-end credit it was specified that the rate should
be ‘the periodic rate multiplied by the number of periods in one year.

The Directive specified that the Rate should be determined by using
.either the DoD Annual Rate Table which would give an approximate aunnual per-—
centage rate based on the actuarial method or a more precise actuarial
calculation based on standard annuity tables.

Section X.E. of the Directive excluded open-end credit accounts from
the requirements of the Directive provided the account showed the periodic
rate and its annual rate equivalent and the balance to whigh it applied to
compute the finance charge. This assumed that the annual percentage rate

was the pericdic rate annualized.
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In summary, the concept of the actuarial rate which was recommended
by the Consumer Advisory Councll was adopted in more sophisticated and
practical form in the Directive and use of this actuarial rate was then

continued under Truth in Lending.

Credit Insurance Charges

The Consumer Advisory Council did not address the question of credit
"ingurance. The DoD established a precedent by including all charges for
credit insurance in the finance charge.

In the Truth in Lending Act, however, provisions concerning credit
life insurance were relaxed. The Act provided that charges for credit
life, accident, or health insurance were to be included in the finance
charge only if required by the creditor as'a condition to the extension of
credit. If the insurance coverage was not a factor in the approval of
credit and 1if this fact were clearly disclosed in writing to éhe consumer,
the insurance charges could be included in the amount financed and not

considered a finance charge,

Determination of Finance Charges

In its report, the Consumer Advisory Council recommended that
", . . all additional charges assessed against the debtor in connection
with the transaction"” be disclosed. However, the Council did not specify
what they thought should be included in such "additional charges."

The DoD clearly sperified charges to be included in the finance

charge. These were to be charges which benefited the creditor/seller and
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which would not be made for a cash purchase., Also it enumerated specific
charges to be included, such as charges for credit insurance.

In the Truth in Lending Act, finance charges are defined as those
imposed by the creditor as incident to the extension of credit. The Act
also sets forth certain specific charges which must be included in the
finance charge. Furthermore, it provides significant exemptions which
under the DoD Directive would have been considered finance charges.

In summary, the Directive clearly defined and eétablished standards
for finance charges. These standards, however, were relaxed by Truth in

Lending.

Required Point of Disclosure

The Consumer Advisory Council did not specifically recommend that
disclosures in credit tramsactions involving separate contracts be made
prior to the consummation of the transaction. However, the recommendations
did specify that the disclosures should be included in the contract which
would supposedly be given to the debtor to read before signing, With
regard to open-end credit, the Council noted that the recommended disclosures
should be made in writing prior to the extension of credit.

| The Directive noted that banks and credit unlons operating on military
bases were to complete.the requirements of the Standards of Fairness and
the Full Disclosure Contract before executing a loan or credit contract.
However, in reference to all other creditors, it was noted only that they
were "expected" to make full disclosure before the consummation of a credit
transaction. In fact the disclosures could be made at any point, even

after the military debtor had signed a contract. The Directive required
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proof of compliance with the provisions of the Standards and the execution '
of the Full Disclosure Contract before assistance would be given to a
creditor in attewmpting to locate a delinquent military debtor. However,
the creditor could conceivably defer completion of the appropriate docu-
ments demonstrating compliance until such time as he presented a claim to
the commanding officer of the military member concerned. This deferment
proved to be a major loophole.

With respect to.the Truth in Lending Act, the importance of informing
the debtor hefore he signed a contract was recognized. The Act specifies
that the required disclosures must be made pricr to the completion of any
transaction. It also set disclosure standards for advertising of consumer

credit,
Provisions of the Standards of Fairness

Each of the Standards of Fairness of the May Directive has been
compared with similar provisions addressed in the Uniform Cénsumer Credit
Code, the Report of the National Commission on Consumer Finance, and the
Model Consumer Credit Act of the National Consumer Law Center. A
tabulation comparing the appropriate provisions appears in Table 4 (p.
49), The extent to which the Standards of the Directive were incorporated
in subsequent consumer credit proposals will be discussed in the numericgl

order in which they appear in the May Directive.



Standard Number One

This Standard referred to finance charges and provided that (1) such
charges should not exceed State law, and (2) where a debt was contracted in
a foreign country, the finance charges should not exceed the lowest rate of
the State where the Company was chartered or doing business.

The Uniform Consumer Credit Code set maximum rate ceilings for each
type of consumer credit addressed in the Code. By law, these rates would
constitute the maximuﬁ amount which could be charged as a finance charge in
the state where the credit transaction was consummated. Different rate
schedules were recommended for consumer credit sales and for regulated
loans and supervised loans. Furthermore, multiple or step rates were
incorporated.

The Model Consumer Credit Act in Sections 2,202 and 2.203 provided
that finance charges assessed should meet ﬁhe requirements of State law.
The Act does not set forth maximum rates, but rather leaves this decision
to the state legislators., However, it provided for step or multiple rates.

‘The Report of the National Commission does not contain a provision
similar to that contained in Standard Number One, However, the Commission
did find that in many states, rate ceilings restrict the supply of credit
and eliminate many worthy borrowers from the consumer market. Additionally,
many borrowers pay rates considerably higher than they would in a competi-
tive market. The Commission recommended that state policies be designed-to
promote competition and that rate ceilings be used as a means of expanding
the availability of credit (1972, p. 147)., The Commission failed to

provide for a single rate disclosure.
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The Directive by requiring that where a credit transaction was
consummated in a foreign country the finance charge could not exceed the
lowest rate of the sfates where the creditor's company was chartered or
doing business, was, in effect, setﬁing rates for credit transactions in
foreign countries involving military personnel. This meant that where a
company engaged in credit tramsactions with military consumers overseas and
also did business in more than one state in the U.S5.A., if one of these
states provided for a lower maximum rate than the other States in which the
company did business, this lower rate would be the highest rate that could
be charged to military consumers overseas. This situation, although
peculiar to the military, could be incorporated by the states, empowering
them to set rate ceilings by limiting a creditor to charging a rate no
higher than the maximum allowed that creditor to charge in any other state
in which it did business. This would tend to regularize rates and prevent
creditors from trading off loses in one state with benefits of higher rates

in other states.

Standard Number Two

This Standard concerned the question of attorney's fees, Specifi-
cally, it provided that no contract could allew for attorney's fees in the
event of default unless suit was filed, in which event the fee provided for
could not exceed 10% of the obligation found due. In additiom, no
attorney's fee could be authorized if the attorney was a salaried employee
of the creditor,

The Uniform Censumer Credit Code includes alternative provisions for

attorney's fees. States enacting this legislation are expected to choose
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between the alternatives. Sections 2.413 and 3.404, referring respectively
to credit sales and loans, provide the following alternatives: Alternative
A in each of these sections states that consumers cannot be charged for
attorney's fees in consumer credit transactions. Alternative B provides
that a buyer who defaults in a consumer credit transaction may be held
liable for reasonable attorney's fees not to exceed 15 percent of the
unpaid debt, provided the attorney is not salaried by the creditor.
‘Section 3.511 concerns the question of attorney's feeé in regulated and
supervised loan transactions. This Section provides that where a super-
vised loan involves a principal amount of $1,000 or less, a debtor cannot
be charged for attorney's fees. This Section further provides that where
Alternative A of Section 3.404 (as noted above) 1s enacted, Section 3.511
should be omitted.

Section 2.404 of the Model Act prohibits the inclusion in a credit
instrument of any provision requiring payment by the consumer of attorney's
fees.

The National Commission (1972, p. 25) recommended that credit con-~
tracts should provide for the payment of reasonable attorney's fees by the
debtor in the event of default, provided the attorney is not salaried by
the creditor. It was recommended that such fees should not exceed 15 per-
cent of the outstanding balance. In additiomn, the Commission recomnended
that in the event the court should find in favor of the consumer when a
suit had been inifiated by the creditor, the creditor should be liable for
the payment of the debtor's attorney'’s fees based on the time expended by

the attorney, not the amount of the recovery.
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In summary, the questions of attorney's fees is dealt with most
favorably by the Model Act which prohibits any such fee being charged to
the consumer. The repercussions of prohibited fees, however, may affect

the availability of credit for more questionable credit applicants.

Standard Number Three

This Standard concerned the preservation of a debtor's defenses where
a credit contract was sold to a subsequent holder. The concept, known as

" meant that a debtor's defenses could

the "holder in due course doctrine,'
not be applied against subsequent holders.

The Standard provided that a debtor's defenses were to be good against
any subsequent hclder of an obligation provided the holder had actual
knowledge of the defense or under conditions where he could have learned
this fact through reasonable inquiry.

Under Section 2.404 of the Uniform Consumer Credit Code, two alterna-
tives are provided in reference to the question of "holder in due course,”
the desired alternative to be enacted by the individual State legislatures.
Alternative A provides that assignees or subsequent holders are subject to
.all claims and defenses of the buyer with respect to consumer credit
transactions. Alternative B provides that if proper notice of assignment
is given to the buyer, the assignee is not subject to defenses against the
seller.

Sections 2.601, 2.602 and 2.603 of the Model Act provide that a
buyer's claims and defenses arising from a transaction may_be asserted
sgainst any subsequent holder with the exception that where the subsequent

holder (lender or transferee) acquires the obligation of the consumer, in



60

good faith, without any notice of claims, and if he acts in good faith, he
cannot be held liable for any amount in excess of the total amount of the
original tramsaction by the consumer., Additionally, a lender or transferee
cannot be held liable where he did not know that the proceeds of a lean
would be used in a consumer transaction.

The National Commission in its Report (1972, p. 35) recommended that
holders of contracts and notes executed in connection with consumer credit
transactions should be subject to all claims and defenses of the consumer-
debtor which might arise out of the transactiom.

In summary, the Directive established a principle of fairmess with
respect to debtor-creditor relationships by assuring consumers' rights
through preserving the military debtors' defenses with respect to subsequent
holders of credit obligations, This provision conditionally abolished the
doctrine of "holder in due course." This provision assured far greater
protection to consumers than did existing State laws at the time.

The UCCC makes the holder liagble for claims as well as defenses, the
Directive only for defenses. However, the Code fails to institute a full
measure of protection and provides an alternative designed to preserve the
.rights of creditors in existing State law.

The Model Act also makes the holder liable for claims as well as
defenses. In addition, the Mcodel Act makes the holder liable with or with-
out knowledge of the defenses, in contrast to the provisions of the
Directive and the UCCC. In this respect, the Model Act is somewhat more
protective than the Directive,

The recormendation of the National Commission that "holder in due
course” be abolished offers the greatest protection to the consumer of any

of the provisions studied.
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Standard Number Four

This Standard provided that a debtor had the right to remove any
secured property beyond state or national boundaries if he or his family
moved under military orders and i1f he notified the creditor of the new
address of the security. Payments could not be accelerated if the secured
property was removed.

This Standard was peculiarly military in orientation and was contrary
to State laws which traditionally prohibit the removal of secured property
from within state boundaries. This subject was not addressed in the other

documents,

Standard Number Five

This concerned late charges and provided that no such charge could be
made in excess of 5 percent of the late payment or $5, whichever was the
lesser amount. In addition, only one late charge could be assessed for
any one tardy installment,

Section 2,203 of the Uniform Consumer Credit Code concerns delinquency
charges and provides that where an installment payment is not paid in full
within 10 days after it is due, a delinquency charge of $2 or an amount,
not exceeding $5, which is 5 percent of the unpaid amount of the install-
ment may be assessed. This Section alsc provides that only one delinquency
charge may be collected on any one overdue installment and that no
delinquency charge may be collected on an installment which is paid in full
within 10 days after it was due. This Section of the Code aiso refers to a
deferral charge and provides that a consumer may be permitted to defer the

unpaid amount of the installment for the period that it is delinquent by
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paying a deferral charge. Sectlon 2.204 sets forth requirements for
deferral charges, a charge which the consumer may elect to pay for the
privilege of deferring the payment of all or part of an unpaid installment.

Section 2.206 of the Model Consumer Credit Act provides that a
delinquency charge may bé no greater than an amount equal to 1 percent of
the unpaid amount of the installment and not to exceed $3. This section
of the Act also provides that only one delinquency charge may be collected
on any overdue Installment and that ne finance charge may be imposed on it.

The National Cormmission did not address the question of late charges
in its Report.

In summary, the Directive stopped the practice of assessing more than
one delinquency charge on an overdue payment., Both the UCCC and the Model
Act include similar provisions. With respect to the permissible amount of
a delinquency or late charge, the Model Act stipulated the smallest

permissible charge of the documents studied.

Standard Number Six

This Standard concerned the question of prepayment and provided that
.an obligation could be paid in full at any time and that there could be no
penalty for this prepayment. In addition, the Directive provided that any
unearned portion of the finance charge should be returned to the consumer.
The amount of the finance charge due the creditor could be determined by
using either the "Rule of 78" in which case an explanation of this opera-
tion was to be explained in the contract, or by a method of prorationm.

The Uniform Consumer Credit Code in Sections 2.209 and 3.209 provides

that a buyer may repay an obligation in full without incurring what is
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titled a penalty. Sections 2,210 and 3.210 of_the Code sets forth specific
requirements for the rebate of finance charges in the event of prepayment.
Under the terms of the Code, a required rebate computed to be less than §1
need not be refunded to the consumer., In prepayment of a credit sale,

other than in connection with a revolving charge account, the creditor is
permitted to retain the amount of a minimum credit service charge even
though the computed amount of the finance charge due him may be less than
the minimum credit charge as stated in the contract, The Code provides that
rebates of finance charges may be computed by using either the "Rule of 78"
or an acturial method of computation.

Section 2.210 of the Model Act provides the consumer the right to
prepay without penalty. Section 2,211 provides that unearned finance
charges in excess of $1 are to be repaid to the consumer. The Act specifies
that the actuarial method is to be used to compute the amount of the
unearned finance charges.

The National Commission (1972, p. 40) recommended that consumers
always be allowed to prepay the unpald balance of any consumer credit
obligation without penalty., Further recommendation was made that in
.instances of prepayment a rebate of unearned finance charges should be
computed by the acturial method or by the "Rule of 78."

In summary, the right to prepayment without penalty established in
the Directive was continued in subsequent credit proposals. In additiom,
the provisions of the Directive were innovative in requiring that the
YRule of 78" be explained in the credit contract when it was to be used
in computing the unearned portion of the finance charge. On the other
hand, the Model Act obviates the need for the "Rule of 78" by applying the

actuarial method.
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Standard Number Seven

Provision was made that no charge could be assessed for an insurance
premium unless a satisfactory policy had been delivered to the debtor
within 30 days after the signing of the contract or the specified date of
delivery of the item purchased.

The Uniform Consumer Credit Code does not require the creditor to
furnish an insurance policy to the debtor within any specified time
period.

The Model Act does provide that a satisfactory policy should be
delivered to the consumer within 30 days of the consummation of the con-
tract.

The National Commission did not address this question in its Report.

Both the Directive and the Model Act offer an additional protection
to the consumer by requiring that a copy of all insurance policies be
delivered to the consumer within a specified time pericd, The UCCC offers
little protection to the consumer in this area. Thus, the Directive set a

higher standard.

Standard Number Eight

This Standard provided that payments, other than the down payment,
should be in equal or substantially equal amounts, and should be successive
and of equal or substantially equal duration. This represented an effort
to stop abuses which resulted from balloon payments.

The Uniform Consumer Credit Code in Section 2.405 places restric-
tions on balloon payments, in requiring that where any payment, other than

the first, is more than twice as large as the average of the cther payments,
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the buyer must have the right to refinance the amount of that payment at the
time it is due without penalty. The Code also provides that the require-
ments of this Section need not apply where such balloon payments are
scheduled in order to accommodate a buyer with a seasonal or irregular
income. The Code does mot require that payments be of equal amounts and of
equal duratiom.

The Model Act in Section 2.402 prohibits balloon payments unless the
creditor and debtor aéree in writing to adopt a schedule of irregular pay-
ments. This section calls for payments to be of substantially equal amounts
and substantially equal duration.

The National Commission also addressed the question of balloon
payments (1972, p. 39). The recommendation was made that where a scheduled
payment was more than twice as large as the average of the regularly
scheduled payments, the consumer should have the right to refinance the
amount of that payment without penalpy, except in the instance of a payment
schedule agreed to due to the seasonal or irregular nature of the buyer's
income.,

In summary, the Directive provision prohibited the scheduling of
balloon payments. While military consumers generally receive income on a
regular basis, such a prohibition of irregular payments could be restric-
tive. In each of the subsequent credit proposals studied, balloon payments
are permitted, provided the buyer agrees in wriging; otherwise payments

must be regularly scheduled and of substantially equal amounts.
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Standard Number Nine

This Standard concerned repossession. When a debtor defaults on an
extension of credit, there are several means by which a creditor may recover
or retake secured property. Repossession is a self-help remedy whereby the
creditor retakes collateral from a debtor to satisfy an unpaid obligationm.
Unﬁer most state laws, a creditor need not obtain a court order to repossess
secured property, although generally there are required procedures which
the creditor must foliow in insténces of repossession.

A creditor may also recover the collateral through judicial process
by a suit for the amount owed or, in rare cases, by a writ of replevin
obtained prior to a trial which requires the creditor to demonstrate at a
hearing, following notice to the debtor, that his chance for recovering the
property will be greatly damaged by further delay until the time of a trial.

Standard Number Nine contained detailed requirements involving
repossession procedures, The Standaxd provided that (a) the defaulting
purchaser must be given advance written notice of the intention to repos-
sess; (b) following repossession, the purchaser in default must be
notified of his obligation and adequate advance notice of the sale; (c¢) the
debtor must be permitted to redeem the item by payment of the amount due
before the sale, or in lieu submit a bid at the sale; (d) there was to be
a solicitation for a minimum of three sealed bids unless the item was sold
at auction; (e) the party holding the security, and all apgents thereof,
were ineligible to bid; (f) the defauliing purchaser was to be charged only
those charges which were reasoﬁably necessary for storage, reconditioning,

and resale; and (g) the debtor was to be provided a written detailed
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statement of his obligations, if any following the resale and promptly
refunded any credit balance due him, if any.

The Uniform Consumer Credit Code addresses the question of reposses-—
sion only with respect to restrictions placed on deficiency judgments in
consumer credit sales. Article 5, Section 5.103 of the Code provides;

(1) if a seller repossesses goods which had a cash price of $1000 or less,
the buyer cannot be held liable for the unpaid balance of the debt, nor is
the seller obligated to resell the collateral; (2) the buyer may be held
liable for damages if he has damaged the collateral; (3) the buyer may be
held liable for damages if he failed to make the collateral available to
the seller on demand following his default.

The provisions of the Model Act concern the enforcement of a credi-
tor's security interest through repossession, which does not involve due
process, and through judicial process by obtaining a judgment against a
defaulting debtor. Sections 7.201 through 7.208 of the Act provide:

(1) no collateral can be taken without a court order unless the consumer-
debtor consents; (2) if a creditor accepts the collateral for an unpaid
obligation, he may not then obtain a deficiency judgment on the obligation;
{(3) if the creditor elects to take the collateral he may only retake it,
with the consumer's consent or following a judgment, or by obtaining a
writ of replevin which must then be followed by a judgment before the
creditor can resell the collateral; (4) following the sale of the
collateral, any surplus money remaining after the proceeds of the sale have
been applied to the debt must go to the debtor.

The National Commission in its Report (1972, pp. 27-31) made the

following recommendations concerning repossession: (1) when default occurs
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where the original indebtedness was for an amount of $1,765 or less, the
creditor should be required to elect to either repossess the collateral in
full satisfaction of the debt without the right to seek a deficiency
judgment, or to sue for a personal judgment on the obligation, but not
both; (2) the debtor should have an opportunity to be heard in court on
the merits of the creditor's claim.

In summary, the provisions of the Directive highlighted abuses which
were occurring at the.time among military consumers. The UCCC proposes
reform measures in the area of repossession; however, the measures provided
for in the Model Act assure rights for the consumer-debtor which are far

reaching and innovative in design.

Standard Number Ten

This Standard referenced contract termination. Provision was made
for contracts to be terminated before delivery without charge to the
purchaser if the military purchaser changed his mind. This Standard
provided in addition that if special pre-production costs were incurred by
the creditor as the result of goods being made to special order, the
purchager could be held liable for these special charges but that no
termination charges could be made in excess of this amount. Contracts for
delivery at future intervals could be terminated as to the undelivered
portlon, and the purchaser could be charged only fof that portion of the
total cost which the goods or services delivered would bear the total goods
and services called for by the contract.

The Uniform Consumer Credit Code in Section 2.502 provides the buyer

a right to cancel a contract only in the instance of a home solicitation
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sale when he has until midnight of the third calendar day after the day on
which he signed an agreement in which to cancel it;

The Model Act addresses the question of contract termination only in
Part 7, Sections 2.701 through 2.710 concerning direct solicitation trans-
actions or door-to-door sales., The Act provides the consumer a 3-day
pgriod of time in which to approve the transaction in writing.

The National Commission (1972, p. 189) in dealing with contract
termination simply reéommended that the provisions of the Truth in Lending
Act regarding the right of rescission be amended to include security
interests that arise by operation of law (such as mechanics' liens). The
Commission also recommended that the Act be further amended to 1limit the
time where the right of rescission may run where the creditor has failed to
give proper disclosures. The Report also includes a recommendation for a
three day 'cooling-off-period" in door to door sales (1972, p. 43).

The Directive clearly provided more extensive rights to the military
congumer with respect to contract termination‘than do any subsequent

consumer credit provisions,
SUMMARY AND CONCLUSIONS

The Department of Defense Directive 1344.7 was the first national
standard fof truth in lending. The Directive set forth uniform disclosures
for consumer credit transactions and standards of fairness. Prescribed in
the Directive were conditions and procedures required to be observed by all
creditors who extended consumer credit on the military base and by all

creditors located off the military base who requested help of the Department
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of Defense in collecting delinquent accounts from military personnel. At
the time the Directive was issued in 1966, the Truth in Lending Bill was
before the Congress. It had been introduced by Senator Douglas in 1960 and
subjected to extensive Congressional hearings until its passage by the
Senate in 1967 and enactment into law in 1968.

An objective of this thesis was to evaluate the disclosure provisions
of the Directive relative to the recommendations for full disclosure in
credit transactions méde by the Consumer Advisory Council in 1963 and also
to determine the extent to which the DeD Directive was a precursor to the
full disclosure provisions of the Truth in Lending Act.

The Directive also included Standards of Fairness for credit con-
tracts. A second obiective of this thesis was to assess these Standards of
Fairness relative to subsequent proposals pertaining to fair dealings
between creditor and debtor. The proposals referenced are the 1968 draft
of the Uniform Consumer Credit Code, the 1973 draft of the Model Consumer
Credit Act drafted by the Natiopal Consumer Law Center, and the 1972 Report
of the National Commlssion on Consumer Finance.

It was concluded that the Department of Defense Directive incorpo-
rated many of the conditions recommended by the Consumer Advisory Council.
Further, the Directive anticipated many of the provisions of Truth in
Lending. It established the feasibility of disclosing the Annual Percent-
age Rate, recognized and proved feasible the actuarial method. The
Directive alsoc recognized the unequivocal relaticnship between the Periodic
Percentage Rate and the Annual Percentage Rate as used in open-end credit
transactions, requiring the disclosure of these rates in open-end

transactions,
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The Directive was an advance over Truth in Lending as enacted in that
it: (1) Required a single Annual Percentage Rate and did not permit
several rate disclosures.- (2) Clarified the term "finance charge," by
distinguishing between an ancillary or extra charge, and charges which
directly benefited the creditor. (3) Recognized consumer credit as such
and did not differentiate between sale and loan credit. (4) Incorporated
ail costs for credit insurance in the finance charge. With respect to
Standards cf Fairness; the Department of Defense Directive was clearly a
pioneer in that it: (1) Limited holder-in-due course. (2} Provided for
safeguarding the military consumer's rights if the security for a debt was
to be repossessed or sold in order to satisfy or reduce the debt.

(3) Required that military consumers be given a copy of all imsurance
contracts.

Following the passage of the Truth in Lending Act in 1968, an amended
Directive was issued in July 1969, substituting the full disclosure provi-
sions of the Truth in Lending Act. This meant the loss of all the

previously enumerated advances.
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May 2, 1966

Appendix B
NUMBER 1344, 7

SUBJECT

Refs: (a)
(b)
(c)
(d)
(e)
(£)
(g)

(n)

ASD(M)

Department of Defense Directive

Personal Commercial Affairs

DoD Directive 1344, 7, "Personal Commercial Affairs, "
September 29, 1965 (hereby reissued as set forth herein)

President's Message of March 21, 1966, "Consumer
Interests” (H.R. Document No, 413, 89th Congress)

DoD Directive 1344. 1, NSolicitation of Life Insurance
on Military Installations, ' March 3, 1964

DoD Directive 1344, 6, "Motor Vehicle Liability
Insurance,'" April 15, 1964

DoD Directive 1000, 9, "Credit Unions Serving DoD
Personnel," August 27, 1965 '

DoD Directive 1000, 10, "Credit Unions Serving DoD
Personnel on Overseas U,S, Military Installations"!

DoD Directive 1330, 9, "Armed Services Exchange
Regulations, ! January 6, 1956

Joint Regulations, "Armed Forces Disciplinary
Control Boards,'" (AR 15-3, DSAR 5725, 1,
BUPERSINST 1620.4, AFR 125-11, MCO 1620, 1,
COMDTINST 1620, 1). March 12, 1965

I, PURPOSE

The purpose of this Directive is to reissue ;eference (a), and
in furtherance of the President's message reference (b), to
prescribe general Department of Defense. policy regarding the
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solicitation and sale of goods, services and commeodities on military
installations by dealers, tradesmen and their agents, to safeguard and
promote the welfare and interests of military personnel as consumers,
and to set forth the conditions under which DoD may extend assistance
in the collection of debts, wherever incurred, from members of the
armed forces.

APPLICABILITY AND SCOPE

A, This Directive is applicable to all components of the Department
of Defense, to those desiring the privilege of conducting commer-
cial transactions with military personnel on military installations
(including controlled housing areas), and to those who seek assist-
ance in the processing of debt complaints against military personnel,
particularly those in which consumer credit has been extended.

B, For additional provisions governing on-base solicitation for cer-
tain specialized types of commercial enterprises see the follow-
ing DoD directives:

1. Life insurance companies and their agents - reference (c).

2. Automobile insurance companies and their agents -
reference (d).

Fd

3, Credit unions - references (e) and (f),

4, Commercial facilities authorized by the Army, Navy, Air
Force or Marine Corps Exchanges - reference (g).

As used herein, credit unions refer to those authorized by ref-
erences (e) and (f).

C. The provisions of this Directive relating to processing of debt
complaints involving consumer credit transactions do not apply
to companies furnishing utility services, milk, laundry and
related delivery services in which credit is extended solely to
facilitate the service, as distinguished from inducing the pur-
chase of the product or service. For additional exceptions see .
section X, E, :
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COMMERCIAL ACTIVITIES CONDUCTED ON MILITARY IN‘STAL—

LATIONS

A, The solicitation and transaction of commercial business on

military installations with members of the armed forces may

be permitted at the discretion of the military commander,
provided such solicitations and transactions conform to
applicable regulations and do not otherwise interfere with
essential military activities, No person has authority to

enter upon and transact commercial busmess as a matter of

right.

B, Because of his broad responsibilities to maintain discipline,

protect property and safeguard the health, morale, and wel-

fare of his personnel, the installation commander may

impose reasonable restrictions on the character and con-
duct of commercial activities, Of special concern is the
need to assure that members of the armed forces are not

subject to fraudulent, usurious or unethical business practices,

and that reasonable and consistent standards are applied to

each company and its agents in’ conducting commercial trans-

actions on the installation. The word ""company' as used
herein, includes any commercial or ganlza.tlon, compdny,
group or other type of legal entity.

C. Those seeking to transact personal commercial transactions

on military installations in the United States, its territories

and the Commonwealth of Puerto Rico will be required,
upon demand, to present to the installation commander or

his designee documentary evidence that the company and its

agents meet the licensing requirements of the state in which

the installation is located, and that they also meet any other

applicable regulatory requirements imposed by civil author-

ities (federal, state, county or municipality). For ease of

administration, the installation commander may issue tempo-
rary permits to agents who meet these requirements and who

frequently conduct commercial activities on the military in-

stallations. Permanent installation passes will not be issued

for this purpose.

D, Those seeking to transact personal commercial transactions
in foreign countries will be required to observe the applicable

laws of the Host Country and upon demand to present
documentary evidence to the installation commander or his
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designee that the company and its agents meet the licensing re-
quirements of the Host Country. 1f the company and its agents
also conduct business in the United States, they must also present
upon demand, documentary evidence that they meet the licensing
requirements of the state in which they conduct their principal
business,

Armed Services Exchange facilities will be approved as author-
ized by reference (g). No other exclusive franchise or conces-
sion will be awarded for on-base solicitation and sale of goods,
services and commeodities to military personnel without the
approval of the Assistant Secretary of Defense (Manpower). All
existing exclusive franchises or concessions of this nature will
be referred to the ASD {Manpower) for review, This limitation
will not apply to service and supply contracts related to base
operations,

V. SUPERVISION OF ON-BASE COMMERCIAL ACTIVITIES

A,

B,

The solicitation of military personnel and their dependents will
be conducted on an individual basis, preferably by appointme nt,
in such locations, and at such hours as the military commander
may designate,

A conspicuous notice of installation regulations will be posted

in such form and such place as to give notice thereof to all those
conducting on-base commercial activities, In so far as practi-

cable as determined by the military commander, those conduct-
ing cn-base commercial activities will be presented with a copy
of the applicable installation regulations and advised that disre-

gard of the regulations will result in the withdrawal of solicita-

tion privileges,

“The following solicitation practices are prohibited:

1. Solicitation of recruits, trainees, "mass" or “‘captive"
audiences, and transient personnel,

2. Solicitation in areas utilized for processing or housing
transient personnel; solicitation in barracks occupied as
quarters; or the making of appointments with or soliciting
military persons in an "on duty" status.



13447
82

3+ The use of official identification cards by retired or re-
serve members of the armed forces to gain access to
military installations for the purpose of soliciting,

4. Procuring, or attempting to procure, or supplying
-roster listings of DoD personnel for solicitation
purposes.

5., The offering of unfair, improper and deceptive induce~
ments to purchase or deal,

6. Practices involving rebates to facilitate transactions or
to eliminate competition, (Credit union interest refunds
to borrowers are not considered a prohibited rebate,)

7. The use of any manipulative, deceptive or fraudulent
device, scheme or artifice, including misleading
advertising and sales literature,

8. Any oral or written representations which suggest or
give rise to the appearance that the DoD sponsors or
endorses the company, its agents, or the goods,
services and commaodities it sells,

V. DENIAL AND REVOCATION OF ON-BAGE SOLiCITATION

A, Infurtherance of a commander's responsibilities, he shall
deny or revoke permission to a company and its agents to
conduct commercial activities on the military base if such
action would further the best interests of the command.
The grounds for taking this action shall include, but not be
limited to, the following: '

1, Failure to meet the licensing and other regulatory
" requirements prescribed by Section IIl, C,, or Section
II1. D,

2. Commission of any of the solicitation practices pro-
hibited by Section IV, C,

3, Substantiated adverse complaints or reports regarding
the quality of the goods, services or commodities
solicited, the manner in which they are offered for sale,
and the method and terms of financing.
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4, Personal misconduct by a company's agents or representa-
tives while on the military installation,

5. The possession of or any attempts to obtain allotment forms,

B, The decision as to whether the denial or revocation action shall
be limited to the agent, or whether it shall also be extended to
the company he represents, shall be dependent upon the circum-
stances of the particular case, including among others, the nature
of the violations, their frequency, the extent to which other
agents of the company have engaged in such practices, and any
other matters tending to show the company's culpability.

C. Upon denying or revoking solicitation privileges the agent and
the company he represents will be promptly notified of the
reasons, orally or in writing, If the grounds for the action
bear significantly on the eligibility of the agent and the company
to hold a state license or to meet other regulatory requirements,
the appropriate authorities will be notified, If the grounds for
the action are such that the denial or revocation action should
be extended to additional military installations, the installation
commander will make his recommendations to the military
department concerned after affording the company the oppor-
tunity to show cause why it should not be so extended. If so
approved, and when appropriate, the order may be extended to
the other military departments by the Assistant Secretary of
Defense (Manpower), following consultation with the military
departments concerned,

VI, EDUCATIONAL FROGRAMS AND ADVERTISING POLICIES

A, The military departments shall maintain information and educa-
tion programs for the purpose of providing members of the
armed forces with information pertaining to the conduct of
their personal commercial affairs ( consumer credit and {inanc-
ing insurance, government benefits, savings and budgeting).
The services of commercial agents, including loan or {inance
companies and their associations may not be used for this
purpose. The services of representatives of credit unions,
including associations of credit unions, may be used for this
purpose provided their programs are entirely educational in
nature. Educational materials prepared by outside organi-
zations expert in this field may be adapted or used provided
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such material 1s entirely educational in nature and does not
contain or refer to any particular commercial product,
service or company. In addition, such experts in the field
of personal commercial affairs may provide expert advice
to those conducting such educational programs, but may not
take parts in orientation lectures or individual counselling,

The local military commander will also make qualified
personnel and facilities available for individual counselling
on loans and consumer credit transactions in order to en-
courage thrift and financial responsibility and promote a
better understanding of the wise use of credit. Legal
assistance programs will continue to encourage individual
military members to seek advice from the judge advocate

or their own lawyer before making substantial loan or

credit commitments. The counselling service and the
orientation lectures should include information regarding

the need for a full disclosure of the terms of the agreement,
how finance and interest rates are quoted and computed, the
standards of fairness which should be observed, and the DoD
forms available for this purpose’, See Section IX. and Attach-
ment A, L

The Department of Defense expects that commercial enter-
prises soliciting military personnel through advertisements
appearing in unofficial military publications will voluntarily
observe, or will be requested by the publisher to observe,
the highest business ethics in describing goods, services
and commodities and the terms of sale (including guarantees,
warranties, etc.). If credit terms are offered in such ad-
vertisements, a clear statement of the total cash price as
well as the total cost of credit, including all charges, should
be shown clearly in the company's advertisements. If time
payments are shown, the number of payments, the amount of
each, and the time period should also be shown in order that
the reader can easily compute the dollar cost of the loan.

VIiI, EXERCISE OF "OFF-LIMITS" AUTHORITY

A.

In appropriate cases a military commander may use the serv-
ices of the Armed Forces Disciplinary Control Board to
investigate reports that cash or consumer credit transactions
offered military personnel by a business establishment are
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usurious, fraudulent, misleading or deceptive. Should it be
determined that the commercial establishment engages in such
practices, that it has not taken corrective action upon being

duly notified, and that the health, morale and welfare of military
personnel would be served thereby, the Armed Forces Disci-
plinary Control Board may recommend that the offending busi-
ness establishment be declared "off-limits' to all military per-
sonnel, The procedures for making these determinations are
set out in reference (h).

A Secretary of a military department or the Secretary of De-
fense, upon receiving information that a company conducting
cash or consumer credit transactions with members of the
armed forces on a nation-wide or international basis is en-
gaged in widespread usurious, fraudulent, or deceptive prac-
tices, may direct appropriate Armed Forces Disciplinary
Control Boards in all geographical areas in which these
practices have occurred to investigate the charges and take
appropriate action.

VIII, INDEBTEDNESS OF MILITARY PERSONNEL

A, A member of the armed forces is expected to pay his just finan-

cial obligations in a proper and timely manner. A '"just finan-
cial obligation" means one acknowledged by the military member
in which there is no reasonable dispute as to the facts or the law,
or one reduced to judgment which conforms to the Soldiers' and
Sailors' Civil Relief Act (50 U, S. Code, Appendix 501, et seq.),
if applicable, '"In a proper and fimely manner' means a manner
which the military department concerned determines does not,
under the circumstances, reﬂect discredit on the military

service.

| However, the military departments are without legal authority

to require a member to pay a private debt, or to divert any
part of his pay for the satisfaction thereof even though the in-
debtedness may have been reduced to judgment by a civil court.
The enforcement of the private obligations of a military mem-
ber is a matter for civil authorities, :
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Those desiring to contact a military member about his indebt-~
edness may obtain the member's address by writing to the
locator service of the military department concerned and en-
closing $1.50 as a fee for the service.

IX, STANDARDS OF FAIRNESS AND FULL DISCLOSURE BY LENDERS

AND SELLERS

A.

The Department recognizes that a great majority of those
engaged in making loans and extending credit to military
personnel deal fairly and justly. Attachment A describes
the principal standards (Part I) which are considered to
characterize fair and just dealing with servicemen, and
itemizes the information (Part II} which the serviceman

needs to know in order to be fully informed on the terms of

the contract. Adherence to these standards and disclosure
of this information in advance places both parties squarely

on notice of their respective obligations, discourages im-

provident loans, and reduces cases of default.

Those who sell or loan to military personnel are expected

to subscribe to the standards of fairness and to make full
disclosure before the loan or credit agreement or contract

is executed, Because banks and credit unions operating on
military installations owe a special responsibility to deal
fairly with those assigned to or employed on the installation,
they must conform to the requirements of Attachment A before
executing the loan or credit agreement or contract.

The itemized information required in Part II of Attachment A
may be presented to the serviceman in the form most con-
venient to the seller or lender, as long as all of the informa-
tion is disclosed and a copy is provided to the borrower.

X. PROCESSING DEBT COMPLAINTS

"

With the growth of borrowing opportunities and consumer
credit, the military departments have been called upon,
with increasing frequency, to provide assistance in the pro-
cessing of debt complaints growing out of such transactions.
While many of these requests involve loan and credit trans-
actions which are fair and reasonable, others involve
transactions in which the full cost of credit has not been
stated simply and clearly in advance. Further, some of

oo



these transactions levy exorbitant charges and other un- 87
reasonable obligations against the military debtor. Under
such circumstances, the Department will not use its facil-
ities and personnel in processing such debt complaints
through military channels. For the purpose of this Directive,
lenders also include all financial institutions (such as cen-
tralized charge systems) which, although not a party to the
original transaction, seek assistance in the collection of
debts.

In all loan and credit transactions subject to this Directive,
the military department concerned will refer letters charging
military members with indebtedness through military channels
to the debtor only under the conditions set forth in 1. or 2,

below,

1. Lenders and creditors completing Attachment A before
_executing the loan or credit contract must submit a copy
of Part II (Full Disclosure) and Part I1I (Certificate of
Compliance) to the commanding officer of the military
member concerned or, if unknown, to his military depart-

ment for forwarding to the military member concerned.

2. Those not executing Attachment A before consummating

the loan or credit contract (or who are unable to produce
a copy thereof signed by both parties} must submit an
-executed copy of Part II {Full Disclosure) and Part II1
(Certificate of Compliance). Requests for assistance
which fail to meet these requirements and which are not
modified after the sender has been so notified, will not
be acted upon.

Those claims in which there is questionable compliance with
these requirements, or in which the cost of the loan or credit,
including all finauce charges, although stated, appear ex-
cessive or exorbitant, will be referred to the officer respon-
sible for such consideration and disposition as may be appro-
priate. Before deciding on a proper course of action, the
appropriate officer will give the crediter an opportunity to
demonstrate (1) that the finance charges conform to the law of
the state governing the contract and (2) the extent to which '
the finance charges and rates conform to the prevailing rates
and charges for similar consumer credit transactions.

Additionally, the fact that a particular claim is exempt from

the requirements of Full Disclosure and Standards of Fair-
ness under E. below (c.g., an open-end or revolving charge

10
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account), does not foreclose the right by the debtor to
question service charges and other finance charges and
to ncgotiate a fair and reasonable settlement,

E. The following types of debt complaints are not subject to the
processing requirements of D, above; claims by accommo-
dation endorsers, co-makers or lenders against the party
‘primarily liable on obligations not intended to benefit the
accommodating party through payment of interest or other-
wise; contracts for the purchase, sale or rental of real
estate; claims in which the total unpaid amount does not
exceed $50 claims for support of dependents, claims based
shows the penodlc raf-c:,”é—ﬁ'd its annual rate equwalent and
the balance to which it is applied to compute the charge;
or purchase money liens on-real property (this does not
include other liens on real properily and related obligations
such as those which represent obligations for improvement
or repair).

XI, RESPONSIBILITIES

The Assistant Secretary of Defense (Manpower)} shall be respon-
sible for the administration of the provisions of this Directive
and assure its effective implementation throughout the DoD.

XU, EFFECTIVE DATE AND CANCELLATION :

A. This Directive shall be published in the Federal Register
and shall become effective July 1, 1966. Reference (a}is
hereby superseded as of that date and reissued as provided
herein.

B. As an exception, any debt complaints received prior to Au-
gust 1 which conform to the "collection procedures' and
attachment of reference {a) will be processed. After that
date, lenders or creditors seeking assistance must comply
with the terms of this Directive.

Xm, MPLEMENTATION ’

Within thirty (30} days of the date of issuance the Secretaries of
the military departments shall submit to the ASD (M 1powe r)

two copies of their zmplementmg regulat ns. '

Attachments - 2: A & B \
Deputy ;Tetaw of Iense



L B N

Attachment A

PART I - STANDARDS OF FAIRNESS o

1. No finance charge contracted for, made, or received under
any contract shall be in excess of the charge which could be made for such
contract under the law of the place in which the contract is signed by the
serviceman. In the event a contract is signed with 2 U. 5. company in a
foreign country the lowest interest rate of the state or states in which the-
company is chartered or does business shall apply.

2. No contract or loan agreement shall provide for an attorney's
fee in the event of default unless suit is filed in which event the fee pro-
vided in the contract shall not exceed 10%’ of the obligation found due. No
attorney fees shall be authorized if he is a salaried employee of the holder.

3. In loan transactions, defenses which the debtor may have
against the original lender or its agent shall be good against any sub-
sequent holder of the obligation. In credit transactions, defenses against
the seller or its agent shall be good against any subsequent holder cf the
obligation provided that the holder had actual knowledge of the defense or
under conditions where reasonable inquiry would have apprised him of this.
fact.

4. The debtor shall have the right to remove any security for the
obligation beyond state or national boundaries if he or his family moves
beyond such boundaries under military orders and notifies the creditor
in advance of the removal, of the new address where the security will bé
located. Removal of the secur:.ty shall not accelerate payment of the
obligation. ;

5. No late charge shall be made in excess of 5% of the late pay-
ment, or $5., whichever is the lesser amount. Only one late charge may
be made for any tardy installment.

6. The obligation may be paid in full at any time or through ac-
‘celerated payments of any amount. There shall be no penalty for prepay-
ment and in the event of prepayment that portion of the finance charges
which have inured to the benefit of the seller or creditor shall be pro-
rated on the basis of the charges which would have been ratably payable
had finance charges been calculated and payable as equal periodic pay-
ments over the terms of the contract and only the prorated amount to the
date of prepayment shall be due. As an alternative the '"Rule of 78" may
be applied, in which case its operation shall be explained in the contract.
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7. No charge shall be made for an insurance premium or for
finance charges for such premium unless satisfactory evidence of a
policy, or insurance certificate where state insurance laws or regula-
tions permit such certificates to be issued in lieu of a policy, reflect-
ing such coverage has been delivered to the debtor within 30 days after
the specified date of delivery of the item purchase or the signing of a
cash loan agreement.

8. If the loan or contract agreement provides for payments
in installments, each payment, other than the down payment, shall
be in equal or substantially equal amounts, and installments shall be
successive and of equal or substantially equal duration.

9. If the security for the debt is repossessed and sold in order
to satisfy or reduce the debt, the repossession and resale will meet the
following conditions: (a) the defaulting purchaser will be given advance
written notice of the intention to repossess; (b) following repossession,
the defaulting purchaser will be served a complete statement of his ob-
lipations and adequate advance notice of the sale; (c) he will be per-
mitied to redeem the item by payment of the amount due before the sale,
or in lieu thereof submit a bid at the sale; (d) there will be a solicita-
tion for a minimum of three sealed bids unless sold at auction; (e) the
party holding the security, and all agents thereof, are ineligible to
bid; (f) the defaulting purchaser will be charged only those charges
which are reasonably necessary for storage, reconditioning and re-
sale and (g) he shall be provided a written detailed statement of his
obligations, if any, following the resale and promptly refunded any
credit balance due him, if any.

10. The contract may be terminated at any time before delivery
of the goods or services without charge to the purchaser. However, if
~goods made to the special order of the purchaser result in pre-produc-
tion costs, or require preparation for delivery, such additional costs will
be listed in the order form or contract. No termination charge will be
made in excess of this amount. Contracts for delivery at future inter-
vals may be terminated as to the undelivered 'portion, and the purchaser
". shall be chargeable only for that proportion of the total cost which the
goods or services delivered bear to the total goods and services called
for by the contract.
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A copy of this form or its equivalent should be provided to the servicemon in advance
of executing the contract, ond must be submitted with requests for debt processing assistance.

A. IDENTIFICATION

Date:

Purpose of loan or purchase 2. Security for loan

Borrower's name and address

4, Credifor's name and address

Name and address of creditor (if known)
to whom the obligation is or will be

payable, if other than above. of default?

Yes D

6. Has creditor any financial ties with, or
right of recotirse against seller in event

NOD

B. CONTRACT TERMS

Quoted cush price of goods or services, or fotal amount of cash advanced.

Ancillary charges from which seller or lender receives no benefit, and which
would be paid if this were a cash purchase: taxes; auto license fees; filing or
recording fees paid or payable to a public official, etc.

a.
b.

C.

Total ancillary charges

Total cash delivered price, or total amount of credit extended (1 + 2)

Less down payment or trade-in allowance.

Unpoid cash balance to be financed (3 - 4)

Finance charges which benefit the seller or creditor, or entities in which
either has an interest, These are charges which would not be made if this
were a cash purchase: :

a. Official fees for filing or recording credit insfrument
b. Charges for investigating credit worthiness of borrower

¢. Insurance premiums (life, disability, accident, health, other)
d. All other charges for extending credit

Total finance charges

Total amount to be repaid, in accordance with temms of agreement ( 5+ &)

To be repaid in monthly installments, of §

__each, with the first
payment to be made on (date). '

The finance charges expressed in approximate annual percentage rate (see
reverse side and Attachment B.) All lenders and all sellers who regularly
engage in credit sales must complete this item,

* Explain on reverse side if amount is to be repaid in other than level monthly payments. .
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Attachment A

PART IT - FULL DISCLOSURE (cont’d.)

C. CALCULATION OF APPROXIMATE ANNUAL
PERCENTAGE RATE *

1« Toral firence chaiges Be B) v o s¢ w o % v 55 6 5.6 % 8 & & $
2. Tota! amount to be financed (B 5) .+« « v v ¢ v « .« . A
3. Finonce charges per S100 financed « . v o 0 o v 4 o « » ce..
(Divide 1 above by 2 above and '
multiply the result by $100) .

4. Number of monthly payments (Be 8) v o o s v o v v o o o v oo s

5. Detemine annual percentage rate by using either:

a. DoD Annual Rate Table (Attachment B).. This table will
give on approximaie annual percentage rate based on the
actuarial method. These opproximate rates will differ from
precise calculaiions by no more than 1/4% at the left end
of the table and not more than 1-1/2% at the right end of
the table. Read down the left column of the table to the
number of monthly payments (4 above). Read across to find
between which pair of columns the finance chorge per
hundred {3 above) folls. Read up and find the approximate
annual percentage rate at the head of the pair of columns, .. %

b. A More Precise Actuarial Calculation based on standard
Oﬂnui-‘yfubles- v 6 0 U © © © U ® & U B O O O G & © e 8 & P w %

* For purposes of this calculation, it is necessary to determine the number of
equal monthly payments which would be required during the neriod of the
contract, regardless of the actual repayment terms specified. '

REPAYMENT TERMS IF OTHER THAN LEVEL MONTELY PAYMENTS
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134k.7, May 2, 66
Attachment A

PART III - Certificate of Compliance

(If Attachment A is executed before the obligation is incurred)

I certify that (1) the Standards of Fairness (Part I} have been
applied to the loan or credit obligation to which this form refers, (2)
a full disclosure of the terms of the obligation has been made by
execution of Part II or its equivalent, and (3) that a copy of this dis-
closure was furnished to the borrower (or debtor), whose signature
is also indicated below, before the obligation was incurred.

Signature of borrower Signature of creditor

(Date)
(If Attachment A is not executed before the obligation was incurred)

I certify that (1) the Standards of Fairness (Part I) have been applied
to the loan or credit obligation to which this form refers and that the unpaid
balance owing has been adjusted in accordance therewith as reflected in an
executed copy of Part II, or (2} that the Standards of Fairness were applied
at the time the loan was made and no adjustment is required in the trans-
action as indicated by the executed copy of Part IL

Name of borrower Signature of creditor

(Date)
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The Department of Defense issued in 1966.a Directive setting forth
uniform disclosures for comsumer credit transactions and standards of fair-
ness, The Directive prescribed conditions and procedures to be observed by
creditors who extended consumer credit on the wilitary base and by
creditors located off the military base who requested help of the Depart-
ment of Defense in collecting delinquent accounts from military personnel.
At that time the Truth in Lending Bill was before the Congress., It had
been introduced by Senator Douglas in 1960 and subjected to extensive
Congressional hearings until its passage by the Senate in 1967 and enact-
ment into law in 1968,

An objective of this thesis was to determine the extent to which the
DoD Directive was a precutsor to the full disclosure provisions of the
Truth in Lending Act, and to evaluate these disclosures relative to the
conditions as recommended by the Consumer Advisory Council in 1963 for
neaningful and full disclosure for the consumer in credit transactions.

The Directive also included Standardé of Fairness for credit con-
tracts. A second objective of this thesis was to assess these Standards of
Fairness relative to subsequent proposals pertaining to failr dealings
between creditor and debtor. The proposals are in the form of the 1972
report of the National Commission on Consumer Finance, the 1973 Model
Consumer Credit Act drafted by the National Consumer Law Center, and the
1568 draft of the Uniform Consumer Credit Code.

It was concluded that the Department of Defense Directive anticipated
many of the provisions of Truth in Lending. It establisheq the feasibility
of disclosing the Annual Percentage Rate, recognized the actuarial method

and provided Annual Percentage Rate tables. The Directive also recognized



the unique and unequivocal relationship between the Periodic Percentage
Rate and the Annual Percentage Rate as used in.open—end credit transactions.

The Directive was an advance over Truth in Lending as enacted in that
it: (1) Required a single Annual Percentage Rate and did not permit
several rate disclosures. (2) It not ouly clarified the terms "finance
charge," but distinguished between an ancillary-or extra charge, and
charges which directly benefited the creditor. (3) A major advancement
over all previous credit contracts was the recognition of consumer credit
as such and not differentiating between sale and lecan credit. (4) A
radical advancement was its Insistence that all forms of credit insurance
be included in the finance charge. With respect to standards of fairnmess,
the Department of Defense Directive was clearly a pioneer in (5) its
limitation of holder-in-due course and (6) its provision for safeguarding
the mi;itéry consumers rights if the security for a debt was to be
repossessed or sold in order to satisfy or reduce the debt,

The issuance of an amended Department of Defense Directive in July,
1969 substituting the full disclosure provisions of the Truth in Lending

Act meant the loss of all the previously enumerated advances.



