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spondent pay to any customer an allowance for freight, or an allow-
ance for any differing methods of sale or delivery, which exceeds any
cost savings to respondent resulting from the differing methods or
quantities in \yhich respondenfs products are sold or delivered to

such customer.

1 t -is fUTthci' orde?' That the hearing examiner s initial dec.ision

as lllOdified in this order and as supplemented by the findings and con-
clusions embodied in the aceompanying opinion, be, and it hereby is
adopted as the decision of the Commission.

I t is fuJ,th eJ' onlei' That respondent shall, \yithin sixty (60) days
after service upon it of this order, file with the Commission a report
in \"riting, setting forth in detail the manner and form in which it has
complied \"ith the provisions in the order set forth herein.

Commissioner Elman dissenting, and Commissioner Nicholson not
partieipating for the reason oral argument was heard prior to his ap-
pointment to the Commission.

IN THE l\L\.TTER OF

CONSOLIDATED :MORTGAGE COl\IPAKY ET AL.

OIillER OPINION. ETC.. IN REGARD TO THE ALLEGED VIOL..~TION OF

THE FEDERAL TRADE COi\DIISSION ACT

Docket 8723. CompZnint, Dec. S, 1966-Decision , Feb. , 1968

Order requiring a Providence, RT. , mortgage loan company to cease misrepre-
senting the terms and conditions uncler which it makes loans and neglecting
to disclose other material facts in connection 'with its lending operations.

CO:;UPLAIXT

Pursuant to the provisions of the Federal Trade Commission Act
and by virtue of the authority vested in it by said Act , the Federal
Trade Conll11ission , having reason to believe that Consolidated :Mort-
gage Company, a corporation , and ,Villiam F. Sullivan , individually
and as an officer of said corporation, and Lester S. Cot-berman , indi-
vidually and as General ~Ianager of said corporation, hereinafter
referred to as respondents, have violated the provisions of said Act
and it appearing to the Commission that a proceeding by it in respect

"' Order reopening and dismissing the complaint c1a ted April 19, 1968 , p. 711 herein.
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thereof would be in the public. interest, hereby issues its complaint
stating its charges in that respect as follo'ws :

-\.RAGRAPH 1. Respondent Consolidated :Mortgage Company is a
corporation organized , existing and doing business under and by vir-
tue of the In ,,-s of the State of Rhode Island , "ith its principal office
and place of business loc.ated at 236 Chapman Street, in the city of
Providenee , State of Rhode Island.

Hespondent ,Yilliam F. Sullivan is an individual and an officer of
the corporate respondent. Respondent Lester S. Cotherman is an indi-

ic1ual and general manager of the c.orporate respondent. They formu-
late., direct and control the acts and practices hereinafter set forth.
Their address is the same as that of the corporate respondent.

PAR. 2. Respondents are now , and for some time last past ha ve been
engaged in the advertising and offering of lending services and the
granting of loans to the general public. some of whic.h are seeured by
1l1ortgages on property located in the States of Rhode Island and
31assach usetts.

PAR. 3. In the course and conduct of their business , respondents
plaee advertisements in newspapers with interstate circulation and
ach-ertise on Providence , Rhode Island , radio and television stations
having suffieient po'wer to carry such broadcasts across State lines. The
purpose of such ach-ertising is to induce persons residing in the States
of Rhode Island and l\iassachusetts to obtain mortgage loans on renl
estate located in sRid States from respondents, As a result of such
achertising, persons residing in the State of ~Iassachusetts are induced
to come into the StRte of Rhode Island for the purpose of condneting
business 'with respondents at their place of business. Further , in the
course and conduct of their business respondents place in the T~nited
States mails Rncl cause to be plac.ed therein for circulation bet-ween the
States of Rhode Island and :JInssachllsetts , mortgap:e instruments
correspondence and other documents and materials. Respondents are
and ha,ve thereby engaged in substantial business intercourse in com-
merce. and mflintain and at a1) times mentioned herein hayc. maintained
a substantial c.ourse of trade in said le.nding services in commerce , as
comme.rce '. is defined in the Fe.dernl Trade Commission Act.
PAR. 4. In the conduc.t of their business , and for the purpose of

promoting the. use and sale. of their lending Ben-ices , respondents haye
mncle numerous statements and representations in ach-ertisements in-
sertec1 in ne,,-spapers of general circulntion and over the radio and
teJe\-ision.

418- 845-- 7~----
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TypicaJ , but not all inclusive. of said statements and representations
are the following:

Homeowners bOlTmy $2 000 for any ,ynrth,yhile purpose; repay $16.88 per month
first. second , and third mortgages

Repay
Bo/"row Pel' o1JOllth

$l,O~) -----

------------ ------------------ ---------------- 

~8, 44

500 ---

----------------------------- --------- ------ ---

- 12.

000 -------------------

~----- ------------------------

-- 16.

000 ------

-----------------------------

---------------- 25.

000 -

~--- --- -------------------------- ----------

---- 42.

000 -----

--------------- ----------------------

--------- 84,

First mortgage repayment schedule

If you re a home o,\,yner (or are in the proee:"."= of buying a home) you ean con-
solidate all your Llil1s find make one low monthly payment. Call 421-0116.

Consolidated ::\Iortgage Co.,
60.:) Ho8jJital, Trust BldI/. , Proridcllcc,

A $3.000 loan from Consolidated '\'yill pny off nIl the bills , letn-e you ,yith $450
in ('ash , and your monthly payment could be a 1my $25.32.

PAR. 5. Through the use of the aforesaid statements andrepresen-
tations , and others of similar import and meaning but not specifically
set out herejn~ re,spondents ha,-e represented , directly or by implication
that:

a. Respondents will arrange loans on repayment schedules as sho"\\n
in their flchertisedrepayment schedule~.

b. Respondents ",i11 arrange loans at a six percent rate of interest.
c. Respondents ,-rill al'l'ang' e loans l'epaynble over a IK'rioc1 of fifteen

years.
\R.. O. In truth and in fact:

a. Respondents do not arrange loans on repayment schedules as
;;:11O\\"n in their ach-ertisedrepayment schedules. nespondents~ repay-
ment schedules require a substantially higher monthly payment.

b. Respondents do not arl'anp:e JO1111S at a six pen' en! rate of interest.
Respondents . l1snalrate oJ interest is either ninE' 01' tw' elTe perct'nt.

c. Hespondents do not arrange loans repayable m-er a period of fif-
teen ~-ears. Respondents. loans usuaJIy must be repaid O\-er a fh-e year
)el1 "

'-.

Therefore , the st1ltements and representations as set forth in Parn-
graphs J. and 5 hereof ,,"ere and are false , misleading and deceptiye.

\J:. T. Respondents ' adn~rtisements and other statements and rep-
resentations ofl'ering their lending services to the public of which
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the above quoted advertisement is typical and illustrative , frequently
state only one or more , but seldom if e,- , all of the elements com-
prising the terms and conditions on which loans are made, such as the
period of repayment, the number of payments reqnlred, finance

charges, including interest, fees , service charges and discounts , and
any other charges or expenses to be paid by the bOlTO\yer to obtain

such loans. By and through such omissions, respondents fail to reyeal
to the consuming public material facts \yith respect thereto. Such
fa.ilure to reveal and disclose material facts has the. tendency and
capacity to induce substantial numbers or the members of the con-
suming public. to believe that loans are made on terms and conditions
different from those actually imposed by respondents so as thereby to
be unfairly misled and deceiyed as to the extent of the financicl1 obliga-
tion to be incurred by them.

PAR. 8. In the conduct of their business, and at all times mentioned
herein , respondents have been in SrI bstantial competition, in com-

merce , \lith corporations , firms and individuals in the offering of lend-
ing' services of the same Q:enel'al kind and nature as that otIered bv

'-- 

respondents.
\R. 9. The use by respondents of the a fore-said false , misleading

and deceptive statements , representations and practices has had , and
nmy has, the capacity and tendency to mislead members of the pur-
chasing public into the erroneous and mistaken belief that said state-
ments and representations ,yere and are. true and into the purchase
of substantial quantities of respondents . services by reason of sai(l
erroneous and mistaken belief.

PAR. 10. The aforesaid acts and practices of respondents , as herein
alleged , \ve.re and are all to the. prejudice and injury of the pnblic and
of respondents ' competitors and constituted , and nmy con~titute , un-
fair methods or competition in commerce and unfair and deceptive
acts and practices in commerce , in violation of Section ;) of the Federal
Trade Commission Act.

Jh' lames A. Rya' supporting the complaint.

J1 cl(ean lVhitehead, bv 3II'. Thomasl. lVhite7zead of ",Yashington.

.' 

, for respondents.

IXITIAL DECISIOX BY .J OHN LEWIS. HEARING EXAMINER

l\IA Y 31 , 19 G 7

STATE~IEXT OF J;'ROCEEDIXGS

The. Federal Trade Commission issued its complaint against the
above-named respondents on December S, 1966 , charging them with
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engaging in unfair methods of competition andunfail' and deceptin'
acts and practices in commerce~ in ,-iolation of Section 

;",j 

of the Fe(lernl
Trade. Commission Act. by the. use of false , misleadinp: and decepti ~'
statements , representations and practices in connection \,ith the nd-
vertisinQ.' and offerinQ.. of their lenclinQ' services and the g-rantin.0.: ofL, L. '
loans to the general public. After being served with said co1111Jlaint
re;;;pondents appeared by counsel and filed their ans\ycr denying. in
substance, having engaged in the illegal practices charged.

Pursuant to notice. duly giyen , prehearing conferences "ere con-
yenec1 on February I) and February 27, 1967, in ,iT ashington, D.
before the undersigned hearing examiner, theretofore. duly designated
to act as hearing examineT in this proceeding. By agreeme,nt of coun-
sel , the transcTipts of snid conferences were made a. part of the record
in thi:; proceeding. Pursuant to prehearing- orders of the undersigned
counsel exchanged lists of witnesses (including a brief description
of the. nature of the testimony of such witnesses) and copies of pro-
posed c1oc.nme.ntary m-idenc.c. ~\ number of the documents proposed
to be offered by compl :lint counsel "-ere marked for identific.ation and
reeei,-ed in eyiclence at the prehearing conference held February 27
1067. A motion by respondents for the production , by complaint
counsel, of certain correspondenc.e and "ritten statements of proposed
"itnesses and other lwrsons "as denied hyorder of the, llndersi..;nH:~d
dated February 27 , 1067.

I-:Tenl'ings on the charges set forth in the compbint \yere held in
Pl'o\- ic1ence. Rhode Is11111c1. from l\Iarch 28 to l\Iarch 1967. )~J said
hearin~s. testimony and other eyic1ence "E'1'e l'ecei\-ed in ~.:npnol't of 1111(1

in 01.,))05ition to said charges , such eyidence being cluly recorded and
filec1 in the office of the Commission. AJl parties were rcpl'esentecl by
cmm::'el , participated in the hearings and \,ere afforded fun oppor-
tunitv to he heard and to examine and cress-examine \yitnesses, At
the close of all the e,.-idence , find pnrsnant to Jeaye granted by the
lmdel':3i~' lled proposed fillding~ of fact , condnsiolls of 111,,- and an order
\"\:ere. filed by the. parties on ~Iay 10 , 1067. Inclnded in respondents
propo~;ed findings is a motion to reconvene the hearings for the pur-
pose of affording them an opportunity to examine certnin inten- iew
reports of ft Commission inn~.sti~' ator. and to further C'l' oss-exnmine
certain \yitnesses. Said motion is hereby denied as "ithont merit.l

1 .~('('"ss to tlJe jnterview reports (sought to be exnminf'd under the so-callerl Jenc7;8
Rnle) was denied by the examiner at the hearings on the ground that such report!': wpre
not n ;:l1bstantially verbatim recital of any statement nHlde by nl1~' of the witnessrs inter-
yif'wed. :;\0 further reason has been giyen by l'f'spondents wh~' access f'honld now he 11€'r-
mittPc1. One of the witnesses sought to be recalled is nIIeged to be I1n expert ,yanesI'. Re-
Sl)onc1rnts received timely notification of the enDing of such witness nnder the examiner
prehearing orders, and they demonstrated no jnability to cross-examine r::nch witner::s, :;\0
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After having carefully revie,yed the evidence in this proceeding
and the proposed findings and conclusions submitted by the pal'ties
and based on the entire l'ecord, including his observation of the
witnesses , the undersigned makes the following:

FINDINGS OF FACT 

1. The Respondents

A. Identity and Bns-iness

1. At all times material herein , respondent Consolidated :Mortgage
Company was a corporation organized , existing and doing business
under and by virtue of the la;ws of the State of Rhode Island , ,vith its
principal office and place of business located at 23(; Cha.pman Street~ in
the city of Providence , State of Rhode Island (PRO No. , par. AI).

2. At all times 111aterial herein, the corporate respondent was en-
gaged in the advertising and offering of lending services and the grant-
ing of loans to the general public , some of ,',7 hich loans ,,"'ere secured by
mortgages on property located in the States of Rhode Island and
l\Iassachusetts (PRO No. par. A 2).

3. The corporate respondent ,yas organized and entered business in
or about October HH33 , and continued in business until on or about Sep-
tember 1 , 196G. Said corporation was formed and operated with funds
supplied by respondent Lester S. Catherman who prior to coming to
Providence. ,,-as ill the busines;:;; of buvinp' and rediscountin 0' cal11-

, ~

. w 
mercial paper in several other cities, The corporate respondent issued
a note of $30 000 to respondent Cotherman as evidence of the funds ad-
nm.ced to it by him. Respondent Cotherman hirec1l'espondent ,Yillimn
F. Sullivan who

:. 

prioi' thereto , "'-8.8 employed in Prm-ic1ence by another
company engaged in a similar line of business. Respondent Sullivan
served as a director and as pl'e:::ident and offiee manager of the COl'pO-

rate respondent. from its inc.eption until the latter paTt of 1965

, ,,-

hen
l'e. spondent Catherman became president. and respondent Sullivan as-

indication is given in their motion as to any subject m1.tter concerning which fmther
examinn tion is necessary, nor as to why respondents were unable to cross-examine the
witness at the hearings concerning such subject.

~ Proposed findings not herein adopted, either in the form proposed or in substance, are
rejected as not supported by the e\'idence or as in\'olying immn terial 111a tters. Re1'erences

to proposed findingR fire made with the following abbreviaticll);':: "CPF" (for complaint
COllJJSel's proposed f1J~dings) ; and "RPF" (for respondents ' proposed finding-s) ,

3 Heferences are hereinafter made to certain portions of the record in support of par-
ticular findings. Such references are to the principal portions of the record relied upon by
the examiner, but are not intended as an exhausth'e compendium of the portions of the
record reviewed and relied upon by him, The following' abbl'eYiations are used in refel'l'ing'
to the record: "Tr. (for the transcript of testimony), "cx" (for coD1I)laint coun;::el's

exhibits) I "RX" (for respondents ' exhibits), aJ\d " PRO" (for the examiner s prehearing

orders) .
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smIled the office of ,-ice pre,sident. Respondent Sullivan owned 499 out
of the 500 shares of stock issued bv the COl'1)orate resDondent., 1-Ia'H'yel'..' .l .L 
such shares \,ere pledged to respondent Catherman as security for a
loan of S5 OOO made by the latter to finance the. purchase of the stock
by respondent Sulli,-all. Respondent Catherman "\\as chairman of the
board and served as general manager of the corporation. ..

:\.

8 mentioned
abO\- , he '.Yas also elected president in the later part of 19G5. .. s general
manager of the corporation. he formulnted its ach-ertising program
and appl'o' ed loans submitted to him by respondent Sullivan. Respond-
ent. SulJiYan did not share in the profits of the corporate respondent
but \yas paid a \veekly salary~ \,hich "as initia.lly $150 and "\\as later
raised to ~;:JOO. Resnondent Catherman also l'ecein:,d a salary. but the
amount. thereof \yas based on the corporation s profits. His salary "as
initially 8:26.000 a year anc1l'\as later increased to $::L:'UX)O (PI-IO Xo. 

par. AI: Tr. 98 10-4:- 105, 116-1:28 , 1:30-133. 3:20 , :350 , 338-:359 , 374-375:
RX 58 , 61).

B. CO'lilJneN'e

4. In the course nnd conduct of its business the corporate respondent
regularly placed ach-ertisements in ne\yspa pel'S circ.ulating in the States
of Rhode Island flllc1 :?\L18sachu~ett~. n nc1 ach-ert18ec1 on Pro,.-i(lrnc0
rfldio and television stfltions \\-hose broadcasts were heard in the States
of Rhode Island flnc1 i\Iassachusetts. The purpose of such ach-ertising
"\\as to induce persons residing in the States of Rhode Island and
:Jlassachusetts to obtain loans from said respondent, most of which
loans "'ere secured by mortgages on real estate. located in said States.
As a result of such ;1Chertising. many pe.rsons residing: in the State 

:JIassachusetts \\-ere. induced to come into the State of Rhode Island
for the purpose of conducting business 'i\ith the corporate respondent
at its place of business. Behveen one-third and one- half of the loans

made by said respondent "ere made to persons residing in the State 
:JIassaclll.1setts (PI-IO Ko. I. par. A:3: Tr. l00-10J , 128-129 :360). Fur-
ther , in the course and conduct of its business. the corporate respondent
placed in the mails and caused to be placed therein , for circulation be-
t"-een the States of Rhode Island a.nd :Jlassaclmsetts , mortgage. instru-
ments colTe~nonclence and other doe-mlle-nts and material (Tr. 11:j-.1. 
11:3) .

C. Competition
;3. It is admitted by respondents and is rlC'cordingly. found that in the

conduct of its business and at all times mentioned herein , the corpo-
rate respondent lIas in substantial competition, in commerce., 'lith
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other corporations, firms and individuals in the offering of lending
services of the same general kind and nature as that offered by said
respondent (PRO No. par. AS).

II. The Alleged Illegal Practices

A. The Challenged A (!t:edzslnr;

6. The charges in the complaint are based on (a) the making of
certain allegedly false , misleading and decepti\-e statements in ne,,"s-
papers, and in radio and tele,- ision ad ,-ertising:, concerning the terms
and conditions on yrhich the corporate respondent will make loans to
prospecti,"e borro,,-ers; and (b) the failure to re\"eal in snch adyertising
certain material facts. There is 110 dispute as to the f;lct that the cor-
porate respondent did aclyertise its lending sclTices in neYl"spapers and
on radio and television in the manner al1eged ill the complaint. 1-10"-
ever , respondents contend that such aclyel'tising ,,- as not .. typical ~~ as

alleged. since it used other types of ad\"ertisements (RPF at 12). 'Yhile
it may be that other types of a(h-ertisements 'were used , those referred
to in the complaint ,yere used with sufficient frequency and regularity
that they may be regarded as typic a 1 of the nch-el'tising used by the
corporate respondent.

I. Typical of the achertising by the corporate respondent in news-

papers is the follo,ying (eX -:1:- 10 A) 
Homeowners 1101'1'O\Y $:2, 000 for fln:- ,ynrth,Yhi!e purpose: rel)f1~' $1(;, 88 per month

first, second , and third mortgages
RepayBorrow (Pcr Jlollth)

000 

----- ------- ----- ----- ----------- ----------- --- --------------- 

$8. ~~
500 ----------

------- -- --- --------------- --------------- ----------- 

12, 66
000 

- ---- ----- - - --- -- - -- -- - ----- -- - - -- ------- --- --- ---------------- 

16, SS

000 

--- - --- -- - --- -- - ----- -- --- ---- ------------ -- ---- ---- ---------- 

25, 32
000 - 

------ --- --- -------- ---- --- - ------ ----- - -- -- -- --- --- ---------

- ~2. 20

10, 000 

--- -------------- - --- --------- - - -- ----- ---- --- --- --------- ---

,- 84. 39

Fir8t Illortgn ge repa.'men t :"elwd ule

If you re a blimp o\nwr (01' fire in the In' o(,f'88 of jlnying a hfJll1e) ~-ou can con-
solidate nil :-0111' 11ills and mal;:!:' one lo,y monthly pn:-ment. Call 421-0116,

Con~lIliclnted :.\lortgnge Co..
GO;; Hospital Trl/st Bldg" Pro/..'idcllce.

! The record c1i;::eIo~es that the acl\l:'rti;::eIllents cIl:lllenged !)r thE' complnint (CX 1-10A)
were exten;:h-ely u;::ed from at least .June to :\""oypmhet' 1064 iTr, 68), 'l' here is no indication
that res!H1l1dt:'l1t;:: E'ypr db':C'ol1til1l1t'll tIlii' tnH~ of acl\-erthel11ent, The other 1l.cl\-erti:;f'Ulents
wIliC'h re;::pondents claim were used (RX 50-5:~) inyolye only the period of ::\la~- 1064
(Tr, 342),
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8. Typical of the advertising used by the corporate respondent in
te.1evision broadcasts is a program in whic.h the video portion disclosed
a blac.kboard with a "Typical Family Problem" chart thereon , showing
obligations for various items totaling $2 550 and monthly payments
owing of $183. The announcer , referring to the blackboard chart, makes
the following statement (CX 3 A.) :

Homeowners , it doesn t take too much imagination to see that this family is in
a financial jam. . . 

As you can see, all these bills add up to $2 550. 00 and means that this family
has to make a regular monthly payment of $183.00, $183.00 is a lot of money-
sometimes it is too much , sometimes far more than a family can make.

Wha t can be done to lower this high figure?
Come to Consolidated Mortgage Company first:
Now watch this:
A $3,000.00 loan from Consolidatedn-ill payoff all the bills, lea"Ve you with

$450.00 in cash-and your monthly payment could be a low $25,32.

B. The Representations

9. The complaint alleges that through the use of statements in ad-
vertising such as those set forth above, respondents have represented
directly or by implication , that they will (a) arrange loans on repay-
me.nt schedules as shown in the advertised repayment schedules, (b)
arrange loans at a six percent rate or interest , and (c) arrange loans
repayable over a period of 15 years. Respondents concede that the
above-quoted statements do constitute a representation by the corporate
respondent that it will arrange loans on the repayment schedules ad-
vertised , but only "to borro"-ers who qualify for such loans." Com-
plaint counsel have ac.cepted the qualiJication proposed by respondents
and the eomplaint is deemed amended acc.ordingly. Respondents deny,
ho\l:-ever, that the advertisements can be interpreted as representing
that the loans will be made at a six-percent rnte of interest or will be re-
payable over a term of 1;) years. ,Vhile the above-quoted adyertise-
ments do not expressly state that the loans will be repayable over a
period of 15 years at a six-percent rate of interest, complaint c.ounsel
eontend that the advertised repayment sc.hedule is based on the FHA.
amortization schedule for loans repayable over 15 years at six percent
interest, and would be so interpreted by members of the public. (PI-IO
No. par. A5).

10. There is no dispute as to the fact that the above-quoted repay-
ment schedules are based on the FHA-approved schedule of loans re-
payable oyer a 15-year term at interest. of six percent (CX 10 A- , 25;
Tr. 328 , 139-144). The only issue raised in this respeet is whether
members or the public who read the ac1yertisements "ere a"\\are of this
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association (RPF at 10-11). ~Iost of the borrower-witnesses called in
support of the complaint emphasized that it was the low amount of the
advertised monthly payments which caught their attention, but gave
no indic.ation in their testimony that they had received any impression
frOlll the advertisements concerning the actual time-period for repay-
ment of the loan or the rate of interest they ,\yould be charged (Tr. 154
163-164, 183-184 204 209 , 243 , 301). However , several of the borrow-
ers did indicate that they "-ere familiar with the fact that FHA-ap-
proved loans "-ere repayable over a long term at a low rate of interest
and testified that they assumed from the low amount of the 1110nthlv
payments advertised that the loan would be "like an FHA approved
loan " repayable over a period of 15 years or a similar long term , and

,,'

ould carry interest of six perc.ent or a similar low rate (Tr. 255-257
264, 271 , 289-290). Respondents suggest that the testimony of the
latter witnesses should not be accepted because they were confused or
mistaken concerning the duration of, or method of computing in-
terest under, FHiLapproved mortgage loans (RPF at 19-21). How-
ever, responclents~ argument ove-rlooks the fact that such witnesses
were not offered as experts on the technicalities of FHA loans, but
as indicative of the confusion which the challenged advertising can
give rise to in the minds of members of the public.

11. \Vhile the advertisements in question dic1not expressly refer to
the duration of the loan or the rate of interest, the corporate respond-
enfs use of a repayment sc.hedule similar to that provided for under
an FHA-approvecl15-year-term-6%- interest loan was obviously cal-
cuI flied to crea te an association in the minds of prospective borrowers
between the advertised terms and those of FHA loans. The testimony
of several of the witnesses indicate.s that respondent was successful in
this respect. 5 'YY'hile most of the witnesses indicated no familiarity with
the terms of FJ-It\.. loans , they were impressed v;ith the low monthly
repayment schedule advertised , which schedule \Vas admittedly based
on the FHA schedule for a 15-year lonn bearing interest at six per-
cent. Since loans in the advertised amounts could be amortized at the
indicated monthly repayment rates only if they were repayable over
a. 1:3- ye.ar term \Vith interest at six percent., it \Vas implicit in the ad-

5 In e~tablishing the deceptive character of an ad\'ertisement it is 
not necessary to prove

tha t any particular number of persons were misled thereby. Since the Federal Trade Com-
mission Act was intended to "protect the public-that vast multitude which inCludes the
ignorant, the unthinking and the credulous (Positive Products Co, v, FTC 132 F, 2d
165, 167 , 7 Cir" 1942), it is sufficient to establish that there would be some members of
the public who would be misled by an advertisement (Pr-im.a Products, Inc, v. FTC, 209
F. 2d 405 409 , 2d Cir., 1954).
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vertisectrepayment schedule. that the loans made \\"onlc1 be repnyable
over a L3-year term at interest of six percent.

1:2. It' is ~ accorc1ing:ly~ concluded and found that through the. use of
the statements and representations in the aboye-qnoted advertisements

and others or similnr import anel me,1l1ing~ the corporate respondent
has represented , directl~" 01' b:," implic,1tion, that it ,,- in arl'anp:e loans to
qualified bO1TO,yers. (a) on repa~-ment schedules as 8hO"\yn in its nd-
yertised repayment schedules. (b) at a six percent rate of intel'est and
(c) repayable over a l;3-year term or a similar extended period of time.

C. Alleged Falsity of Repi'csentat/Oi/8

13. The evidencE' intrOlll1cec1 by complaint counsel invoh-ec114 loan
transactions b~c the corporate respondent ,yith 13 bolTo,yers. In each
instance the nm011llt or the mnnt hl~- pnyments provided for in the loan
documents ,yas byo to three times that called for in the ,Hhertised re.
payment schedules: the loans ,,"ere for a term of fiTe years (except for
three ,y11ic11 ,yere for terms of foul' : six and seyen years , respectively) ;
and the rate of interest pro,"ic1ed for ranged from ei~'ht percent com-
pound interest c.. interest computed annually on the entire amount
borro\\ed) to 18 percent simple interest (i. e.. interest computed at the
monthly rate of 11 2 percent on the unpaid balance). In no case did
the repayment schedule conform to that in the ach-ertisements , nor
,yas the term of repa~-ment 1:3 ~-eal's. nol' "- as the rate of interest six

percent. simple. interest (CX 1+.-2:): Tr. 157 162 , :2-:1:-4:306).
14. Eighti of the bOlTO\yers ,yere called to testify by counsel support-

ing the compll1int. In each instance the "itness had applied for a
loan after seeing or hearing: one of respondenfs acb-ertisements in a

ne":spaper or on radio or te1eyision. In each instance the loan , as

granted, required substantially larger monthly payments than the
,yitness had anticipated haying to pa:," on the basis of the acb-ertisec1

repayment schedules. I1lustratiye of such transactions are the. follo'y-
ing: One ,yitness \\ho had expected to pay $16.88 a month for a $:2.000

loan, pursuant to the ach-el'tisec1 schedule , ,yas required to pay $5:3.

a. month: another, ,yho expected to pay some,,- here behyeen $8.-:1:4 and
81(;.88 a month for a 81.(;()n lonn ~ '...-as required to pay 841.DO a month;
another. ,...-ho expect eel to pa~- 820 to 82;) a month for a 8:2 ;30n loan , '...-as

required to pay *(;:) a month: ~1nc1 another , \,ho expected to pay about
$:25 a month for a $::1 OOO lonn "as required to pay $-:1:4 a month for a
loan repayable oyer seyen years but ,yas ach-ised this was ,1 mistake
since the term should haye been fiye years , and the payments ,yere in-
creased to $72.82 a, month (Tr. 153 157 165 171 , :207 , 213-21-:1: 2-:1:3-244

255 259 282 289 301 306) .
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15. Despite such testimon~' and (',- idence , respondents contend that
complaint couns.el has Hot sustained the burden of proof, since the
reason none of the above-mentioned bOlTOIyerS ,yas granted a. loan 
accorcbnce ,yith the ac1yenisec1 scllednles ,yas because he or she was
not qualified for such a loan clue to ,1 preexisting mortgage. on his or her
property or an otherwise li1lsnti.sfactory debt situation (HPF at 15-
:2:2). In the opinion of the. examiner, respondents : explanation (based
on the testimony of respondent ('otllPl'man) as to ,\11:.\' the yarious 001'-
rOlyer-,yitnesses ',ere not granted lo,1l1s in accordance ,rith tht" \dver-
tised schedule represents an eXPl'C1SP in fa) pOf:d facto rationalization.
It presupposes that the corpor,l te respondent. did ordinarily make
loans on such terms to qualified bolTo\yers. and merely turned dOlYll
the incli,-ic1uals in question because they failed to qualify. I-Imyever
as "in be hereafter more fully inc1icntecl , the corporate respondent did
not make such loans to anyone , irrespective of qualification , and it used
the achertised schedules merely as a bait mechanism to induce appli-
cations from prospectiye borrmrers, "ithont any intention of making
loans in accordance ,yith sllch scJ1ecl111es.

IG. ~tS pre,-iously follnd , the ach-ertised rcp11yment schedule ,vas
based on the sc hednle of month 1y pGyments provided for uncleI' the

H..A..-appl' oved amortization ~chedule for a 15-year 10:111 at simple in-
terest of six percent. Respondents regarded such tcrms as appropriate
for use only in tlw case of relativelv lono' term first mOl't!!'ag:e loans.

.. ~ '-. . '--

Hol\eTer, the corporate respondent did not ordinarily mclke such loans

because it considered them not to be sl111iciently profitab1e. Its business
was primarily that of secondary 1ll0l' tgage financing, and its loans
,yere generally made for a fire-year term (,,-ith a small proportion
bein~' made for a term of seven veal's), and at rates of interest sub-

'--' , . '

stantialJy in excess of six percent. \Vhere an applicant for a loan "as
considered eligible for a first-mortgage loan , the corporate respondent
did not ordinarily make the loan. but would refer the inc1i,-idual to a
financial institution making such JoHns. in return for ,yhich it recei'-

(), '-"-' ")' '-'~

'-'Da 01" ,,1 C Ing ee 1. ;). , ')~ \.J-.).) . , .);Ji)-.);J' , ij 

) . -

.)0 .
Ii'. Durin!!' the time it \yas in Imsiness. from October ID6:) to Sen-

'-- .

tember ID66 , the corporate respGJhlent made approximately 1 200 loans

(Tl'. 129). Except for n fe,,- loans In1Hle in Febnwry 19(;5 , after it had
come under investigation by the Commission , respondent made no
loans which provided for n~onthly p~lyments in accol'Clance \yith the
ach' ertisecl repnyment schedule , or Tor a l;)-year term : or for simple
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interest of six percent. 6 The handful 
of loans made at the advertised

rates "- ere admittedly made for the purpose of prol.ic1ing respondents
with a possible defense in the event of the bringing of a proceeding
against them by the Commission. j In the light of these undisputed
facts , respondents now concede that "they rarely made loans at the
(advertisedJ repayment schedules." However , in apparent justification

of their advertising, they cite the fact that they "orten arranged for
loans to be made at the (advertisedJ repayment schedules" (RPF at 14).
In the opinion of the examiner, the fact that the corporate respond-
ent ma,v haye referred some customers to other institutions for first-
mortgage loans is irrelevant to any issue in this proceeding. The state-
ments made in its (1,clvertisements constituted representations as to the
terms on which it, and not some other institution , ,vas offering to make
loans. It cannot be ~eriously argned that the corporate responde.nt was
spending its good money ror advertising, in order to obtain business
for other lending institutions in return for the incidental payment of
some referral fees. It seenlS evident , therefore, that the truth or falsity
of the representations made in its achertising must be determined in
the light of the c.orpornte responclenfs own performance.

18. The record is clear that although not in the business of making
first- mortgage loans , the corporate respondent made extensive use 
the repa,Ylnent amortization schedule of such loans in its advertising.
'Yhile some of the advertisements contained the apparently cautionary
statement

, "

1st l\lortgage Repayment Schedule " beneath the schedule

of monthly payments S such staterllent appeared in much smaller print
than the balance of the advertisement. ThIoreover, the repayment

schedule itself was preceded by the heading "1st, 2nd s~ 3rcl ::'lort-
gages." The significance of the cautionary note would be lost on all
but the most discerning readers r. , indeed , the eyicl8IlCe in the record
demonstrates it was. Although the corporate respondent did not make
first-mortgage loans and ,vas aware that 90% of the people ,,"ho applied
to it for loans were not eligible for first-mortgage loans (II'. 360),
it nevertheless sought to pitch its appeal to the public on the basis 

Respondent Cotberman at first testified that respondent had made six to ten loans at
the allnrtised rates during 1963 and 1964, However , he latel' conceded that these were
not made in 1963 and 1964, and that respondent itself had made only six loans. the other
four being made by otber institutions to whicb the borrower had been referred (Tr, 379-
381). The documentary evidence reflecting the loans made by respondent at the advertised
rates involved only four transactions, all in February 1965 (RX 54-57).

7 When respondent Cotberman was nsked why such loans had been made, in vie'\\' 

the company s policy of not making first-mortgage loans and of referring- qualified appli-
cants to other institutions, be gave the following response (Tr. 390) :

I think you will find that those were made shortly after the investigation and I wanted
to be able to show that I actually bad purchased and belel some of these loans,

8 Xo such cautionary statement appeared in reiiponelent' s television ac1\'ertisel11ents.
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the low monthly repftyment sehec1ule of first-mortg~g-e loans. It 
clear frOlll the testiraony of its own offic.ials that. it used such schedule
merely as bait to prolmre applications from borrowers to whom it
could make loans on the more profitable terms of seeonc1ary mortgages.
,Vhile it. may have referred a sInal1 pnrtion of applicants to other lend-
ing institutions for first-mortp:age loans , after culling out the cream
of the mOl'e profitable secondary mortgage loans for itself, this 'yas
merely incidental to its basic. purpose in advertising, which \"IRS to
secure business for itself.

19. It. is accol'Cling.Jv conc1ucled and found that the statements and

,- .

repreS'~ntations set forth in paragraphs 7 , ancl12 hereof ,yere false
misleading and c1eeeptive since, in truth and in fact, the cOl'porate
respondent did not, irrespective of the qualifications of prospective
borrowers:

a. Arrange loans on repayment schedules as shown in their aclver-
tised repayment schedules , but. used repayment schedules requiring
substantia.lly hig"her monthly payments.

b. Arrange loans at a, six-pm' cent rate of interest, but charged rates
of interest which were substantiaJly higher.

c. Arrange loans repayable m~er a term of 15 years , but usually re-
quired repayment over a five-year term , with seven ye~rs being the
maximum term granted.
D. Alleged Failure to D-isclose ilfate1'ial Ter' 7ns

20. The complaint alleges that respondents ' advertisements failed
to disclose a number or the material terms and conditions on which
their loans were ma. , such as the period of repayment, the number
of payments required , and various finance charge. , ine1uding seryice
charges , fees and other expenses \"Ihieh the horro~-er lIas reqniT8cl to
pay. It is further alleged that the failure to dise1ose such material facts
has a tendency and capacity to induce members of the public to belien
that loans aTe made on terms and conditions different from those actu-
ally imposed , thereby misleading and deceiving them as to the extent
of the financial obligation which will be incurred by them.

21. As has been found above , a number of the advertisements used
by the corporate respondent referTed only to the monthly payments
whieh ,yould be required for the repayment of a loan in a given amount.
There ,yas no reference to the duration of the loan , the amount of

9 According to the testimony of a Commission attorney-investigator who inteniewed
respondent Su1livan, the latter stated that the advertised repayment scbedule was " iu;;t a
lure to ,(!"et the customer on the phone or into the office" (Tr. 330), Respondent Su1livan
denied using the word "lure, " and testified that he bad told the investigator respondent
used such advertising "in order to attract or dra'IV businei,s " (Tr. 352). In the opinion of
the examiner, it is unnecessary to resolve this semantic dispute since, whichever expres-
sion was used, it is clear that Tespondent used the advertisement as a form of bait to

obtain loan business.
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interest to be paid~ or to all~- charges or fees ,,-hich ,,-auld be imposed.
,Yhile, i13 prcyiously foullc1

~ ::.

ome prospecti,-e bOlTO\\"ers assllrnecl from
the nch"ertisements that they ,yolllcl be recei,"ing a long-term loan at
six percent interest , most had no ideo. 11ntil the time of closing as to the
duration of the loan or the rate of interest to be charged. X or ,Yel'(~

an:- of the bOJTo,,-ers a ,\al'e ~ prior to the time of closing, that they
,yonJ c1 ha n' to pay nll'ious closing expenses. s11ch as leg-a 1 fees and
searching of title. Such expenses ran from a minimum of $110 to as
much as $-4:50 (CX 14- 15-C, 16- , 17- , 18-C, 19- , 20-C, 21-
0~ 

~- 

D) DD Q~ nn ~~Q ~ 0QQ Qon

:..- .: .

1'. 

:..- 

, DI 0:" \)0- '. ,)- u;). ,,), :";)u-:")- , :"lJlJ-:"U;J,

;,nn 9U -,,;,;,I;J , u I) 

22. Respondents contend that there is nothing about. the (lcher-
tisements ,yhich would lead prospectiye borro,yers to beJieye that loans
",,"auld be made on terms and conditions different from those a ctll a 1Jy

imposed. They further contend that the record is lacking in eyidence 
to ,\hat terms and conditions prospecti n? borrowers belieyec1 they

,,"

ould be getting after reading the ac1yertisements. or to othenyisC' in-

dicate. they ,yere misled. To the contrary. respondents contend that the
record indicates many of the bO1TO'YCrs ,\ere "chronic clebtors ~ ,y11o

showed themseh-es to be "sophisticated in the area of ,~:hich the COln-

plaint. speaks. " Respondents also note that the terms and conditions of
the loans ,\ere. fully explained to bolTo,\yerS at the. time of closing
~RPF at 23-2S).

23. Eyen without consumer- type testimony~ it is clear from the ad-
re-rtisements themselves that the impres8ion sought. to be created is one
,yhich is contrary to the realities of the corporate respondenfs loan
program. They seek to minimize the loan amounts and monthly pay-
ment. amounts, and to maximize the amount of the borro,," s take-

home. Thus. in addition to the low monthly schedules; set. forth , the.

newspaper ndyertisements ach-ise th8 bo1'1'o,\er that ;;you can conso1i-

date an your bills and make one 10'\ monthly payment"" (eX 1 , 5-7).
The tele,-i:;:ion ach-ertisements ach- ise the bolTo,yer that 11(' can. reduce
his monthly payments on existing obligations of $::2. :-;;30 from $183.

to ;; a. 10\\" 8::2i5.8:1"' In' bOlTO\yinQ: S3.00n nnc1 clt the same time " lea ,-

YOU "ith $-4:i50.00 in cash" (CX 3 A-B). There is no suQ'Q:estion in these.

" . . ~~

;1Chertisements that , through compression of the term of the loan from
t.he 15-yeru' period contemplated by the adyertisecl schedule to five.

years , through the payment of interest rates of as rnuch as IS percent
instead of the six-percent on v, hich the schedule ,yas based" and thl'ou.Q."h

the addition of attorneys ' and other closing fees of as much as $-4:50
the amount of the bOlTO\yer monthly payments may triple , the amount
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of his loan may 11a. e to be increased to take care of snch additional
costs and his take-home from the loan ma~- be eliminated or cOlEicler-
ably minimizecl. lO Contrary to respollc1cnts~ contention , there is ample
boITo\yer-testimony in the record to establish that the terms and con-
ditions on \yhich the loans \yere granted \yere not \yhat the borrD'yers
had been led to expect from reading or ,- ie\\"ing the acln.rtisementsY

24. The fact that the horro"'el's were adyisecl ns to the terms and
conditions of the Joan at the time of eiosing." is immaterial since it does
not cure the initial deception. I::! ,:Uo~' eo\' el' , t he record c1i~:c loses t hn t the
tenns and conditions \yere not fully explained at the time of closing
or were not fully understood in some instancesY ,Vhi!e some of the
borrowers may haTe been "chronic. debtors;' as respondents contend
they can hardly be called "sophisticated in the area of \yhich the com-
plaint speaks.

~. 

)lost of the borrO\'Cl' ,,- itJlesses "-ere on a relatin~ly
low level of the economic and social ladder in terms of income , em-
ployment and educational attainments, and impressed the examiner
as anything but knowledgeable or sophisticated. The kind of ach~er-
tising used by the corporate respondent \"as particularly calculated
to mislend persons of this type~ \yho were eager to grasp at any straw
in an e:/Tort to extricate themsel H'S from the burden of debt in \yhich
they \yere en.!.nllfecl.

.. 

25, It is accordingly, concluded and found that the corporate re-
spondent has failed to reveal to the members of the consuming public,

10 It maybe note(l that the tele"ision scheclule of pa~" lllel1t;.; contains no refe\'('nce to any
dosing fees in its illl1;,:tration of how the borrowcr ma~" ha"e a tal,e-hol11c of ~450 from a
~3. 000 loan.

11 One borrower testified: "I read the ad in the paper ancl I figured that ~" Ou get a low
j)a~-ment each month and that was it, I didn t think I wa;.; going to pny ;':0 much interest
;tnd fee" and I can t explain it" (1'1'. 18:';) . The \'."itne;.;;.: had contemplated borrll\Ying about

~~,

500 to consolidate debts of around 82.000, .1;.: a l'l';.;nlt of clo"in~ reps of :;:450. 00 an(1
ndditional interest, the nmount of the lonn "-ns inCl'en;;:pcl to ~:::. 8!)9, /)0 (CX ~1), Another

Hne;.;s. \"ho ""nnted to borro"- $1,000 at the aclyertised rate of $8.4,1 a month. wa;.: told
the laws were different in l\Ias;;achusetts and I couldn t get that particular loan." In

order to co"er the additional interest and the clo;.:ing chaq::e;.:. he hnd to 1.)Orl'ow ;::1,/)00
instead of $1.000 (Tr, 247 , 253-254), .1notl1er ,,' an 1':";';. who expectl'd to make n 10nn which
would net him $5,000 from which to pn~' certain obligntinn;;:. recei\-pc1 n n~'t amount of
$3. 700 and had to sign a note for $5, 637, 60 ns n result of the additional interest and closing
fees (CX ~O : Tr. ~58-~60).

1~ lIThe law is \iola tpel if the first contact or interde"- is secured by deception (FTC 

8ta II dard Ed lIGation Societi/, et a7" 302 r . S, 11:2, 115). ~\el1 though the true facts are made
),))0"-)) to the' 1J1l~-pr I.wfurl' 111' I\ntl'r;.; into the r(lntract of l'llrchn"p (Pro!/i' "s Tailorillg Co,

FTC. 7 Cir.. 15:~ F. 2(1 10:1. 10,1. 10~11'" Cartel' Products, 111('. Y. FTC, 180 F, 2d 821.
824, 7 Cir., 1051.

JII SOI1H' of th(' "- itnp,.:,.:e;:: intlirnt'f'd tlJat thpl'c' ',11": a hrh.f or hll1'1'ipd pxplnnation at the
tjmp of clo,.:ing, wbi(:lJ tbey (1ir1 not unc1er;.:tanc1. and ;:ome indicated that they dir1n
realize \\'hat they would hnye to pa~- until the~- receiyed the coupon-payment booklet in
the mail following the closing (Tr. 156, 162-167 , 184-185 , 2:)D-2'!O. 258),
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in its advertising, material facts with respect to the terms and condi-
tions on which loans are Inade. Such failure to reveal and diselose
material facts has the tendency and capacity to induce substantial num-
bers of members of the consuming public to belieye that loans are made
on terms and conditions different from those actually imposed by the
respondent , so as thereby to be unfairly misled and deceived as to the
extent of the financial obligation to be incurred by them.

E. Effect of Practices

26. It is coneluded and found from the record as a whole that the
use by the corporate. respondent of the aforesaid false, misleading and
deceptive statements , representations and practices had the capacity
and tendency to mislead members of the purchasing pubJic into the
erroneous and mistaken belief that sa.id statements and represe,nta-
tions were true, and into the purchase of substantial quantities of said
respondent's services by reason of said erroneous and mistaken belief.

F. ResponsibU-ity of Individual Respondents
27. The complaint alleges that the individual respondents, Sulliyan

and Cotherman, formulated, directed and controlled the acts and.
practices of the corporate respondent, and complaint counsel contends
that the individual respondents are therefore responsible for such

acts and practices (CPF at 2). Respondents concede that respondent
Cotherman formulated, directed and controlled the policies of the
corporate respondent, but contend that there is no basis in the record
for holding respondent Sullivan accountable therefor (RPF at 4;
PRO No. , par. AI).

28. As has been previously found, the corporate respondent was

organized and financed by respondent Cotherman. \Vhile respondent
Sullivan was its nomina.l president and principal stockholder , he. \yas
merely a front for responde.nt Cothel'lnan , who loaned him the money
to purchase the stock and held such stock as security for repayment of
the loan. According to Cotherman s uncontradicted and credited testi-
mony, he formulated the corporate respondent' s advertising program
and approved loans made by it (Tr. 128 , 359 , 364). Under such cir-
cumstances , it is the opinion of the. exa.miner that there is no basis for
holding respondent Sullivan individually responsible for the acts and
practices of the corporate respondent herein challenged. It is coneluc1ed
and found , however, that since respondent Cotherman formulated
directed and controlled such acts and practices , he should be considered
to have participated therein and be held individually accountable
therefor.
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CONCLUSIONS OF LAW

1. The respondents Consolidated :Mortgage Company flnd Lester S.
Cotherman were, at all times material herein , engaged in substantial
business intercourse in commerce and maintained a substantial course
of trade in commerce, as "commerce" is defined in the Federal Trade
Commission Act.

2. Said respondents were , at all times material herein , in substantial
competition with other corporations, firms and individuals in com-

merce, as "commerce~' is defined in thG Federal Trade CO1nmission Act.
3. The acts and practices of respondents Consolidated ~Iortgage

Company and Lester S. Cotherman , ns hereinabove found , were all to
the prejudice and injury of the public and of said respondents ' com-

petitors, and constituted unfair methods of competition in commerce
and unfair and deceptive acts and practices in commerce, in violation
of Section 5 of the Fede.ral Track Commission Act.

4. The Comlnission has jurisdiction over the subject matter of this
proceeding 14 and of the respondents, and this proceeding is in the
public interest.

ORDER

It is o-?Yle?' That respondents Consolidated ~iortg:age Company, a
corporation, and its officers, and Lester S. Cotherman, individually
and as general lllanage.r of said corporation, and said respondents

agents, representatives and employees, directly or through any cor-
porate or other device, in eonnection with the offering of or the sale or
granting of lending seTvices, or of any similar or related services, in
commerce, as "commerce" is defined in the Federal Trade Commission
Act, do forthwith cease and desist from:

(a) Representing, directly or by implication, that loans are
made to customers at a six-percent rate of interest;

(b) Representing, directly or by implication, that loans made
or arranged by respondents are repayable over a fifteen-year
period;

14 Respondents contend that the Commission has no jurisdiction o'\er lending !"en-ices
under Section 5 of the Federal Trade Commission Act. citing the testimony of Chair-
man Dixon at congressional hearings on the Trnthin Lending Act. to the effect that if
Congress should substitute the Commission for tbe Federal Resprve Board as the pnforcing
agency for the bin , it sbould be given jurisdiction under tbe ;' mone~' " clause of the Con-
stitution (RPF at 5-8, 28), Respondents ha'\e obYionsly mi!"read the Chairmlln s te"ti-
mon~' . There is no suggestion therein that the Commission does not now havE'

jurisrliction o'\er such practices under the "commerce clfluSE'. but merely a reque~t to
broRden such jurisdiction so tbat it would be coextensiye with that whicb the Board

ould have under the "money " clause, tbereby co'\ering acts and practices wbich do not
occur in commerce.

418-345-- 72----2 G
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(c) Representing, directly or by implication, that loans are

made. at any statedrep,1yment schedule , interest rates , period of
repayment or under other stated terms or conditions; Pi' ol.'ided.
lio Lee tCl' That it shall be. a defense in any enforcement proceding
instituted hereunder for respondents to establish thn t loans are
readily and in the regular course of business made anlilable. to
customers under the stated repayment scheclnle, interest rates

period of repayment or other terms or conditions as stated;
(d) :JIisrepresenting in any manner the monthly repayment

schedules, interest rates , periods of repayment or other terms or
conditions under ,vhich respondents loans are made.

It is fllTthei' ordered, That respondents Consolidated l\Iortgnge
Company, a corporation , and its officers , and Lester S. Cotherman , in-
dividually and as general manager of said corporation , and said re-
spondents ' agents , representatiyes and employees. directly or through
any eorporate or other device, in connection with the oft'ering of or the
sale or ~Tanting of lendinQ," sen-ices. or of any simila.r or related serv-

~. '- ~. 

ices, in commerce , as "commerce" is defined in the Federal Trade Com-
mission ~\.ct, do forthwith cease and desist , in those eases "\Yhere rep-
resentations are made as to the terms and conditions of respondents
loans , from failing, clearly and conspicuously, to reyeal in achertising:

( a) The period of repayment;
(b) The number of payments required:
(c) The finance charges expressed in terms of dollars and cents:
(d) The simple annual percentage rate or rates at \vhich the

finance charge. has been imposed on the. monthly balance:
(e) Any other charges or expenses "\Yhich are to be incurred or

paid by the bolTo,,-er to obtain such loans.
It is fui'theJ' oi'Clci' That the complaint be , and the same hereby is

dismissed as to respondent ,Yilliam F. Sullivan in his individual
capacity.

OPIXIOX OF THE COl\DIISSION

By l\L\clxTYRE, ('OiJUniMsionCJ'

This mutter is before the. Commission upon the, cross-appeals of
counsel supporting the complaint and the respondents from the hearing
examiner s initial decision filed )Iay :j1. 10G7 , h01ding that respondents,
except. for ,Yillinm F. Snllinln, had violated Section 5 of the Federal
Trade Commission Act as charged. The co~nplaint allegrs that such \ct
'vas yiolated by the use of fa1se , misleading-and dec.eptiye statements
representations ::md practices in connection ,vitll the acheltising.' and
oil'el'ing of respondents ' lending sen- ices and the granting of loans to
the general public. The hearing examiner entered an order against the
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respondents, except ",VilJiam F. SulliYa11 ~ to cease and desist the prac-
tices he found unLndu1. The issues raised on the respective appeals
will be considered belo\'.".

There is no question about the decepti '-e nature of respondents~ a(l-

vertising and the unfairness of their practices. It is unnecessary to re-
late the details here , since the examiner has fully coveTed them in his
initial decision. The gist of the challenged represent;ltions was that re-
spondents \yould arrnnge lo\y- interest loans payable o\'er a long period
of time. Suc.h re )l'eSentations \yere false and "Tolw:ful in that they in-
ducec1 or tended to induce the general public to apply to respondents for
loans , which they might not ha ve done had they known the truth. The
examiner found that the bornHyer \yitn0.sses ,,-110 testified "'ere on a
relatively low 1e,-el of the economic and sociallaclder in terms of in-
come, employment and educational attainments. The representations

,,-

ere particularly calculated to mislead persons of this type , who , as the
examiner further found , \yerE' eager to gTnsp at any straw in an e1fort
to ext-ricate themseh' es from the burden of debt in ,yhich they were
engulfed.

Hespondents have made no appeal from the examiner s findings and
collcln-:ions as to the falsity and misleading character of their adver-
tisements and the deception of the public. Rathel' , they argue that the
complaint should be dismissed on the grounds it is no longer in the
public. interest to issue an order to cease and desist. First they seek dis-
missal of the complaint against the corporate respondent because of

the claim that it no longer exists. The assertion is that two months
before. the. issuance. of the complaint Consolidated nIortgage Company
ceased doing business , closed its office , and that dissolution proceedings
,yere instituted.

The Commission has determined on this that the corporate respond-
ent has not yet been dissolved under the laws of the State of Rhode 15-

laneL the jurisdiction in \yhich it ,,' as organized and given a corporate
charter, and , accordingly, that it is appropriate to prohibit such cor-
poration from engaging in the acts and practices found to be unla". fu1.
During: the course of the oral argument respondents attorney requested

permission to file informationsho\ying the fact and the elate of a:::-

serted ;; forfeiture under the laws of the 8tate of Rhode. Island

, ,,-

hich
it ,yns claimed

, ,,-

ould demonstrate that Consolidated :JIortgag:e Com-
pany has been dissolyec1.1

1 Re,opuJ1(1ent;::. on December 13. 1967. ftlpc1 a papPI' dp;::ig-natE'd " :\Iotion To Su;::pend
Procpeding;::. " which was a motion to ;::ll;::pE'nd for 30 da~' ,o for the pllrpo;::e of in;::rrting into
the rp(:or(1 information and data rpzarrling' thp n,,;oertpd di,o"o!lltion of rr;::pondent Con-
solidatel1 ::\Iortgage Col11pan~'. Complaint I:oun,op! li!ei1 an al1,o,\\,cr. in ojlj1o,oition to the
l'eqlle;ot. Re3pOndE'nts ha\'c ;::ince filrd certain information in thi;.: connecTion. Thrir reljue;::t
for n :iO-day time extension is now moot and need not be further acted UpOll.
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The respondents, on January 12 , 1968 , submitted eertain materials
which include. amon~: other things. a letter from the Chie.f Tax Ex-

'-' .

amineI' for Corporations for the State of Rhode Island aeknow leclg-
ing the receipt of the tax return filed and the request for forfeiture and
stating in part as follows: "The effective date of forfeiture for failure
to pay tax Yi"ould be December 31 , 1969 as provided for by statute. " 2
As ',e understand it , the eorporate respondent is in the process of being
dissolved under the la \vs of the State of Rhode Island and that under
the procedures mentioned dissolution would occur on December 31
1969. ,Ve believe it is cleaT, in the circmnstances , that there is an existing
corporation and that it is wholly appropriate to enter a cease and desist
order against it for the violatiOlls of law found in this proceeding.
Respondents next request dismissal as to both the individual re-

spondents (though the examiner, in his initial decision , did dismiss
as to respondent Sullivan) on the ground that the individuals are no
longer in the business and that they have no intention to reenter the
type of business conducted by respondent Consolidate. :Mortgage
Company. ,Ve believe an order is justified in this ease aga.inst the in-
dividual respondents in spite of the declared present intention of eaeh
not to reenter such business at any future date. Here the respondents
in a calculated fashion , misled and deceived the unknowledgeable and
unsophisticated. They continued these practices until after the Com-
mission had opened its investigation against them. Both individual
respondents have in the past been assoeiated with the lending business
in other eonnections. Respondent Cotherman , in Erie, Pennsylvania

. had previously operated the Great Lakes Discount Corporation , which
he desc.ribed as a business similar to that of the corporate respondent
(Tr. 376). Respondent Sullivan had previously been the manager of
Domestic. Credit Corporation in Providence, Rhode Island. The Com-
mission cannot be assured , in all such circumstances , tha.t the individ-

. uals will not again engage in the practices. ,Vl1ere there is doubt , as
here, an order to cease and desist is fully justified.

One further point has been raised , and that concerns the examiner
dismissal of the complaint as against individual respondent Sullivan.
Complaint counsel has appealed from this dismissal. The exmniner
believed there was no basis for holding this respondent individually
responsible for the acts and practices found unlawful since the testi-
mony indicated that the corporate respondent was organized and fi-
nanced by respondent Cotherman and that the latter made the deci-
sions in the business. Although ~rfr. Sullivan was the corporation pres-

~ Complaint counsel filed a motion to reject the information submitted by responDents,
and respondents thereafter filed a reply.



CONSOLIDATED MORTGAGE CO. ET AL. 397

376 IFinal Order

ident and principal stockholder, the examiner found that he was
merely a front for respondent Cotherman.

1,Ve do not agree with the dismissal of the complaint as to respondent
Sullivan. Though his position as president or the corporation may
have been to an extent a formality, he was part and parcel of the daily
business operation. fIe was the "front" man. It was respondent Sulli-
van who first saw the applicants and "ho accepted and processed the
loans of applica.nts. In passing himself off as president (which he in
fact was), respondent Sullivan , we have no doubt, was benefiting him-
self (e, his employment) as well as ~Ir. Cotherman, and having al-
lo,yed himself to be used in this manner cannot now be heard to deny
his responsibility for the results. Accordingly, we will overrule the
examiner on this point and hold respondent Sullivan liable in his in-
dividual capacity.

The appeal of complaint counsel ,"\ill be granted and that of the re-
spondents denied. The initial decision ,"\ill be modified to conform
with the vie,,-s expressed herein and as so modified will be adopted as
the decision of the Commission. An appropriate order will be entered.

Commissioner Nicholson did not participate for the reason that oral
argument was heard prior to his taking the oath of office.

FI~ AL ORDER

This matter having come on to be heard upon the cross-appeals of
complaint counsel and the respondents, and the Commission having
determined, for the reasons appearing in the accompanying opinion
that the appeal of complaint counsel should be granted and that of re-
spondents denied; and the Commission having further directed that

the initial decision be modified in conformity with the views of the

Commission expressed in its opinion and as so modified adopted as the
decision of the Commission:

It i8 onle?' That the appeal of complaint counsel be and it hereby
, granted and that the appeal of respondents be, and it hereby is

denied.
It i8 juTthe?' o1'Clel'ecZ That Finding 28 of the initial decision be , and

it hereby is , modified by substituting for the last two sentences thereof
the following:

It is concluded and found , therefore , that respondent Cotherl11an
who formulated , directed and controlled the acts and practices
herein involved, did participate therein and is individually ac-
colUltable for them. Respondent Sullivan ,,-as the "front" man in
the. daily operation of the business. It was he who first saw the ap-
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plicants and \yho accepted and processed the loan applications. In
passing himself oil' as the president of the corporation , respondent
Sulliyan \yas benefiting himself (e.f/. , employment), as "ell 
:JIr. Cotherman , and haying al1myecl himself to be used in this
manner, cannot now be llE'anl to deny his responsibility for the
results. It is concluded and ronnd that respondent SulliY,l1l. in
the circl1l11stances presented. is likc\yise accountable for the chal-

lenged acts and practices.
It is flldhei' oi'dci'ecl That the folJmying order to cease and de-

sist be substituted for the order contained in the initial decision:

ORDER

It is ordered That respondents Consolidated l\Iortgfige Com-
pany, a corpor:1tion , and its officers , Lester S. Cot herman , indi-
yidually and as General :JIanager of said corporation , and ,Yil-
liam F. Snlliyan , indiyic1ually and as an officer or said corpora-

tion , and said respondents ' agents , representati,~es and employees
directly or through any corporate or other device , in eonnection
'\yith the pffering or or the sale 01' gnl1lting of lending selTices

or of any similar or related seryices , in commerce , fiS "commerce
is defined in the Federal Trade Commission . , do forth\vith
cease and desist from:

(a) Representing, directly or by implication , that lofins
nre made to customers at a six- percent rate of interest;

(b) Representing, directly or by implication, that lonns

made or anangec1 by respondents are repayable over a fifteen-
year period:

(c) Representing, directly or by implication, that loans

are made nt any stated repayment schedule, interest rates
period of repayment or nnder other stated terms or condi-

. tions: 

p)'

chled. hOlce (' e/'. That , except for the terms and con-
ditions co\-erecl by sl~bparagrnphs (a) and (b) abm- , it shall
be a defense in any enforcement proceeding instituted here-
under for respondents to establish that loans are readily fll1d .
in the regular course or business made aYfliJable to customers
under the st:1tecl l'epa~-ment sche(lule , interest rat('s. period
or repayment or ot her tenns or conditions as stated;

(c1) l\IisrepresE'nting in any manner the monthly repay-
ment schedules, interest l'ate~ , periods of repayment or other
terms or conditions uncleI' ,yhich respondents . lonns are made.
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I tis fzli'tlzei' oi'dei'ed That respondents Consolidated ~Iortgage

Company, a. corporation , and its officers, Lester S. Cotherman , in-
dividually and as General JIanager of said corporation , and \Vil-
liam 11 . Sl1lJiyan , inc1iyicll1nlJy and as an ofHcer of said c.orporation
and said responclents~ agents , representatiyes and employees, di-
rectly or through a.ny corporate or other device , in connection with
the ofi'ering of or the sale or granting of lending seryices, or of any
similai' 01' related services , in commerce , as ;; ('omnH'l' C(' ~' is defined
in the Federal Trade Commission :\ct , do forth v;ith cease and
desist, in those. cases ,,-here repl'Psentahons are made. as to the
terms and conditions of respondents ' loans , from failing, clearly
and ('onspi('uously~ to reveal in nc1n' l'tising:

(a) The period of repayment:
(b) The. number of payment8 required:
(c.) The finance charges expressed in terms of dollars and

cents;
(c1) The simple annual pel'Cenhlge rnte or rates at \vhich

the financB eharge has been imposed on the monthly balance;
(e) \.ny other cha rges OJ' expenses ,vhich are to be incurred

or paid by the bolTo\\er to obtain such loans.

It is flutlier oi'(lci'C(I That. the initial decision as modified by this
order be~ and it hereby is , ac1opte(l as the decision of the Commjssion.

It It;; fllif1zel' oNlei' Thnt respondents shall, ,,-jthin sixty (60) days
after service upon them of thjs order, file ,,-ith the Commission a re-
port, in \',riting, setting forth jn cleta.i) the manner and form in \\hich
they have complied ,vith the order to cease and c1esjst set forth herein.

Commissioner Nicholson not participating for the reason oral argu-
ment \\-as heard prior to his taking the oath of office.

Ix TI-IE )1:\ ITER OF

GEXER.AL TR~\.XS~II~~IOX~ (,ORPOR~\.TIOX OF
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FEDERAL TRADE CO::\I::'IIISSIOX ACT

Docket Sil.), Complaint , :-::C))t. ;?G. 1,966-DcC'ision , Fell. l!JGS

Order re(jl1iring n. ,Vn:::l1ington , D,C.. nntollwhile ti' ;111:'1~li8~inn repair garflge
to eense J)Jj:;;relwesenting the nntnre and cost of its Ben-ices, deceptively
(juoting pricE's before all facts are );:nown. neglecting to diselose thfl t an
OYerh:1nl" does not inclucle reH:::s('mt:l~, fnlsel~- claiming that its trans-

missions fire fflctor~-rebuilt. making false gu;lrnnties. misusing the terms
free,

" "

no money clown, " ancl " en s~- cl'e~lit. " n nel 8~'Btemn tically defra ncling

its customers.


