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For the respondents: William L. Warfield Annandale, Va.

COMPLAINT

Pursuant to the provisions of the Federal Trade Commission Act
and of the Truth in Lending Act and the implementing regulation
promulgated thereunder, and by virtue of the authority vested in it by
said Acts, the Federal Trade Commission, having reason to believe that
Virginia Mortgage Exchange, Inc., a corporation , and Wiliam L.
Warfield , individually and as an officer of said corporation , hereinafter
sometimes referred to as respondents , have violated the provisions of
said Acts and the implementing regulation promulgated under the
Truth in Lending Act, and it appearing to the Commission that a

proceeding by it in respect thereof would be in the public interest
hereby issues its complaint stating its charges in that respect as
follows:

PARAGRAPH I. Respondent Virginia Mortgage Exchange , Inc. is a
corporation organized , existing and doing husiness under and by virtue
of the laws of the Commonwealth of Virginia with its principal offce
and place of business located at 7616 Little River Turnpike , Annandale
Virginia.

Respondent William L. Warfield is an officer of the corporate

respondent. He formulates , directs, and controls the acts and practices
of the corporate respondent including the acts and practices herein-
after set forth. His address is the same as that of the corporate
respondent.

PAR. 2. Respondents are now , and for some time last past have been
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engaged as brokers in the arranging and securmg of loans for the
general public.
PAR. 3. In the ordinary course and conduct of their business as

aforesaid , respondents regularly arrange for the extension of consumer
credit, as "consumer credit" is defined in Regulation Z , the implement-
ing regulation of the Truth in Lending Act, duly promulgated by the
Board of Governors of the Federal Reserve System.

PAR. 4. Subsequent to July I , 1969, in the ordinary course of business
as aforesaid , respondents ' customers are provided v,rith consumer credit
cost disclosure statements.

By and through the use of these consumer credit cost disclosures

respondents:
I. Fail to identify each creditor, as "creditor" is defined by Section

226.2(m) of Regulation Z , as required by Section 226.6(d) of Regulation

2. Fail to print the terms "finance charge" and "annual percentage
rate" more conspicuously than other terminology, as required by
Section 226.6(a) of Regulation Z.
3. Fail to disclose the method of computing any unearned portion of

the finance charge in the event of prepayment of the obligation, as

required by Section 226.8(b)(7) of Regulation Z.
4. Fail to make full consumer credit cost disclosures before the

transaction is consummated , as required by Section 226.8(a) of
Regulation Z.

PAR. 5. Pursuant to Section 103(q) of the Truth in Lending Act
respondents ' aforesaid failures to comply \\ th the provisions of
Regulation Z constitute violations of the Act and , pursuant to Section
108 thereof, respondents have thereby violated the Federal Trade
Commission Act.

INITIAL DECISION BY LEWIS F. PARKER, ADMINISTRATIVE
LA W JUDGE

AUGUST 18, 1975

PRELIMINARY STATEMENT

(I J The Federal Trade Commission s complaint in this proceeding

was issued on January 28 , 1975 , and charges respondents with violating
the Truth in Lending Act, the implementing regulation issued

thereunder and the Federal Trade Commission Act.

The com laint specifically alleges that respondents , by and through
the use of consumer credit cost disclosure statements provided to their
customers:
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I. Fail to identify each creditor as required by Section 226.6(d) of
Regulation Z.
(2) 2. Fail to print the terms "finance charge" and "annual

percentage rate" more conspicuously than other terminology, as
required by Section 226.6(a) of Regulation Z.

3. Fail to disclose the method of computing any unearned portion of
the finance charge in the event of prepayment of the obligation , as

required by Section 226.8(b )(7) of Regulation Z.
4. Fail to make full consumer credit cost disclosures before the

transaction is consummated, as required by Section 226.8(a) of
Regulation Z.

Respondents filed their answer to the complaint on March 28 , 1975
denying the first, third and fourth allegations. They neither admitted
nor denied the second allegation.

A prehearing conference was held on April II, 1975 , and a hearing
was held on June 2, 1975.

The parties fied proposed findings on June 30 and July I , 1975 and
replies on July 14 and 15 , 1975. This decision is based on the record as a
whole. The parties ' proposed findings and replies have been carefully
considered and to the extent they have not been adopted either
verbatim or in substance , they are rejected as not supported by the
evidence or as irrelevant to any issue in this proceeding.

FINDINGS OF FACT

I. Respondent Virginia Mortgage Exchange , Inc. is a corporation
organized , existing and doing business under and by virtue of the laws
of the Commonwealth of Virginia, with its principal offce and place of
business located at 7616 Little River Turnpike , Annandale , Virginia.
(Prehearing Conference , Tr. II).'

(3) 2. Respondent William L. Warfield is president of the corporate
respondent and owns all of its stock. He formulates, directs, and
controls the acts and practices of the corporation, including those set
forth in the complaint. His address is the same as that of the corporate
respondent (Prehearing Conference , Tr. II; Tr. 43-44).
3. Virginia Mortgage Exchange was incorporated in 1952 and is a

broker whose business consists of aITanging loans between borrowers
and lenders , including consumer loans for personal dehts or home
improvements. The company began arranging consumer loans in 1968

, lZCLH 922(j et.I€'-(19i4)
1 Abbreviation" used in this decision are

Tr - Transcript Qfte,limony.
ex . Commio,iol1 e hjb;tR

HX - Responuenls exhibils
Admiss. - Resf)('rller. ts' answer" to cumplaint cou oel' s request for admisoiDns
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or 1969 (Tr. 44-48). Another corporation , Second Virginia Mortgage
Exchange (which also arranged consumer loans), was started by Mr.
Warfield and a silent partner in June or July of 1971. It was dissolved
after about one year. Mr. Warfield formulated , directed and controIled
the acts and practices of this company while it was in existence (Tr. 44-
46).

4. In 1971 approximately $184 500 worth of consumer loans were

broke red by Virginia Mortgage Exchange , Inc. and Second Virginia
:vortgage Exchange. In 1972 these companies brokered approximately

$198 502 worth of consumer loans (Admiss. 15 and 16). Approximately
90 percent of these loans were arranged v.ith Security Industrial Loan
Association as the lender (Admiss. 19). The remainder were placed with
Residential Industrial Association (Tr. 48).

5. In a typical transaction involving respondents' brokerage
services, the borrower signs an "origination fee agreement" and
respondents furnish the prospective lender with credit information
including, in some cases, credit reports, mortgage verifications and
property appraisals. The lender, usually some three to four days later
informs respondents by letter that the application has been approved
(see CX 40; Tr. 49-53; Admiss. 22 and 25). Respondents then inform the
borrower of approval of his application for a loan and of the closing
attorney s name (CX 41). Respondents also notify the closing attorney
of the loan approval , ask him to arrange settement, furnish him with
the necessary papers and request him to collect their commission (CX
42). Respondents ' commission is usuaIly 10 percent of the loan amount
up to $5 000 and 5 percent above that (Tr. 72).

6. The loans which respondents arranged were subject to a finance
charge and were payable in more than four instaIlments (CX' s 105-155).

(4 J 7. Respondents do not give their disclosure statements directly to
borrowers; instead, respondents forward the statements to the
attorney who wil be handling the closing with a request that they be
given to the borrowers at settement (Tr. 66-67). Two attorneys
involved in loans arranged by respondents testified that they furnished
respondents' statements as weIl as the 1enders' statements to
borrowers at the time of settlement, before any papers were signed
(Tr. 28- , 89- , 99).
8. From :\ay I , 1971 (when respondents began giving disclosure

statements to borrowers) to September 21 , 1973, respondents ' disclo-
sure statements did not reveal the names of the lenders (Tr. 60; CX'
105 to 155), although at the time these disclosure statements were
prepared , respondents knew the identity of the lenders (Tr. 67-68).

9. Inspection of the disclosure statements given to borrowers by
respondents until September 21 , 1973 reveals that while the term

216-969 O-LT - 77 -



186 FEDERAL TRADE COMMISSIOK DECISIONS

Initial Decision 87 FTC.

finance charge" is capitalized and underlined , other terms such as
amount of credit extended

" "

payments " etc. , are also capitalized and
are underlined. And while the term "annual percentage rate" is

capitalized, it is less conspicuous than other terms which are both

capitalized and underlined (CX's 105 to 155). Thus, the terms "finance
charge" and "annual percentage rate" are not printed more conspicu-

ously than other terms on the statements.

10. Respondents ' disclosure statements do not reveal the method of
computing any unearned portion of the finance charge in the event of
prepayment of the obligation; instead , most of respondents ' statements
refer the borrower to the lenders ' statements for this information

(CX' s I07- lI2 , lI4 , lI6- 120 , 122- 124 , 128- 143 , 145-154; Tr. 62). A few of
respondents' statements neither disclose the computation nor refer the
borrower to the lenders' statements, a failure attributed by Mr.
Warfield to clerical error (CX' s 105-106, lI3, lI5, 121 , 125- 127, 144; Tr.
62-63).

II. Under Virginia law (Title 6. , Chapter 5 , Section 234), industrial
loan associations are required to grant to natural persons borrowing
from them the right to anticipate payment of their debt at any time and
to receive a rebate computed in accordance with the Standard Rule of
78. Mr. Warfield testified that he was aware of Security Industrial
Loan Association s obligations under (5 J Virginia law in the event of
prepayment (Tr. 64-65). Security Industrial is the lender \vith whom
some 90 percent of the loans arranged by respondents were placed

(Finding 4 supra).
12. Although respondents neither disclosed the names of the

lenders nor revealed the lenders ' method of computing any unearned
portion of the finance charge in the event of prepayment, their

customers were given this information at settlement when the closing
attorneys turned over the lenders ' disclosure statements (Tr. 28 , 32-
93- 96; RX I).

13. As a result of discussions with the Federal Trade Commission
respondents changed their disclosure statements on or about Septem-
ber 21 , 1973 in two respects. The disclosure statements now reveal the
names of both creditors (lender and broker), and the terms "finance
charge" and "annual percentage rate" are now more conspicuous than
other terms used (RX 4; Tr. 68-69). Only one consumer loan has been
arranged by respondents since their disclosure statements were
changed (Tr. 69).
14. Respondents ' origination fee agreements state:

We hereby authorize you to negotiate and act as our sole and independent agent on our
beha!f for the p!acement of a -

---

mortgage loan on our property as described
above.
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It is understood that if you obtain a commitment in the amount of -- you will
be entitled to, and we agree to pay, an origination fee of --- , The closing attorney
is hereby authorized to disburse said fee from our loan proceeds. (CX' s 1-39)

However, there is no evidence that respondents or any other Virginia
brokers have ever collected or sued for their brokerage fee from a
borrower in the event that the loan transaction , although approved by
the lender, was not consummated. (6)

DISCUSSION

Failure To Identify Each Creditor

Section 226.6(d) of Regulation Z 3 provides that:

If there is more than one creditor in a transaction, each creditor shaJl be clearly

identifier! and shall be responsible for making only those disclosures required by this Part
which are within his knowledge and the purview of his relationship with the customer.

Respondents regularly arrange for the extension of consumer credit.'
They are therefore creditors for purposes of the Truth in Lending Act
and Regulation Z , inc1uding the disc10sure requirements of Section
226.6(d), as are the lenders with whom respondents have arranged
loans , Security Industrial Loan Association and Residential Industrial
Association.

(7) Although the borrowers are given separate disclosure statements
of the lender and respondents at settlement and are therefore aware
that there are two creditors involved in the loan which is about to be

extended , complaint counsel argue that respondents have nevertheless
violated Section 226.6(d) because they have not revealed the name of
the lender in their disclosure statements.

This follows , say complaint counsel, because each creditor must make
disclosures "required by this Part which are within his knowledge and
the purview of his relationship with the customer." (Section 226.6(d))

Respondents know who the potential lenders are before settement
but is this knowledge within the purview of their relationship with
their customers?

R,' gubtion Z was issued by the Boani of Governors of the Feueral ReSHvP System pursuant to Title I nf the
Truth in Lending A t Il. CS, 1601. d Ne'i' 0970)1, 12 C.P, R, 226_ 1(a)

, Sect;on226.2(f of RejflatioT1 Z states'

.. '

Arran e for the extension of rcdit ' means In prnv;de or "Her to provide consumer credit which is Or will be
U'nded by !!TQt: er person und,'r a business or other relationship pursuant tn which the person arranging such credit

rf'ceivf'sor wiJ: receive a rf'e curr. peT1sation orntnero()n,;ider ati()nfors\lrhsprvicc
" SeetionU6.2lml of Regu:ationZ state,

.. '

Creditnr ' mean,; a person who in thf' ,)rdinary l'()ursf'ofbusi,,,,,,s regubrly ex'-f'''';sor arr"T1g-es for the f'xtension
ot'consumerucdi: , Or "ff"rs t()l'xtend Or "rr"nge for the cxtcnsio no: suchcredit

Se" I.edcral Re,;en' f' Board Letter No, fi77 r)l-br, . 197:JI

In view of the f c\ that the ' nnder ' recei\'es a fee for obt ining th lua," iw !",comcs n arr nger for the
extens:on of l"ctlit under 226.2(fJ. As such , he i,; a creditor in tne trans e:ion , ",ong with the hank . "nd the provi i()T1S

of g226.Ii:dlapply with regard to multip!e cr"dit()rs
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There is apparently no judicial interpretation of this phrase - at
least neither party has brought any to my attention. The word
purview" refers , among other things , to the "range , sphere , or field of

a person s labour or occupation. The Oxford Universal Dictiona1"J (3d

Ed. 1955).

Since respondents necessarily know who the potential lender is by
virtue of their occupation , which is to find lenders for their customers
complaint counsel argue that this knowledge is within the purview of

their relationship with their customers and must be disclosed.
I do not agree. Since respondents meet their obligation to their

customers when they arrange a loan with any (8) lender, the name of
the lender is of no legal significance insofar as the relationship between
respondents and their customers is concerned and is thus not within the
sphere of that relationship.

I concede that complaint counsel's position finds some support in
Federal Reserve Board Letter No. 699 (July 19, 1973) which

commented on a similar situation. There , the Board's counsel advised
that a loan broker s fee should be revealed on the lender s disclosure

statement if the lender was aware of the amount of the fee. However
while such interpretations of Regulation Z are persuasive , they are not
binding on me. See Stefanski v. Mainway Budget Plan, Inc. 326 F.
Supp. 138 , 142 (S. D. Fla. 1971), rev d on other grounds 456 F.2d 2Il (5th
Cir. 1972).

I find that both the Board's and complaint counsel's interpretations
of Section 226.6(d) are inconsistent with its plain language. Section

226.6(d) does not require only proof of knowledge , it demands more 
proof that the knowledge is within the purview of the creditor
relationship with his customer. If one were to accept complaint
counsel's interpretation which equates " knowledge" with "purview
that would be equivalent to striking everything in Section 226.6(d) after

the word "knowledge." I prefer to believe that the drafters of
Regulation Z deliberately adopted the "purview" language as an

additional requirement. Since complaint counsel have established
nothing beyond respondents ' knowledge of the lender s name , they
have not demonstrated that respondents are required by Section
22G.6(d) to disclose that name on their statements.

Complaint counsel's alternative argument warrants little discussion
because it is based on a faulty premise. They claim that respondents
failure to disclose the name of the lender on their disclosure statements
violates the requirement of Section 226.8(a)(J) and (2) that all
disclosures be made together on either the note or the instrument
evidencing the obligation , or on one side of a separate statement.

But Section 226.8 refers only to "disclosures required by this



VIRGINIA MORTGAGE EXCHANGE , II'C. , ET AL. 189

182 Initial Decision

section." If respondents are required by other parts of Regulation Z to
disclose the names of multiple creditors , (9 J then they must comply
with Section 226.8(a)(1) and (2); however , if the names of other
creditors are not within the know ledge of respondents and the purview
of their relationship with their customers , they need not disclose those
names on any instrument or statement.

The purpose of the Truth in Lending Act is to "assure a meaningful
disclosure of credit terms so that the consumer wil be able to compare
more readily the various credit terms available to him and avoid the
uninformed use of credit." 15 U. C. 91601 (1970).

Requiring the broker to reveal the lender s name when the lender
wiJ do so in his disclosure statement does nothing to further
congressional intent. The Board , I believe , realized this and deliberately
adopted language in Section 226.6(d) which would avoid unnecessary
1isclosures by multiple creditors, Therefore, respondents need not
reveal the other creditor, the lender, in their disclosure statements and
have complied with Section 226.6(d) of Regulation Z.

Failure To Print Certain Terms More Conspicuously Than
Others

Section 226.6(a) of Regulation Z states:

The disclosures required to be given by this Part shall be made clearly, conspicuously,
in meaningful sequence , in accordance with the further requirements of this section , and

at the time and in the terminolog-y prescribed in applicable sections. Except with respect
to the requirement of 9226.10 , where the terms "finance charge " and "annual percentage

rate" are required to be used, they shall be printed more conspicuously than other
tenninology required by this Part 

* * *

Respondents ' present disclosure statement fonn complies with this
section (RX 4), However , it has only been in use since September 1973;
prior statements clearly fell short of the demands of Section 226.6(a).

Respondents point out that in one sample fonn accompanying

Regulation Z when it was promulgated , at least two other headings
were as conspicuous as the terms "finance charge" and "annual
percentage rate.

(10 J Respondents apparently do not claim that they relied on this
form in preparing theirs; they seem to be saying instead that if the
agency responsible for the promulgation of Regulation Z can make
mistakes, they should be allowed some too. I cannot accept this
argument, for respondents are bound to comply "lith Regulation Z
regardless of what mistakes others may make, especially when
particular requirements , such as those of Section 226.6(a), are incapable

of misinterpretation.
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Respondents have , therefore , failed to comply with the requirements
of Section 226.6(a) of Regulation Z.

Failure To Disclose Method of Computing Unearned
of Finance Charge in Event of Prepayment

Section 226.8(b)(7) requires any creditor when extending credit other
than open end to identify "the method of computing any unearned
portion of the finance charge in the event of prepayment in full of an
obligation 

* * *'

The lenders reveal this information on their disclosure statements
(see RX I)," and respondents refer their customers to these statements
but complaint counsel urge that respondents ' disclosure statement
must duplicate the language recited in the footnote because pursuant to
the general disclosure requirements of Regulation Z (Section 226.6), the
specific disclosure required by Section 226.8(b)(7) is within respon-
dents ' knowledge and the purview of their relationship with their
customers (see Section 226.6(d)).

Respondents reply that the only fee they charge is a placement fee
which they fully earn upon closing of the loan, but this misconceives

complaint counsel's argument , for they claim that respondents , because
of Section 226.6(d), must reveal the lender s method of computing any
unearned portion of the finance charge.
(Il) Respondents also argue that since they are not creditors

extending credit other than open end credit,' they need not make the
disclosure required in Section 226.8(b)(7).

Credit" is defined in Section 226.2(1) as the "right granted by a
creditor to a customer to defer payment of debt, incur debt and defer
its payment, or purchase property or services and defer payment
therefor.

According to this definition , respondents are not creditors extending
credit, for payment of their placement fee is not deferred.

However, \vhile respondents are not creditors extending credit, they
are "creditors" for purposes of other parts of Regulation Z because
they arrange for the extension of consumer credit (see Section
226.2(m)).

Thus , even though Section 226.8(a) is not applicable to respondents
disclosure of the information referred to in Section 226.8(b)(7) could be
required by Section 226.6(d).

Portion

, "

B()rr()wer ,r-ai! 11""", the right to anticipate paynu'nl ()f this d",bt at "ny time and shail rereive a rebate forar.
unearned int"re t, wr.;ch rebate "hall be computed in :occnrdartce with the Standard R'J:e of 78 and sha l bl' reduced h
"" anticipation premium equa l to that p()rtiuJl of the contr"ct iJ\tl're t al.ocab1e under uch Rule tu the next gi

payr:lents."'

, See Section 220.81..:: "Any creditor when extending rredit uther th"n open I'nd credit shall , in accord"nc' e wit!;
22(d; and tu the p :ent applicable, ma ke the disclosures required hy this gpction

" . ."
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Nevertheless, respondents are not required by that section to
disclose Section 226.8(b)(7) information. Lenders must comply with
Virginia law concerning prepayment , and respondents are aware of
this, but for the reasons I gave in discussing the allegation of failure to
identify each creditor, the knowledge which respondents have of the
lender s prepayment obligation is not within the purview of their
relationship with their customers, because that infonnation is not an
essential aspect of their relationship, The purview of the broker-
customer relationship does not depend upon how the lender computes
the unearned portion of his finance charge. The broker s only obligation
is to obtain a lender willing to extend credit.

As I did with respect to the claim that respondents must disclose the
names of all creditors, I reject the argument that the words
knowledge" and "purview" are essentially similar, for according to this

argument, each creditor would have to disclose everything he knew
(12 J about a credit transaction, This interpretation clearly contravenes
the intent of the drafters of Section 226.6(d) which makes multiple
creditors " responsible for making only those disclosures 

* * 

" which
are within his knowledge and the purview of his relationship with his
customer, (Emphasis added,

Respondents are not required by Section 226,6(d) of Regulation Z to
disclose the lender s method of computing any unearned portion of the
finance charge in the event of prepayment of the obligation.

Failure To Make Full Consumer Credit Cost Disclosures

Section 226.8(a) of Regulation Z states:

Any creditor w hen extending credit other than open end credit shaIJ , in accordance
with 22(j. and to the extent applicable , make the disclosures required by this section
with respect to any transaction consummated on or after July 1 , 1969. Except as provided
in paragraphs (g) and (h) of this section , such disclosures shaH be made before the
transaction is consummated.

Respondents ' disclosure statements are not given to their customers
until settlement, that is , when the loan transaction is consummated.
Although Section 226.8(a) seems to refer only to loan transactions
complaint counsel claim that another transaction is consummated
within the meaning of Section 226.8(a) when the lender commits itself
to making a loan, because respondents earn their brokerage fee at that
time, It is thus argued that because the brokerage transaction is

consummated" before settlement, and respondents furnish their
disclosure statement at settement, they have violated this disclosure
requirement.

Respondents argue that since their fee is paid out of the loan
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proceeds at settlement, the transaction is not consummated until that
time.

Under the origination fee agreement signed hy their customers
respondents are entitled to their commission if they obtain a loan

commitment (see CX I). Complaint counsel urge that by analogy
with Virginia real estate law, respondents must therefore make the
(13 J disclosures required by Section 226.8(a) when they are informed
by the lender of its approval of the loan application .' However , one of
their witnesses, a settlement attorney, gave his opinion that respon-

dents would not be entitled to their placement fee unti the loan papers
were signed because that is the intent of the origination fee agreement
(Tr. I02).

It is not clear, in my opinion , what the intent of broker and customer
is when the origination fee agreement is signed. The agreement does
state: "It is understood that if you obtain a commitment in the amount
of 

----- 

you wil be entitled to, and we agree to pay, an
origination fee of --- " and this language lends support to

complaint counsel's argument.
However, respondents ' customers could argue that the agreement'

further language "The closing attorney is hereby authorized to
disburse said fee from our loan proceeds" reveals the intent that the
fee wil be earned only when the loan is obtained. Further support for
this argument is found in the third paragraph of the agreement:

In the event that you obtain a loan satisfactory to us in a lesser amount than shown
above , it is understood that you shall be entitled to an origination fee equaling ten percent
of the first five thousand dollars of the proceeds of the loan, plus five percent of any
amount over five thousand dollars. (CX 1)

114 J Why should the borrower condition payment of the placement
fee on obtaining a loan for a lesser amount only if it were satisfactory
to him , but commit himself to pay the fee if mere approval for the full
amount is obtained? It is at least arguable that it was the intention of
the parties , as revealed in this language, that the placement fee would
be payable , regardless of the amount of the loan, only if the loan were
satisfactory to the borrower. The point is that the language of the
agreement leaves room for doubt, and complaint counsel have not
furnished any evidence which would assist in interpreting it. There are
apparently no court cases on this point and there is no evidence that
any Virginia loan hroker has ever collected or attempted to collect his

, See e.g, j(p; IJer . J. .\1. 0"'/(' 206 Va. !i , J.5 St:. 2d 1, , HjO (Va. 1965)
Gener..:ly. when a reHI pstale broker . I'ursuar. t to a valid listing agreement . procures a purchaser for a listed

proper:yready. wiilingan,iabletobuyuponth"terrr.srldinedbythpowner , then tilPagent is entitlpdto
1,15 com",i"""". The fact th"t tr.p sale is not consurr, mated dues not rleprive the 'broker of the right to

cei\'e his commission unl"," the failure l() ,' ",,"ummate is due to some fault of lhp broker



VIRGINIA yIORTGAGE EXCHANGE , I:\C.. ET AL. 1!)3

182 1 nitial Derision

fee even though the lender has failed to consummate the loan. Under
the circumstances , I cannot find as a matter of law that the transaction
between broker and borrower is consummated prior to settlement.

Furthermore , it hardly seems logical to require the broker to make
disclosures prior to the time the lender must. Although complaint
counsel argue that early disclosure is essential so that borrO\vers can
shop for credit, it is apparent to me , and complaint counscl make no
contrary claim , that the lenders complied with Regulation Z when they
made the required disclosures at settement. See StaV1-ides v. Mellon
Notional Honk rmst Co. :J5:J F. Supp. 1072, 1078 (W.D. Pa.

), 

(Ltfd
487 F.2d 95:J (:Jd Cir. 1973):

We think it w(mJd be very unusual that a mortgagor would be called upon to execute a
mortgage and bond without some prior notice of its terms. But even if this were to occur
we think disclosure of the terms of the loan in the mortgage papers just before closing

would be adequate disclosure under 91639.

See also Foster v. Maryland State Savings Loan Ass 369 F. Supp.

843, 846 (D. C. 1974); Ljepa'V v. M.L. C. Prope1-ties , Inc. CCH
Consumer Credit Guide \)98 639 at pp. 88 175- 176 (9th Cir. 1975):

lP1aintjffs J argue that shopping for credit requires that the disclosure statement be
provided sufficiently in advance so that a borrower would have the opportunity to go to
another lender to see if he could obtain r 15 J better terms. While we find that this
argument is logically persuasive , it has heen rejected hy virtually every court that has
considered it.

Thus, even if it were clear that respondents ' fee is earned prior to
settlement , it would seem ludicrous to require them to disclose credit
information which the lender need not disclose until settlement.

Since complaint counsel have failed to establish that the transaction
is consummated prior to settlement, respondents are not required to
make Truth in Lending disclosures prior to settlement.

Liability of Mr. Warfield

Respondents have failed to print the terms "finance charge" and
annual percentage rate" more conspicuously than other terms on their

disclosure statements.
The corporate respondent's president, Mr. Warfield , is responsible

for this violation of Regulation Z in the sense that he is responsible for
all of the activities of the corporate respondent , and complaint counsel
claim that he should therefore be subject to any cease and desist order

which I might enter.

" Corr.pla;n; eounsel po:nl O'Jl !.r. l 2 ,'eel'n!. mendnwn!. to Sedi"n 121 of the Truth in Lendiq; Act. 15 U . l' gIG:;)

i I 7()1. r quire, ,i;,c:o,un,s a tr.e t;rr,e t he creditor ma;"e, cmnmitment to e tpnd ('red it. '11 y interpret"!.i",, or SPel;or
22(U';( ) mu,t ()wP"er . be b ,ed upnlllr. Act a it "-,;" t,,d whell th challenged :ran'2cto"D' ucc rred.
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There is no question that an individual can be held accountable for

the acts of a corporation and can be brought within the ambit of
Commission cease and desist orders. See , John A. auziak 

Federal Trade Commission 361 F.2d 700 , 704 (8th Cir. 1966), cert.
denied 385 U. S. 1007 (1967); Standard Distributors , Inc. v. Federal
Tmde Commission 2II F.2d 7, 14-15 (2d Cir. 1954). The reason for
extending the prohibition of a cease and desist order to individuals is
the fear that (16J they might avoid the order by continuing the
proscribed activity in their individual capacity.

It is not enough , however , that Mr. Warfield controls the acts and
practices of the corporation. If that were the basis of individual

responsibi1ity, every corporate officer whose responsibilities encom-
passed acts and practices challenged by a complaint would be
individually 1iable.

If it had been shown that Mr. Warfield had deliberately engaged in
consumer deception , or that there is reason to believe that he would
attempt to evade an order, individual 1iability would be appropriate.
But the single violation which I have found was not intentionally
devised to deceive borrowers and it does not justify an order directed
against Mr. Warfield in his individual capacity.

Discontinuance

Respondents argue that if they violated the Truth in Lending and
Federal Trade Commission Acts by failng to comply with certain
provisions of Regulation Z, such violations were discontinued in
September 1973, before the Commission s complaint was issued , and
that entry of an order is therefore unnecessary and inappropriate.

Discontinuance is seldom a defense in Commission proceedings
especially when it is , or may have been, prompted by the knowledge
that the Commission is investigating one s activities. Oregon-Washing-
ton Plywood Co. v. Federal Trade Commission 194 F.2d 48 , 51 (9th Cir.
1952); Automobile Owners Safety Insurance Co. v. Federal Trade

Commission 255 F.2d 295 , 298 (8th Cir.

), 

cert. denied 358 U.S. 875

(1958).
(17 J Respondents began using a new disclosure statement only after

discussions were held with Commission representatives. The discontin-
uance was thus not voluntary; it was apparently prompted by
knowledge of the Commission s interest in respondents ' activities. See

'" S"" Tile Lovnble Cv"' pIJI"I. fi7 F'T.c. 1:126, 1:':'0- :" (1%5): "To j\Jstify naming an offcer as an in(Jjvidual there

mllst be something in the n c()f(! suggesting that he would he likely to engage in these practices in the future (1,' QJI

illdil'idl'al. To argue otr.erwise would be tn hold that in every order running against a "nrJ1oralion the officer,; w\on

control its p()Jicies . acts and pradi"esshould be named_" (E:mphasis in original)
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Beneficial COTp. C. Dkt. 8922, p. 12 (July 15 , 1975) (86 FTC. 119
at 165).

CONCLUSIONS

1. The Federal Trade Commission has jurisdiction over respondents
and the practices described herein.
2. Respondents are not required to identify each creditor, as

creditor" is defined by Section 226.2(m) of Regulation Z.
3. Respondents are not required to disclose the lender s method of

computing any unearned portion of the finance charge in the event of
prepayment of the obligation.
4. Respondents have not failed to make full consumer credit cost

disclosures before the transaction is consummated.
5. Respondents have failed to print the terms "finance charge" and

annual percentage rate" more conspicuously than other terminology,
as required by Section 226.6(a) of Regulation Z , and have therefore
violated the Truth in Lending Act, and pursuant to Section I08(c) 

that Act , 15 U. C. 91607(c)(1970), the Federal Trade Commission Act.
Because of the very narrow violation of the Truth in Lending Act

the order should be limited to enjoining further identical violabons.
This is not a case in which entry of a broad order outlawing other

possible violations of the Truth in Lending Act is appropriate.

ORDER

It is ordered That respondent Virginia Mortgage Exchange, Inc. , a
corporation , its successors and assigns, and its officers , and respon-
dent' s agents , representatives (I8 J and employees , directly or through
any corporation, subsidiary, division or other device , in connection with
any extension or arrangement for the extension of credit or advertise-
ment to aid , promote or assist, directly or indirectly, any extension or
arrangement for the extension of consumer credit, as "consumer
credit" and "advertisement" are defined in Regulation Z (12 C.F.
9226) of the Truth in Lending Act (Pub. L. 90-321 , 15 U. C. 91601

seq. (1970)), do forthwith cease and desist from:
Failing to print the terms "finance charge" and "annual percentage

rate" more conspicuously than other terminology, as required by
Section 226.6(a) of Regulation Z.

It is funher ordeTed That respondent corporation shall forthwith
distribute a copy of this order to each of its operating divisions.

It is further ordered That respondent notify the Commission at least
thirty (30) days prior to any proposed change in the corporate
respondent such as dissolution, assignment or sale resu1ting in the
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emergence of a successor corporation, the creation or dissolution of

subsidiaries or any other change in the corporation which may affect
compliance obligations arising out of the order.

(19 It is further ordered That respondent deliver a copy of this
order to cease and desist to all present and future personnel of
respondent engaged in the arranging for the extension of consumer
credit and that respondent secure a signed statement acknowledging
receipt of said order from each such person.

It is further ordered That respondent shall, within sixty (60) days
after this order becomes final , file with the Commission a report, in
writing, setting forth in detail the manner and form in which it has
complied with this order.

OPI!'ION OF THE COMMISSIO:-

BY DIXOI\ C01nmis:iioner

(lJ The complaint in this matter was issued on January 28, 1975

charging respondents with violations of the Truth in Lending Act (15
c. 91601 et seq.

), 

Regulation Z" promulgated thereunder (12

R. 9226 et seq.

), 

and Section 5 of the Federal Trade Commission
Act (15 V. C. 945), in connection with their arrangement, as loan
brokers , of transactions between lenders and borrowers. Hearings
before an administrative law judge (hereinafter sometimes ALJ) led to
an initial decision on August 18 , 1975 , holding that Virginia Mortgage
Exchange had breached the law by failing to print the terms "finance
charge" and "annual percentage rate" more conspicuously than other

terminology, as required by Section 226.6(a) of Regulation Z. The judge
recommended an order correcting this violation , and recommended that
in all other respects the complaint be dismissed.

Complaint counsel have appealed , arguing that the law judge erred in
failing to find that respondents , as loan brokers , are obliged to disclose
the name of the lender with whom a loan is arranged , and the method
by which any unearned portion of the finance charge is computed in the
event of (2 J prepayment of a loan. Complaint counsel further urge the
Commission to extend liability to the individual respondent, and to
expand the order to forbid related violations of Regulation Z not
alleged in the complaint. Respondents have taken no appeal from the
A LJ's conclusions and urge that no further findings of violation be
made.

BACKGROUND

The facts of this matter are simple and neither side has objected to
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the ALJ' s concise accounting of them. The following summary borrows
repeatedly (without quotation marks) from the judge s own prose:

Respondent Virginia :vlortgage Exchange is a broker whose business
consists of arranging loans between borrowers and lenders , including
consumer loans for personal debts or home improvements. (LD. 3) 1 The

bulk of the company s consumer loans were arranged with Security
Industrial Loan Association as the lender. (LD. 4) Mr. William Warfield
is the president of Virginia Mortgage Exchange, (LD. 2)

In a typical transaction arranged by respondents , the borrower signs
an "origination fee agreement" and respondents furnish the pros-
pective lender with credit information , including, in some cases , credit
reports , mortgage verifications and property appraisals. The lender
usually some three to four days later, informs respondents by letter
that the application has been approved. Respondents then inform the
borrower that his loan application has been approved , and of the closing
attorney s name. Respondents also notify the closing attorney of the
loan approval , ask him to arrange settement, furnish him with the
necessary papers and request him to collect their commission , which is
usually 10 percent of the loan amount up to $5000 and 5 percent above
that. (LD, 5)

Respondents do not give their Truth in Lending disclosure statement
directly to the borrower. Instead they forward the statement to the
closing attorney with a request that it be provided at settement.

Attorneys involved in loans arranged by respondents testified that
they furnished respondents' statements as well as the lenders

statements to borrowers at the time of settlement before any papers
were signed. (I.D. 7) (3)

I. Failure to Disclose Name of Lender and Method of
Computing Unearned Finance Charge

The complaint alleged that respondents had contravened the law by
failing to disclose the name of the lender and the method of computing
any unearned portion of the finance charge in the event of prepayment.
The fact of nondisclosure is not denied. The ALJ found that prior to
September 21 , 1978 , respondents did not disclose the name of the
lender in their disclosure statement. Thereafter, following investigation

by Commission staff, they hegan to disclose the lender s name. (I,D. 9)

The ALJ further found that respondents ' disclosure statements did not
at any time reveal the method of computing the unearned portion of the
finance charge. (I.D. 10)

The ;ol:ow:r.gabbre\'i,, ior.s ar used er"in:

I.D - Initi..J DecibioTi (Finding :-o)
J.D. p. InitiHI De("isior. (j' g€ "Io.!
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Respondents acknowledge their obligation , as a broker, to provide
consumers with a Truth in Lending disclosure statement of some sort.
At issue in this proceeding is the nature of those disclosures which a

loan broker must provide. Section 226.6(d) of Regulation Z establishes
the disclosure obligations of each creditor when there is more than one:
(4)

(d) Multple creditoTs; joint disclosure. If there is more than one creditor in a
transaction , each creditor shall be clearly identified and shall be responsible for making
only those discJosures required by this part which are within his knowledge and the
purview of his relationship with the customer. If two or more creditors make a joint
disclosure , each creditor shall be clearty identified. * * *

Section 226.8 requires inter alia:

Identification of the method of computing any unearned portion of the finance charge
in the event of prepayment in ful! of an obligation which includes precomputed finance
charges * "' *

In the instant case the idehtity of the lender and the method of
computing the unearned finance charge were clearly within the
knowledge of respondents at the time their disclosure statement was
furnished (J.D. 9, II), and the crucial question, therefore , is whether or
not these terms were within the "purview" of respondents ' relationship
with their customers.

The ALJ reasoned that:

Since respondents meet their obligation to their customers when they arrange a loan
with any lender, the name of the lender is of no legal significance insofar as the
relationship between respondents and their customers is concerned and is thus not within
the sphere of that relationship. (I. D. pp. 7-

We cannot agree. In our view , all terms of a given loan fall within the
purview" or "scope" of the relationship between a customer and the

broker who arranges that loan. It is respondents ' responsibility as
broker to provide their customers with the loan they desire, and this
necessarily includes a particular lender, a particular fOl1ula for

computing unearned interest in the event of prepayment, as well as
those other particular details of loan transactions which respondents
have disclosed routinely in the course oftheir business.

, RegulatiQ , promuLgated by the Federal R scrve Hoard to implement the TnJth in Lending Act , rlefmps a
creditor" (who must provide a disclosure statement) as ... . . a person who in the ordinary course of business
regularly extends or 

"'"

ral/g'" Jilr iii" erlcl/. ,i"" "I r""" "",er credit or offers to extend or arrang.' for th extension 0:
!;uch credit " 112 eFR 2(,-2(m) I (emph"sis added:

cti()11 22fU(f) defines . "rr l1ge f()r tr.e extensi()n of credit " as ". , . tu provide or offer to provide consum
credit whiph is or will beextenderl by ar.otherpersol1 under a business or other relat;o()shippur,uanttn which th
person arranging such credit received or wili receiv a f,, . comp "t;ofl , or oth r c()ns;dp, tiofl for such service or has
knowledf!e 0: the credit terms and particip tes in tl,e prepar tio" of the ('()ntra t riocumpnts required in c"nnection
with th ext l1s:(Jn (Jf credit

' , '"
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(5 J The origination agreement which respondents ' customers sign
represents that the broker, for a given fee, will obtain a loan
commitment in a stated amount. (LD. 14) No other loan terms are
specified , but the contract indicates that the broker s commission wjl
be deducted from the loan proceeds. Under these circumstances the
ALJ concluded that it was highly questionable whether respondents
could colJect their commission from a customer who was not wilJing to
consummate a loan for which they had obtained a commitment. (LD. pp.
13- 14)" What is unquestionable, in any event, is that a borrower is
under no obligation to contract for the loan which respondents present.
After reviewing relevant Truth in Lending disclosures the borrower
may conclude that the terms are inadequate. Surely there is no warrant
for concluding that the name of the lender and the formula for
determining the cost of prepayment are any Jess relevant to the
borrower s review of the deal his or her broker has arranged than are
any other terms.

The foregoing construction of Section 226.6(d) is evidently favored
by such precedent as exists , though it would appear that this issue is
(understandably perhaps) not one which has engaged the sustained
interest or even the careful attention of authorities who have expressly
or impliedly dealt with it. In Pedro v. Pacific Plan 393 F. Supp. 315
(N. D. Cal. 1975), cited by complaint counsel, the court concluded:

* '" * the requirement of 12 C. F'. R. S226.6(d), namely, that the broker disclose the
identity of the prospective borrower, is one with which the bmker is required to comply.
(at:J20)

In Ljepava v. M.L. C. Properties, Inc. 51I F.2d 935 (9th Cir. 1975),

the court held, without discussing the "purview" question, that a
mortgage broker s disclosure statement was inadequate because
among other things , he did not explain how charges for late payments
were to be calculated (at p. 942). It is difficult to discern any relevant
difference between the method of computing penalties for late
payment of an installment and that for computing the penalty for
prepayment of the entire loan balance. Both are (6 J terms that come
into play only after a loan has been consummated and the broker s role
is complete , but both are also terms and conditions of the loan arranged
by the broker. See also, Palmer v. Wilson 359 F. Supp. 1099 (KD. Cal.
1973), afld as to liability but remanded for reconsideration of relief;
502 F. 2d 860 (9th Cir. 1974).

The assumption of the California courts regarding the "purview of
the broker s relationship with his customer" is also reflected in a

The judge found th t ". . . trere i no evidence that responderts or any other Virginia hrokers have "ver
collectpd or sued ror the;r brokerage fee r()m a b"rr"wer in the event that the loan transaction , although appruveu by
the lender , was not consummated." (1.0. 141
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Federal Reserve Board opinion letter cited by complaint counseL (FRB
Letter No. 699; CCH Consumers Credit Guide \)30 996 (Special
Releases-Correspondence Transfer Binder, July 19, 1973); see also
FRB Letter No. 929 rCCH Consumers Credit Guide \)31 268 (Special
Releases-Correspondence , October 21 , 1975))J 'While recognizing the
relevance of the Reserve Board letter , the law judge concluded that he
was not bound to adhere to its reasoning. (LD. 8) In an absolute sense
this may be so , but clearly the views of Federal Reserve Board staff as
to the meaning of the Board' s own regulation are to be accorded great
deference Philbeck v. Timmers Chevrolet, Inc. 499 F.2d 971, 976-
(5th Cir. 1974), and especially so where , as here , they coincide entirely
with such limited judicial authority as exists.

We believe that our construction of Section 226.6(d) of Regulation Z
, furthermore , the one most consistent with the purpose of the Truth

in Lending Act itself. As complaint counsel point out, the Act as
originally proposed included no requirement that loan brokers provide
disclosures. Thereafter the proposed legislation was amended to cover
those who narrange" for extensions of credit as well as those who
extend it themselves. In describing the purposes of his amendment its
author stated:

Another amendment would perfect Section 202. Cnder this section only those who
actually extend credit are required to disclose credit costs. However, in terms of
commercial reality, credit arrangements in mortgage transactions are generally arranged
through brokers. These brokers usually extend no credit themselves, but rather pass

upon the credit acceptability of applicants and place the application with lending
institutions.

Further , fraudulent sccond mortgage schcmes frequently involve mortgage brokers
who offer to (7 J consolidate all the homeowner s debts. Another amendment will makc
clear that brokers and others who arrange credit transactions betwccn borrowers and
creditors are included in the disclosure requirements of the bill. 114 Congo Record 1611
(1968)

Any interpretation of Section 226.6(d) must take into account the
manifest purpose of the law to ensure full disclosure of credit terms in
situations involving broke red loans as well as those negotiated by a
borrower directly with a lender.

Respondents argue that in terms of this statutory purpose there has
been no abuse here because all borrowers were apprised of the lender
name and formula for computing unearned interest by the lender
disclosure statement. (See LD. 12) The requirements imposed by
Regulation Z upon a broker appear on their face , however, in no way
dependent upon the nature of any separate disclosure provided by the
lender, and we can find no warrant for so construing them. Thus , a

holding in this case that particular credit terms are outside the purview
of a hroker s relationship with a borrower would unavoidably apply
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with equal force to those situations in which a broker arranges loans
with individual lenders not in the business of making loans and thus not
,ubject to Truth in Lending requirements. In such cases the commer-
cial broker would be the only possible source of Truth in Lending
disclosures , but under the interpretation espoused by respondents and
the ALJ the broker would have no obligation to make them. Such a
construction would entirely defeat the purpose of the law.

(8) While respondents argue that given their manner of operation at
the time of the complaint, our holding here could lead to the wasteful
result of consumers being furnished with identical statements by both
broker and lender, this result is hardly required. As Section 226,6(d)
makes clear, where there is more than one creditor 

in a transaction, all
creditors together may provide a single joint disclosure statement
listing the names of each creditor and including a single recitation of all
necessary credit terms. This alternative has much to commend it in
terms of clarity and economy. Absent joint disclosure, however, we
think that furnishing identical separate disclosures is clearly preferable
to furnishing separate disclosures with random omissions. A consumer
given a single complete disclosure statement will, it is to be hoped , read
reflect upon , and retain it. Given two statements, however, similar or
identical to the casual eye and each purporting to describe the same
loan, even the most devoted comparison shopper may reasonably
conclude that life is too short to study them both, The result of such a
determination is effective nondisclosure of any items omitted from the
statement which the borrower does choose to review and retain.

For all of the foregoing reasons we conclude that the lender s name
and the formula for computing the unearned finance charge in the
event of prepayment, are , like all other tenns of a loan, matters within
the purview of a loan broker s relationship with his customer, within
the meaning of Section 226.6(d) of Regulation Z. Given respondents
knowledge of these terms it was incumbent upon them to disclose them
in their own disclosure statements , and the failure to do so was a
violation of the Truth in Lending Act, and , pursuant to Section 108(c) of
that Act, 15 U. C. 1607(c)(l970), the Federal Trade Commission Act.
(9)

, Whil we canciude th t the "pun' iCII'

.' "'

qujrf'mern or Sed ion 22b_GiJ) does not "perate to exempt a loan broker
fran, rli c:()sing terms of a loan he arrange,; , we must rejept the ALJ' s l' onclusi"n th t sueh an interpretation effectively
robs the "purYiew " requirement or any meaning- One ca readily envision situation in wbicr. two or more le"dec" are
involved in a tr "sartion, one pnJ\.'iding a first mortgage , f"r instance , alld the other 11 second trust. In such c"S1 each
:enuer woulu be ()biiged tu disci() e the terms n: his o",'r, credit exter, io!1, but the purview' requirement m;ght
depending upon the circ t"nces. operate to reEeve cap\! from any ()lJlig tinn to 3ccount for the other s terms , even
given knuwledge of them. We believe it was for such ,ituatiuns that the purview ' requirement ""a, de igned

21G- 969 O- T - 77 - 14
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II. Scope of the Order

Complaint counsel urge that the Commission adopt order provisions
requiring respondents to make all disclosures required by Section 226
of Regulation Z in the manner required by the Section.

It is well established that the Commission "is not limited to
prohibiting ' the illegal practice in the precise form ' existing in the past.
FTC v. Ruberoid 343 U.S. 470 , 473 (1952). This agency, like others , may
fashion its relief to restrain ' other like or related unlawful acts.' Labor
Board v. Exvress Pub. Co. 312 U.S. 426 , 436 (1941)" FTC v. Mandel
Bros. Inc. 359 U.S. 385 , 392; see also Jacob Siegel Co. v. FTC 327 U.

608 , 6II (1946); Fedders Corp. v. Federal Trade Commission (Docket
No. 75-4151; 2d Cir. , January 21 , 1975).

Here the violations involve failure to make certain disclosures required
by Section 226 of Regulation Z , and failure to make certain disclosures
in the manner required by the Regulation. We believe that an
appropriate order should prohibit in the future the withholding of other
Section 226 disclosures , as well as ensuring that all disclosures are
made in the manner required. These are practices closely related to
those involved in the complaint. The purpose of a proceeding of this
sort is to ensure that the full panoply of Truth in Lending disclosures
are made in the uniform manner required by Congress and the Federal
Reserve Board. That purpose can best be served by an order which
prohibits in the future violations kindred to those which have been

shown on the record. The provision proposed by complaint counsel is
further in accord with prior Commission practice in litigated cases
Zoic Corp., et 01. v. FTC 473 F. 2d 1317 (5th Cir. 1973), affg 78 FTC.
II95 (1971), and numerous consent order proceedings , Commercial
Investors , Inc. , et 01. Dkt. No. C-2668 (May 12, 1975 (85 F. C. 858));

Julian L. Levinson, et al. Dkt. No. C-2667 (May 12 , 1975 (85 F.
854)); Ted P. Simopoulos , et aI. Dkt. 1\0. 2666 (May 13 , 1975 l85 F.
873)); Valley Acceptance Corporation, et al. Dkt. No. C-2655 (May 13

1975 r85 F. C. 142)); Roy D. Hanson, et al. Dkt. No. 2664 (May 13

1975 (85 F. C. 865)), and we shall include it in the order of the
Commission (Par. 4). 110 J

III. Liability of hulividual Respondent

While recognizing that the individual respondent was responsible for
the challenged practices of the corporation, the administrative law

judge refused to impose individual liability because he concluded that
there had heen no showing that the individual "had deliberately
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engaged in consumer deception" or "would attempt to evade an order.
(LD. pp. 15- 16)

The purpose of imposing individual liability is to ensure, in a case in
which an individual has been responsible for prohibited activities , that
those activities are not continued by the individual after entry of an
order. Where the corporate respondent is small and under the control
of one or a few individuals, it becomes more likely that prohibited
activities may recur if an order enters only against the corporation. One
reason may be the corporation s relatively minimal exposure to civil
penalty actions. Where a company is thinly capitalized with profits
being diverted quickly to the individuals in control, such individuals
may be much less likely to fear the bite of enforcement action than if
they could be held personally liable. A second reason, and one which is
fully applicable here, is that where a corporation is basically no more
than an extension of one or a few people who control it, it is relatively
easier and more likely that at some point the individuals win choose to

do business in a different corporate setting. In this case , for example
Virginia Mortgage Exchange is litte more than the corporate
embodiment of the individual respondent, employing only a secretary in
addition to him. Under the ALJ's approach , the individual would be
perfectly free to establish a new company through which to extend
consumer loans. Unless such a corporation could be shown to be a
successor" to Virginia :vortgage Exchange , the order proposed by the

law judge would be of no effect.
We can readily accept the judge s conclusion that there has been no

hint of deception in this case. The record reveals no more than an
honest disagreement by respondent over the meaning of a complex

statute. While we thus have little doubt that respondent wil abide by
any order that binds him , the fact remains that were he to organize a
new corporate entity, for legitimate business reasons wholly unrelated
to this case, there might be no binding order left. Under these
circumstances we believe that effective prohibition of the practices
involved in the complaint requires provision for individual liability. See:
Standard Educators , Inc. (11) et al. v. Pederal Trade Commission, 475

F. 2d 401 (D. C. Cir. 1973); Standard Distributon , Inc., et al. v. Pederal
Trade Commission 2II F. 2d 7, 14- 15 (2d Cir. 1954); Peacock Buick

Inc. , et al. Dkt. No. 8976 (Slip op. pp. 18-19; Dec. 19 , 1975 r86 F.
1532 at 1565 J); Coran Bros. Corp. , et al. 72 FTC. I , 24-25 (1957).

We have also included standard "notification " language requiring the
individual respondent to report any changes of business involving the
extension of consumer credit for a period following the effective date
of the order. We do not agree with complaint counsel , however, that the
record demonstrates any need for a provision requiring that respon-
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dents post a sign on their premises alerting consumers to their right to
receive a Truth in Lending disclosure statement. This provision of the
notice order wil, therefore , be omitted.

An appropriate order is appended.

FIKAL ORDER

This matter having been heard by the Commission upon the appeal of
complaint counsel from the initial decision and upon briefs and oral
argument in support thereof and opposition thereto , and the Commis-
sion, for thc reasons stated in the accompanying opinion, having
granted the appeal in part:

It is ordered That pages 1-5; pages 9-10 (titled "Failure to Print
Certain Terms More Conspicuously than Others ); and pages 15-

(titled "Discontinuance ) of the initial decision be , and they hereby are
adopted as the Findings of Fact and Conclusions of Law of the

Commission.
Other Findings of Fact and Conclusions of Law of the Commission

are contained in the accompanying opinion.
It is further ordered That the following order to cease and desist be

and it hereby is , entered:

ORDER

It is ordered That respondents Virginia Mortgage Exchange , Inc. , a
corporation , its successors and assigns , and its officers , and Wiliam L.
Warfield , individually and as an offcer of said corporation, and
respondents' agents, representatives and employees, directly or
through any corporation, subsidiary, division or other device, in

connection with any extension or arrangement for the extension of
credit or advertisement to aid , promote , or assist , directly or indirectly,
any extension or arrangement for the extension of consumer credit, as
consumer credit" and "advertisement" are defined in Regulation Z (12

R. 226) of the Truth in Lending Act (Pub. L. 90-321 , 15 U.sC.
I60l et seq. do forthwith cease and desist from:

Failing to identify each creditor as "creditor" is defined in
Section 226.2(m) of Regulation Z , as required by Section 226.6(d) of

Regulation Z.
2. Failing to print the terms "finance

percentage rate" more conspicuously than
required hy Section 226.6(a) of Regulation Z.
3. Failing to disclose the method of computing any unearned

portion of the finance charge in the event of prepayment of the
obligation , as required by Section 22fj.8(b)(7) of Regulation Z.

charge" and "annual
other terminology, as
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4. Failing in any consumer credit transaction or advertisement, to
make all disclosures, determined in accordance with Sections 226.4 and
226.5 of Regulation Z , in the manner, form , and amount required by
Sections 226. , 226. , 226. , and 226, 10 of Regulation Z.

It is further ordered That respondent corporation shall forthwith
distribute a copy of this order to each of its operating divisions.

It is fi.,rther ordered That respondents notify the Commission at

least thirty (30) days prior to any proposed change in the corporate
respondent such as dissolution, assignment or sale resulting in the
emergence of a successor corporation, the creation or dissolution of

subsidiaries or any other change in the corporation which may affect
compliance 0 b1igations arising out of the order,

It is further ordered That respondents deliver a copy of this order to
cease and desist to all present and future personnel of respondents
engaged in the arranging for the extension of consumer credit and that
respondents secure a signed statement acknowledging receipt of said
order from each such person.

It is further ordered That the individual respondent named herein
promptly notify the Commission of the discontinuance of his present
business or employment, and, for a period of five years from the
effective date of this order, of each affiliation ,, th a new business or

employment involving any extension or arrangement for the extension
of credit or advertisement to aid, promote, or assist, directly or

indirectly, any extension or arrangement for the extension of consumer
credit, as "consumer credit" and "advertisement" are defined in
Regulation Z (12 G.F.R. 9226) of the Truth in Lending Act (Pub.L. 90-
321 , 15 lJ. C. 91601 et seq.

). 

Such notice shall include the address of
the business or employment with which respondent is newly affiiated
and a description of the husiness or employment, as well as a

description of the respondent's duties and responsibilities in that
business or employment.

It is further ordered That respondents shall , within sixty (60) days
after the effective date of this order, file with the Commission a report
in writing, setting forth in detail the manner and fOI1 in which they
have complied with the provisions of this order.
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Complaint 87 FTC.

IN THE MATTER OF

JOHNSON PRODUCTS COMPANY , INC. , ET AL.

CONSE:-T ORDER, ETC. , IN REGARD TO ALLEGED VIOLATION OF
SEC. 5 A:-D 12 OF THE FEDERAL TRADE COMMISSIOI' ACT

Docket C-2788. Complainl , Feb. 10, 1976-Decision , Feb. 10, 1.976

Consent order requiring a Chicago, Ill. , manufacturer and distributor of cosmetics and
its Omaha , Neb. , advertising agency, among other things to cease misrepresent-
ing that Ultra Sheen Permanent Creme Relaxer is "gentle

" "

cool to the scalp,

and "casy to use ; and failing to disclose in advertising certain material facts
concerning health hazards associated with the use of its products. Further
respondents are required to place clear and specific warnings as to the safety of
the product upon all packaging, displays and advertising.

Appearances

For the Commission: Sharon S. Armstrong.
For the respondents: George M. Burditt , Burditt Calkins Chicago

Il Felix H. Kent , Hall , Dickler, Lawler, Kent Howley, !\ew York
City.

COMPLAe';T

The Federal Trade Commission, having reason to believe that
Johnson Products Company, Inc., and Bozell & Jacobs, Inc. , corpora-
tions, hereinafter sometimes referred to as respondents , have violated
Sections 5 and 12 of the Federal Trade Commission Act, as amended
and that a proceeding in respect thereof would be in the public interest
hereby issues this complaint stating its charges as follows:

PARAGRAPH 1. Respondent Johnson Products Company, Inc.
(J ohnson Inc.) is a Delaware corporation with its offce and principal
place of business located at 8522 So. Lafayette Ave. , Chicago , minois.

Respondent Bozell & Jacobs, Inc. is a Delaware corporation with its
office and principal place of husiness located at 10250 Regency Circle
Omaha, "ebraska.

All allegations in this complaint stated in the present tense include
the past tense.

PAR. 2. Respondent Johnson Inc. engages in the manufacturing,
advertising, offering for sale, sale, and distribution of Cltra Sheen
Permanent Creme Relaxer (hereinafter "Ultra Sheen relaxer ), a

cosmetic" as that term is defined in Section 15 of the Federal Trade
Commission Act. The relaxer is an emulsion which contains as its active
ingredient sodium hydroxide , commonly known as lye. The emulsion is
applied to the hair, rinsed from the hair, and neutralized with a special


